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The Rise and Fall of the Swedish 

Model 

By Erik Lundberg 

Stockholm School of Economics 


I. Introduction 

T^E conception of the Swedish Model 
has been used in a vague and unscien- 
tific way by economists, journalists and 
politicians since the 1930s. The expression 
has been loaded with value Judgments of 
varying kinds — shifting with the passage 
of time. 

We start with a brief historical sketch 
leading up to the 1930s which marks the 
beginning of the model. Sweden had been 
a relatively backward country during the 
second half of the 19th century and up 
to the 1920s, lagging behind the develop- 
ment of many industrial countries — not 
only Germany, UK and the USA but also 
Denmark and Norway. Industrial devel- 
opment had not been strong enough to 
provide employment to the growing pop- 
ulation. The heavy emigration to the 
United States, which continued during the 
Twenties, was considered a serious indica- 
tor of backwardness and of pessimism 
about Sweden’s development possibilities. 
The fact that emigration ceased after 
1929, and even was replaced by the return 
of some Swedes during the American de- 
pression, was taken as signaling an im- 
provement in Swedish development op- 
portunities. Certainly the remarkable 
achievements of Swedish industry on in- 
ternational markets in the 1920s — partly 


based on great Swedish inventions during 
earlier decades — had been preparing the 
ground for more optimistic expectations. 
As a symbol of the new Swedish mood, 
the big Stockholm exhibition in 1930 wais 
significant. Here the new architecture — 
rooted in the ideals of functionalism — was 
widely held to express a new epoch of ra- 
tional planning. 

From the beginning of the 1930s up to 
the 1970s the Swedish Model was re- 
garded as something successful and pro- 
gressive with regard to the economic and 
social development of a mixed economy. 
We find expressions such as “Sweden: the 
middle way,” “Sweden: the progress ma- 
chine,” “Sweden: the prototype of mod- 
ern society.” People saw in Sw'eden a con- 
tinuing social reform, the building up of 
a welfare state, and experimentation with 
stabilization policy, while preserving the 
conditions of an expansive free-market 
capitalist economy. There seemed to be 
much political agreement and harmony 
between social democratic governments 
and the business conrmunity. According 
to the prevailing view, such harmony also 
included the relations between trade 
unions and employer organizations. The 
picture contained a minimum of social 
strife and labor unrest. 

This positive evaluation of the Swedish 
Model was predominant most of the time 
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until the 1970s. But critical attitudes also 
existed at the same time, both inside and 
outside Sweden. The tendencies to rapid 
growth of the public sector and to ever- 
higher tax rates were considered warning 
signals. The ambitious goals of income 
equalization ajid full employment, and 
the means required to achieve the targets, 
tended to endanger the working of the 
model. The negative evaluations of the 
Swedish developments included critical 
observations as to the cumulative rise in 
state intervention and in selective regula- 
tion of the economy, implying distortions 
of markets and of the price system. During 
the later years of the 1960s critical voices 
became stronger, especially with regard 
to the weakening of incentives to work, 
invest and save, as well as to start new 
enterprises. Conservatives and liberals 
were united in criticizing the rising spirit 
of collectivism and in the evolving inter- 
pretation of the meaning of freedom, se- 
curity and equality. 

However, the Swedish economy seemed 
to function excellently according to most 
criteria until the end of the 1960s. But 
the disturbances and shocks to the econ- 
omy in the 1970s put an end to praise of 
the Swedish Model. And rightly so. The 
cyclical instability appeared as relatively 
large, structural imbalances became pro- 
nounced, stagnation and inflation became 
serious problems. The political consensus 
disappeared, and confrontations between 
socialist and bourgeois parties became the 
order of the day. At the same time, labor 
market conflicts emerged as serious prob- 
lems. The appearance of imbalanced eco- 
nomic conditions did not fit in with our 
earlier conceptions and it is easy to inter- 
pret these developments as a fall of the 
Swedish model. 

So far I have succeeded in using the 
term “Swedish Model” in a vague, loosely 
descriptive way. And in what follows I 
shall continue to do that. My intention is 
to study the features and comp>onents of 


the model in a historical perspective~the 
rise and the fall. My description and analy- 
sis will thus take the form of an account 
of a development process, on several lev- 
els, starting with the 1930s. During that 
decade, in fact, .so much of the economic 
thinking, the policy experimentation, the 
shaping of political and institutional condi- 
tions were started that it seems natural 
and necessary to begin the account with 
that decade. 

The model is best conceived and stud- 
ied at several levels: 

1) The policy theories presented and 
discussed by profes.sional economists rep- 
resent one level. In the earlier years, pol- 
icy models of the Stockholm School econo- 
mists and the impact of their discussions 
on the political debate and on actual poli- 
cies were unique to Sweden. Later on — 
say from the 1960s — this was no longer 
the case. 

2) The next level is to be found in the 
current policy aims and in the measures 
actually carried out by the Governmental 
authorities. The shifts of ideologies, aims 
and policies belong to this part of the 
story. 

3) The actual functioning of the Swed- 
ish economy, its stability, growth, unem- 
ployment, inflation, social reforms etc., 
certainly are part of the description of the 
model — comprising its success and failure. 

4) An account of the shifting political 
and institutional framework must be an 
important part of the characterization. 
The Social Democratic Government that 
took power from the fall of 1932 and 
ruled, sometimes in coalition with other 
parties, up to the fall of 1976 was itself a 
unique and basic feature of Swedish expe- 
rience. The uniqueness was determined 
by the persistent objective of the Govern- 
ment to reform the economy pro- 
gressively, but to exclude revolutionary 
changes. Characteristic of the Swedish 
scene was the openness of the Govern- 
ment to new ideas as to stabilization policy 
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and social reform. The gradual construc- 
tion of the “Welfare State” is included. 
Another unique feature that made its ap- 
pearance in the 1930s was the growing 
strength and ultimate power position of 
the trade union movement, and its cen- 
tralization and close cooperation with the 
government. This feature permitted the 
achievement of peaceful conditions in the 
labor market. A dominant consensus ruled 
the relations between labor and employer 
organizations, especially during the Fifties 
and Sixties, the “Saltsjbbaden spirit. "There 
was an intimate and successful coordina- 
tion of policy, primarily based on common 
models of wage determination in the 
minds and the documents of the econo- 
mists in LO and SAF (the central workers’ 
and employers’ organizations).* 

5) The ideological premises of the 
model include the changing mixture of 
capitalism and socialism. We observe how 
relevant attitudes and values have been 
established and how they have been 
changing, including views on the need for 
modifying or transforming the existing 
system. 

The propensity of Progressive Socialists 
to work for the transformation of the exist- 
ing mixed system in a socialist direction 
has existed from the beginning. The domi- 
nant pragmatic attitude of the Social 
Democratic Party and of LO has occasion- 
ally been overwhelmed by Socialist ambi- 
tions. 

These five levels of viewing the Swedish 
model have no clear demarcation lines. 
There is necessarily a lot of mixture and 
interdependence. In spite of this it seems 

‘ Representatives of LO ("Landsorganisationen"), 
the central trade union federation and SAF 
(“Svenska ArbetgivarfSreningen"), the central orga- 
nization of employers met in Saltsjdbaden (outside 
Stockholm) in 19^ and made general agreements 
on the conditions of peaceful settlements of collec- 
tive contracts. The agreements cleared away a num- 
ber of controversial issues regarding the peaceful 
settlement of conflicts on the labor market through 
negotiations and without intervention by the Gov- 
ernment, 


useful to keep these levels of characteriza- 
tion in mind because they are separable, 
in principle. It is especially important to 
be clear about the distinct meanings of 
“model,” implied in the above presenta- 
tion and in the following text: “model” 
as: (a) theory of policy, (b) a kind of ideal 
of performance, and (c) a generalized de- 
scription of the actual operation of the 
Swedish economy of the time. 

And there is another intricate issue: 
How and to what extent were the Swedish 
policy models applied in practice? 

And, if so, were the actual results in 
close accordance with the implied norms? 

II. The Swedish Model at Its Apex 

With reference to the last question, it 
is of specific interest to take note of the 
Swedish economy around the middle of 
the 1960s when it appeared to have 
reached a peak of model achievement. A 
number of its features and properties at 
that time can be summarized as follows, 
which is another way to characterize the 
Swedish Model: 

- full employment, the unemployment 
rate varying between 1. 5-2.5 per 
cent, 

- a relatively low inflation rate — arounc 
3 percent 

- a high degree of cyclical stability 

- no balance of payment troubles 

- a rapid rise of the public sector 

- no visible structural imbalances 

- a satisfactory rate of growth of tota 
output — about 4 percent. 

The growth rate, although a little below 
the OECD-average, was satisfactory, hav 
ing regard to the fact that Sweden’s GN 
per capita already was on a relatively hig 
level at the start of the postwar perioi 
because of its neutrality in two world war 
and because it had relatively high growt 
rates during the Twenties and Thirties 

These economic achievements wer 
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combined with rapid progress in labor 
market policies, social reforms and in- 
come distribution. Sweden was rightly re- 
garded as a pioneer in active labor market 
policies (including measures for increasing 
labor mobility and for vocational training). 
These labor policies were intended to be 
a basis for attaining full employment and 
also for a solidaristic wage policy — aimed 
at squeezing wage differentials. Social se- 
curity had expanded rapidly during the 
two postwar decades. The biggest social 
reform had been the introduction of an 
ambitious pension plan (1960) guarantee- 
ing decent pensions, generally to all citi- 
zens regardless of their employment situa- 
tion during their working lives; rising 
progressivity of tax rates; extensive hous- 
ing policy and educational reforms as well 
as full employment. All this had implied 
progress towards equalization of incomes. 

The high level of attainment in the 
1960s of these many goals was not taken 
to mean that the Welfare State had been 
fully realized. The steady appearance of 
new targets and new demands for reforms 
remained part of the picture. In fact, more 
advanced social measures continued to ap- 
pear during the 1970s. This consciousness 
of the dynamic character of social reform 
targets was apparent. There is no final tar- 
jet or equilibrium as to the socialist de- 
sire for income and wealth equalization; 
rather as each position of equalization was 
reached, the urge for reducing the re- 
maining gaps became stronger. 

One special feature of the changing pol- 
''y patterns that was characteristic in the 
1960s (and of previous decades) was the 
;ading role of LO — pushing the social 
emocrats of the government to accept 
leir views. The emphasis of the LO-lead- 
TS and economists was steadily fixed on 
ail employment, but at the same time 
bey pleaded for stronger anti-inflation 
leasures as a basis for a solidaristic wage 
olicy. 

I have already hinted that the Swedish 
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gin with, became less so over the years. 
Looking at the climax in the 1960s, the 
Swedish economic position proper cannot 
be regarded as unique. Most small coun- 
tries in Western Europe were on the same 
track of welfare development and the dif- 
ferences were only those of degree: Swe- 
den had gone further in most respects to 
develop social reforms than other coun- 
tries, but by the mid-Sixties the differ- 
ences were becoming quite small com- 
pared with other advanced countries such 
as Norway, Denmark, Holland and Aus- 
tria. The uniqueness of the Swedish devel- 
opment was more clearly apparent in the 
policy arguments used and in the political 
conditions marking the rise of the model. 
The specific circumstances of the fall of 
the model from the middle of the 1970s 
is again distinctive. 

It should be added — perhaps as a special 
feature — that the relative success of Swed- 
ish economic and social performance, be- 
ginning in the 1930s, .sometimes created 
among Swedes a kind of national hubris, 
built on a myth of political and economic 
superiority. In the international chaos of 
the 1930s Sweden emerged as an out- 
standing exception. The ideals of the wel- 
fare state were preached in moralistic ov- 
ertones: “Sweden is the best and socially 
most advanced place in the world." The 
example of Sweden was held up as a model 
for other countries. Criticism was not al- 
ways well received by the Swedes them- 
selves. 

From this point of view the deteriora- 
tion of the model in the 1970s came as 
a psychological shock, especially to the 
earlier strong believers. The negative 
sides of the successes now gained atten- 
tion just when the economic performance 
failed: the collective spirit, the bureaucra- 
tization, the deleterious effects on free- 
dom and individual incentives. The bad 
examples given by other countries with 
regard to the need for restrictive policies, 
and for cutting down on social welfare had 
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during the first half of the 1980s. Even 
if the turn-around was slower and much 
more hesitant than in countries such as 
Holland, U.K. and the U.S.A., the political 
and psychological shock seemed greater 
to the Swedes. 

III. The 1930s 

The origin of the Swedish model must 
be sought and can be found in the 1930s. 
That is the time when, in many countries, 
the possibilities of controlling the business 
cycle came to be discussed intensively as 
a policy issue. The background for the de- 
velopments of the Thirties, however, must 
be sought a decade earlier. 

During the 1920s the existence of de- 
pressions and booms had been taken for 
granted as an intrinsic property of a capi- 
talist economy about which Governments 
could do little. Later in the Twenties — 
especially in the USA — there appeared a 
belief in the self-correcting properties of 
a market economy, the “‘prosperity for- 
ever” slogan. 

This way of looking at the stabilization 
problem was quite prominent in Sweden 
during the 1920s and stood in sharp con- 
trast to the main trend of thinking during 
the 1930s. Let me just mention the preva- 
lent attitude of politicians and economists 
as to the deep depression spiral of the 
early 1920s. The depression in Sweden 
was, in the main, taken to be a natural 
catastrophe. The strong deflation, the big 
decline of production (25 percent in the 
volume of industrial output), and the tre- 
mendous rise in open and concealed un- 
employment were generally considered 
unavoidable and a natural result of the 
excesses of the postwar boom of 1918- 
1920. The policies of the Government 
were hesitant and lagging (for example, 
as to changes in the discount rate).* 

•The main features of the 1919-1923 business cy- 
cle are presented in a recent study (Lundberg, 1983, 
Ch. 2). The deflation spiral became so strong that 
when Sweden returned to the <roId standard in 1924 


Main attention was directed to the need 
for not spoiling the prerequisites of an up- 
swing. This implied, among other things, 
a certain caution lest a minimum of public 
works and assistance to the unemployed 
should inhibit the free determination of 
market wages; the wages paid on public 
works should not exceed the lowest rates 
paid locally for the simplest common la- 
bor. In fact, a tremendous wage deflation 
proceeded in a cumulative spiral. Wages 
fell by 30-35 percent from the autumn 
of 1920 to the middle of 1922. The big 
rise in unemployment, which reached 25 
percent according to the trade union sta- 
tistics, and the collapse and bankruptcy 
of numerous firms, all this was regarded 
as the more or less inevitable consequence 
of overinvestment and speculation during 
the war years and in the following boom. 
According to the prevalent view, the de- 
flation and depression had the function 
of cleaning up the economy and creating 
the “equilibrium conditions” needed for 
an upswing. At that time there existed nei- 
ther the ideas nor the apparatus for the 
Government to counteract the depression 
or stimulate the recovery. 

It is somewhat of a paradox that even 
Knut Wicksell shared this attitude. For 
him the main target of the postwar eco- 
nomic development was the restoration 
of the value of money to the 1914 level 
(Anders Ostlind 1945, Ch. X; Lundberg 
1984, Chs. 1 and 2). For Wicksell it was 
mainly a moral question, to restore the 
badly distorted relationships between 
creditors and debtors, to re-establish an 
“honest money.” It seems as if Wicksell 
was so preoccupied with his model of the 
relationship between the price level, the 
quantity of money, and the interest rate 
that he — like present-day monetarists — 
could neglect, more or less completely, 


the Swedish crown, after substantial appreciation, 
appeared to be significantly undervalued. This 
was in sharp contrast to the course of the British 
pound. 
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the problems of fluctuations in production 
and unemployment. And yet Wicksell was 
a radical, deeply concerned with ques- 
tions of poverty and income distribution, 
in contrast to his rival Gustav Cassel, who 
at this time had quite a conservative out- 
look. But it was Cassel who questioned 
the deflationary policy of the Government 
and asked if the aim of re-establishing the 
old parity to gold and to the dollar really 
was worth all the sufiFering along the way. 
In fact, Sweden became the first country 
in Europe to return to the gold standard 
at the old parity (in 1924). The deflation- 
ary process, however, had been so strong 
in comparison with most other industrial 
countries that the Swedish crown appar- 
ently became significantly undervalued 
in relation to purchasing-power-parity 
norms. This result is confirmed by a persis- 
tent tendency to run balance-of-payments 
surpluses during the vigorous export-led 
growth of the Swedish economy up to the 
summer of 1930. 

In spite of this strong exporl-ba.sed 
growth of GNP (about 4 percent per year 
in real terms), the unemployment rate was 
never brought down to the "full employ- 
ment levels” of 1920 and the years before 
the war. It remained stuck at 10-12 per- 
cent even in boom times.® 

This type of permanent or structural un- 
employment existing in the Twenties was 
intensively discussed by politicians and 
economists. The common explanation at 
that time traced the lack of employment 
to the excessive level of real wage costs. 
Economists generally relied on neoclassi- 
cal models, stressing rapid substitution 
of labor for capital, “rationalization,” 
caused by the high wage rates. Cassel 
would also mention the scarcity of the sup- 
ply of savings aggravated by capital ex- 

* This figure of 10-12 percent is according to cur- 
rent trade union statistics. It might correspond to 
about 6 percent according to modem standard calcu- 
lations comprising the whole working population 
(Limdberg 1968, p. 32). 


ports and manifested in relatively high in- 
terests rates. Even the social democrats 
lacked an alternative explanation. In fact, 
during that time, they were quite passive 
and politically weak. Their thinking was 
to some extent colored by Marxist ideolo- 
gies, looking for system changes (various 
forms of socialization and industrial de- 
mocracy) but without any effective pro- 
gram of current policy action. 

The first signals of a radical change in 
attitude on stabilization policy came in 
1930. At that time a group of social demo- 
crats made a proposal to the Riksdag about 
expansionary policies (in the form of pro- 
ductive public works) in order to bring 
down the unemployment rate. This oc- 
curred even before the depression struck 
Sweden’s economy. The leading man of 
this group, Ernst Wigforss, had absorbed 
the ideas in the late 1920s in the Yellow 
Books of British liberals, and of Keynes' 
famous pamphlet, “Can Lloyd George Do 
It?” (1929). Their receptiveness to theo- 
ries about lack of purchasing power of the 
wage earners as a cause of unemployment 
was probably influenced by their acquain- 
tance with the underconsumption notions 
of Marxian theory. 

The discussions during the first half of 
the 1930s in a group of younger econo- 
mists — led by Erik Lindahl, Gunnar Myr- 
dal and Bertil Ohlin — concentrated atten- 
tion on the nature of the depression from 
a business-cycle point of view. It should 
be possible, they thought, to elevate the 
bottoms of depressions and reduce the ex- 
cessive heights of booms; i.e., even out or 
damp the fluctuations in activity. The em- 
phasis was then placed on fiscal policy; the 
Government budget should not be bal- 
anced during the depression. On the con- 
trary, expansion of public works and lower 
taxes should deliver a stimulus to the econ- 
omy, directly and indirectly via multiplier 
effects. Restrictive policies during periods 
of good times would cut ofl^ the top of the 
boom and thereby also make the reac- 
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tion — the following contraction — less pro- 
nounced. 

Policy theories in many versions were 
presented by economists belonging to the 
Stockholm School.* Certainly this devel- 
opment of stabilization policy was not 
completely new and original. There were 
precursers in the 1920s and there were 
parallel developments in other countries, 
especially in England with the beginning 
of the Keynesian School. The unique fea- 
ture of the Swedish development was that 
the social democrats — in Government 
power from September 1932 — endorsed 
these views at once and made attempts 
to carry out the expansionary policies 
which the model required. This attitude 
towards the possibilities of stabilizing the 
cycle by means of active fiscal policy 
should be regarded as a first component 
of the Swedish model. 

It is not my intention to enter into the 
policy proposals of the Stockholm School 
and to compare them with the contribu- 
tions made by Keynes and the Keynesian 
school in the 1930s. All this has been 
treated in a number of studies, the latest 
by Don Patinkin in his important contri- 
bution, Anticipations of the General The- 
ory? (1982 Ch. 2). His book includes an 
interesting chapter on the role and posi- 
tion of the Stockholm School. The main 
conclusion is that the theories and the pol- 
icy models of the Swedish economists in 
the 1930s were in most respects both infe- 
rior and secondary to Keynes’ main ideas 
in the General Theory. I shall not quarrel 
about Patinkins’s main line of argument; 
he has good reasons for his conclusion that 
the Swedes had no integrated theory of 
output and neglected the equilibrating 
role of output changes. There is, indeed 
no conception of an unemployment equi- 

* The older Stockholm School included Lindahl, 
Myrdal and Ohlin, and the younger generation: Dag 
Hammarslgold, Alf Johansson, Erik Lundberg and 
Ingvar Svennilson. Their publications will be found 
in Hammarskjdld (1949). 


librium in the writings of the Stockholm 
School. 

There are, however, certain points of 
originality in the policy message of the 
Stockholm School that Patinkin and other 
writers tend to neglect. In fact, the follow- 
ing can be regarded as some principal 
components of the Swedish policy model 
as it originated in the Thirties. 

1) Stabilization of the price level (con- 
sumers’ prices) was taken as a primary aim 
of stabilization policy both by the econo- 
mists and by the Government. In a tradi- 
tion stemming from Wicksell, the con- 
stancy of the price level was regarded as 
a condition of equilibrium between sav- 
ings and investments (in ex ante terms). 
Certainly the old arguments for a declin- 
ing price level (in proportion to the rise 
in productivity) were still alive in the de- 
bate but played a secondary role. 'The sta- 
bilization of the price level was also taken 
to be an aim in itself by economists as well 
as by politicians. After the devaluation of 
the Swedish crown in September 1931, 
this target was announced by the 
Riksbank and thereafter accepted and 
confirmed repeatedly by the Govern- 
ment. The remarkable fact was that this 
goal was successfully achieved; only dur- 
ing the international price inflation of 
1936-37 did a deviation appear (a rise of 
the cost of living of 4 percent). 

2) Stockholm economists — in contrast 
to Keynes — directed their attention to 
cyclical instability and disequilibrium eco- 
nomics (in ex ante terms). There was no 
concern about how and why the economy 
could be caught in stagnation and an un- 
deremployment equilibrium. Their main 
attention was on the possibilities of bring- 
ing the economy out of the depression and 
thereby reducing the rate of unemploy- 
ment. The emphasis was on the expansion 
p>ossibilities of the economy. The risk c 
an inflationary boom was discussed as we 
as the danger that inflation might lead tc 
a new depression. The use of sequence 
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analysis, pursuing development from one 
period to the next, and thereby also pay- 
ing attention to the variability of multi- 
plier and accelerator coefficients, made 
the models of the Stockholm School 
clumsy and less general than the elegant 
Keynesian equilibrium approach.® 

Expansion and growth perspectives, 
however, dominated the discussion in 
Sweden — in clear contrast to the pessimis- 
tic visions of stagnation in the British and 
American debate. This focus of interest 
seemed to run parallel with the actual 
strong expansion of the Swedish economy 
from 1932 to 1933 (by 7 percent of real 
CNP) after a relatively shallow depression. 

3) Policy orientation of theory was 
much more pronounced in the Stockholm 
version than in the General Theory. This, 
again, was an old tradition from the days 
of Wicksell and Cassel. The stimulus of 
actual policy issues became pronounced 
beginning in the fall of 1931 when Eli 
Heckscher and Myrdal, immediately after 
the devaluation of the crown, presented 
their views about policy requirements. 
The Social Democratic Government was, 
as mentioned above, open and receptive 
':o the economists’ arguments for expan- 
ive policies. Myrdal was called upon by 
he finance minister to work out a ratio- 
lale for the active fiscal policy program, 
oresented in the beginning of 1932. 

The debate that followed became lively 
ind involved the typical arguments for 
nd against expansionary fiscal policies, ar- 
uments that came to the fore again in 
le 1980s. Criticisms from the older gen- 
ation of economists, led by Cassel and 
’dsta Bagge, centered, as they do now, 
the “crowding out” question (although 

This is one of Don Patinkin's points. However. 
s sequence models in my own work (1937) were 
ended to demonstrate the cyclical instability of 
closed economy by using a combination of multi- 
er and accelerator principles. This idea certainly 
uld not be presented as elegantly as Keynes' the- 
' an equilibrium position. (See also Joseph 
lumpeter 1954, pp. 1173-74.) 


that term was not used). The budget defi- 
cits, they argued, would occupy space 
within a more or less given volume of sav- 
ings and, therefore, squeeze out private 
investment and employment. The ques- 
tion of confidence was stressed. But the 
younger generation of economists — the 
Stockholm School — had an enthusiastic 
fighting spirit and a new and fresh attitude 
about managing the cycle, by means of 
expanding public works and tax reduc- 
tions, thereby giving a stimulus to total 
effective demand. As with Keynes, the 
passive nature of the supply of savings was 
emphasized; investment created ex post 
the savings needed as long as there was 
an elastic supply of money and much un- 
derutilization of resources. In the policy 
debates of the middle 1930s, there was 
little concern about inflation risks — not, 
at any rate, until 1937, when impulses 
from an international price rise caused 
.some apprehension. 

In his Appendix to the Government’s 
fiscal program of January 1933, Myrdal 
handled the confidence problem by pro- 
posing a rule to balance the Government 
budget over the cycle: the deficits in the 
depression should be about equal to the 
surpluses during the good times so that 
there should be no cumulative tendency 
for the Government net debt position to 
rise (Myrdal 1934). In discussion, Heck- 
scher expressed strong doubts about the 
political feasibility of this program. He 
foresaw a kind of ratchet effect; there 
would be a cumulative progression of pub- 
lic expenditures, and this would generate 
deficits or insufficient surpluses also in 
boom periods. He even made a long-term 
forecast that public expenditures and 
Government activity would eventually at- 
tain such a high proportion of GNP that 
a free market economy would become im- 
possible (Heckscher 1932, 1934). 

4) Another original feature of the 
Stockholm School — as compared with 
Keynes’ General Theory—refers to the 
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treatment of international relations. It 
was self evident to the Stockholm econo- 
mists that the Swedish policy model 
should refer to the conditions of a small 
open economy. The autonomy issue, 
therefore, became dominant in the policy 
debate. The regimes of fixed versus free 
exchange rates were compared. The econ- 
omists used the conception of “interna- 
tional space" as a reminder, rather than 
a measure, of the limited latitude the 
country might have for independent ex- 
pansionary policies. They paid attention 
to import leakages when discussing multi- 
plier processes; they considered interna- 
tional capital flows when studying what 
scope there was for expansive monetary 
policies, not least as to their efiFects on in- 
terest rates. In these respects the views 
of the Stockholm School were clearly dif- 
ferent from the analysis of a closed econ- 
omy in the General Theory. 

As a matter of fact the required “inter- 
national space” was created by means of 
the big devaluation in September 1931. 
The crown became significantly underval- 
ued — and this position was apparently 
preserved during the whole decade.® The 
strong tendencies to surplus in the current 
balance of payments that prevailed during 
most years after 1932 supported the indi- 
cation of undervaluation sugge.sted by the 
measures of relative purchasing power 
parity. The driving forces behind rapid 
growth, beginning in 1933, were based 
on a combination of export expansion and 
an efficient import-substitution process. 
And as mentioned above, the rapid mone- 
tary growth did not appear to generate 
internal inflation; a slow rise of nominal 
wage rates did not exceed the rise in labor 
productivity. 

•See Lundberg 1983 diagram p. 103. The under- 
valuation of the crown, measured by real exchange 
rates, is based on 1929. As mentioned above, the 
crown was already in a relatively strong position in 
that year as evidenced by substantial capital exports 
and increasing exchange reserves. 


The combination of the relatively en- 
lightened policy debate, the openness of 
the Socialist Government to the new ideas 
and the success of the Swedish economy 
during the 1930s is often confused, in an 
unwarranted way, with the performance 
of an efficient Keynesian policy and gener- 
ally ex post — with the working of the 
Swedish Model. In fact the execution of 
stabilization policy was not impressive. 
FLscal policy — partly because of a labor 
conflict in the building industry — played 
a secondary role. Monetary policy was pas- 
sive and automatic: easy money, accompa- 
nied by the creation of much liquidity, 
came to rule when the Riksbank acquired 
big exchange reserves due to the steady 
balance of payments surpluses. So the 
record low level of interest rates was 
mainly an automatic consequence of the 
undervalued crown. And the successful 
exchange rate policy was not deliberately 
chosen on rational grounds by the authori- 
ties. The international exchange crises in 
the summer of 1931, involving a big capi- 
tal flight from Sweden, forced the 
Riksbank to abandon the old gold parity 
and let the crown float — after the pound 
sterling had fallen. In fact, the Riksbank 
tried desperately to borrow from interna- 
tional capital markets in order to keep the 
crown at the old parity — but happily with- 
out success, although it employed Swe- 
den’s greatest expert on foreign borrow- 
ing, Ivar Kreuger.^ 

The merits of the stabilization poUcy ac- 
tually carried out, consisted fundamen- 
tally in the avoidance of backward or unin- 
telligent policy measures. Comparisons 
can be made with the deflationary p>olicies 
in Sweden in the early Twenties or with 
those of a number of countries in the Thir- 
ties, where either the gold standard was 
maintained or where, as in the USA, un- 

’ Ivar Kreuger was the Swedish “Match-King” and 
the financial genius of the 1920s. His financial empire 
collapsed in the beginning of 1932 (Bjorn Gitfvert 
1979). 
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steady policies were pursued. The new 
Social Democratic Government, in fact, 
avoided socialist experimentation (such as 
the Blum experiment in France) and ad- 
hered more or less fully to the rules of a 
capitalist economy. There was a minimum 
of protectionism. The Social Democrats 
accepted the rules of free international 
competition as necessary conditions for 
Sweden’s economic welfare. The big ex- 
ception was agriculture, which was effec- 
tively protected from the world depres- 
sion. The international crisis and the 
severe diflBculties of Swedish farmers were 
the background to a political alliance be- 
tween the Government and the Peasants’ 
Party, resulting in protection and price 
stabilization. Another exception refers to 
the clearing arrangements for trade and 
exchange dealings that Germany forced 
upon her trading partners during the .sec- 
ond half of the 1930s. 

Liberal attitudes towards business, 
which favored and tolerated the condi- 
tions needed for rapid revival and expan- 
sion, could be successfully combined with 
reformist changes in the working of the 
system. The Government presented am- 
bitious aims for social policy (including 
housing policy and reforms of the labor 
market). These were realized, to a consid- 
erable extent, in the course of the 1930s. 
The low level of interest rates (around 3 
percent) favored the rapid expansion of 
house building (which doubled in volume 
during the decade). Total expenditures of 
the central government doubled from the 
beginning to the end of the 1930s. This 
unprecedented expansion of government 
activity marked the beginning of the rise 
of the Welfare State. 

There was at this time a clear element 
af consistency between the Keynesian (or 
Stockholm School) policy attitudes and the 
desire for social reforms involving income 
equalization. It was easy for radical social- 
ists, of varying dej^ees, to bolster their 
wn populist arguments by reference to 


the positive “purchasing power eflFects” 
of more generous assistance to the unem- 
ployed and to poor families with many 
children. State interventions of this kind 
would elevate effective demand and sup- 
port the revival of the economy without 
causing disturbances to the economy at 
least on the scale actually carried out. The 
underutilization of resources provided the 
potential for rapid growth of production. 
The economy was far from the zero-sum 
game situation of the 1980s. Thus, excess 
capacity combined with the new thinking 
seemed to ofler welcome space for expan- 
sive social reforms. 

The socialist finance minister, Wigforss, 
had first asked (at the beginning of the 
Thirties): “Can we afford to work”? Then, 
later in the Thirties: “Can we afford social 
reforms”? The irony was directed against 
the con.servative and (pre-Ohlin) liberal 
opposition, who maintained that Sweden 
could not afford the expansion of Govern- 
ment expenditures and the rise in taxes 
to finance the social reforms. Indeed, the 
opposition — including the economists 
Bagge and Gustav Cassel — did argue that 
the limits of taxation had been reached 
(around 1937). 

Other important aspects of the new era 
lay in the evolution of labor organization 
and its attitudes. The 1920s had been char- 
acterized by intensive struggles in the la- 
bor market. Sweden had a bad reputation 
for the frequency of its strikes and lock- 
outs, at that time, with 1920 and 1928 be- 
ing years of exceptional labor unrest 
(Bagge 1931). After the big building strike 
of 1933 Sweden became known as a coun- 
try of relatively peaceful and harmonious 
employer-labor relations with a notably 
small number of working days lost. This 
happened at the same time that labor 
unions became increasingly strong and 
the degree of unionization reached higher 
levels than in most other industrialized 
countries. The tendency towards centrali- 
zation of the labor market organizations 



became more pronounced during the sec- 
ond half of the 1930s. The development 
reached a kind of climax in 1938, when 
the central organizations of employers 
and workers, that is the LO (the Central 
Trade Union Organization), met in Saltsjo- 
baden and made a general agreement on 
the aims and means of peaceful collective 
wage settlements. (See footnote 1.) The 
famous “Saltsjobaden spirit” became a 
leading element of the Swedish Model. 

It is easy to get an exaggerated impres- 
sion of the degree of political and social 
harmony, ruling under the auspices of 
rapid and balanced economic growth, 
during 1932-1939. A number of concep- 
tions, half-truths and half-myths, flour- 
ished. One was a widely-held picture of 
excellent cooperation and agreement be- 
tween capital and labor as well as between 
a strong Social Democratic Government 
and private enterprise. Taxes on profits 
were reduced, and a “free write-off" sys- 
tem on capital investment was intro- 
duced. At the same time a start was made 
on the investment fund system to encour- 
age firms to shift industrial investment 
from prosperous times to times of depres- 
sion. The market system of free enterprise 
coexisted with the expansive policies of 
a strong Social Democratic Government 
in a close association with the trade unions 
(LO). The vigorous development of the 
consumers’ cooperative movement (KF), 
with its rapid expansion in trade and pro- 
duction, was also part of the picture. 
I'here seemed to be a good economic and 
social climate of tolerance and balance, 
of acceptance of high profits and dynamic 
change, as well as of the growing strength 
of the labor movement with its reform 
policies. However, this common image of 
a Swedish Model had a darker side, al- 
though it contained an essential truth, 
especially when contrasted with the more 
open conflicts and confrontations of pres- 
ent times. 

As already mentioned, the political op- 


position to the new development was 
strong, in some quarters fierce. The actual 
stabilization policies were under continu- 
ous criticism. The opposition pointed to 
the risk of inflation arising from the expan- 
sionary policies. As a matter of fact, the 
Social Democratic Government demon- 
strated its preference for a high rate of 
employment rather than price stability as 
early as 1937 when it refused to appreci- 
ate the crown as a means of neutralizing 
the international inflation. However, it 
was not only, or not even mainly, the ac- 
tual policies carried out that aroused a 
strong pohtical reaction from the Gonser- 
vative Party as well as from the business 
community. Their fears centered mainly 
on the trends toward socialism. These 
were aggravated by the many investiga- 
tions into the needs for structural change 
and long-term planning presented by 
Government commissions during the sec- 
ond half of the 1930s and by the ambitious 
programs they put forward. 

Clear and sharp ideological confronta- 
tions appeared. The thinking behind the 
Social Democrats’ policy plans did not 
stop with their concern with how to pull 
the economy out of the depression. It har- 
bored an underlying distrust of the effi- 
cient working of the market system. A 
great number of public investigations 
were started, aiming at structural reforms 
of the economy and at more central long- 
term planning. Social Democrats gener- 
ally had considerable respect for the effi- 
cient working of the individual firm. But 
the market system as such would not guar- 
antee efficient coordination. The result, 
they feared, would be underutilization of 
total productive resources and a tendency 
to new depressions as well as structural 
distortions. Expansionary policies would 
have to continue, but they also thought 
it would be necessary to have more gov- 
ernment planning and intervention in or- 
der to coordinate the activity and plans 
of individual firms. However, the Social 



«ager to stress that their 
aims cohtained no plans for outright so- 
dalizaticm and state ownership (apart 
from exceptional cases). There was also 
much discussion of the need for income 
equalization, and general visions of eco- 
nomic democracy were presented. 

All this meant that the Social Democrats 
were putting increasing emphasis on the 
structural problems of the Swedish econ- 
omy, i.e., on the supply side. Selective pol- 
icies in the form of regional and industrial 
plans and financial support were sug- 
gested and applied to some extent. The 
big example was, of course, the regulation 
and support policies in agriculture. At thi.s 
time (around 1937}, the Government was 
looking for long-term consistent planning 
in this field instead of ad hoc protectionist 
policies. Again it was Gunnar Myrdal who 
presented long-term strategies, combin- 
ing a strong long-term rationalization pro- 
cess in agriculture together with support 
for poor households of small farmers and 
workers (Myrdal 1938). 

It is interesting to note that the argu- 
ments of the opposition were in many 
respects the same as in the 1970s. The 
market system, they urged, was funda- 
mentally stable if not interfered with by 
the government. There existed a fear of 
:he growing power of government and its 
ong-term consequences. Tax rates were 
supposed to be so high already that the 
-'ery foundations of savings and capital for- 
nations were shaken. This severe criti- 
ism of the taxation policy of the Govern- 
nent was put forward at a time when total 
ax payments represented about 15 per- 
3nt of GNP, compared to 50-60 percent 
present. On the Opposition side, Bertil 
Ihlin took a more moderate position. He 
Dcepted the need for an expanded gov- 
■nment sector to provide a social frame- 
ark for the growth of the private sector 
►hlin 1936). 

However, from 1938 the Social Demo- 
ats showed clear signs of moderating 


their ambitious plans for reforming and 
restructuring the Swedish economy. The 
Government announced a social reform 
pause and emphasized their search for 
consensus with the opposition parties and 
especially with the private sector of the 
economy. Conferences with various 
groups were planned and started. It was 
primarily the menacing pressure of the 
international political condition, the fears 
of war, that helped bring about a new at- 
mosphere of cooperation and agreement. 

IV. Convulsions of the Model — the First 
Postwar Period 

After the war years, marked by politi- 
cal consensus and coalition government, 
there came a period of intense debate and 
severe political confrontation. 7’he con- 
frontation involved both a conflict over 
policy alternatives and an ideological de- 
bate about the choice of an economic sys- 
tem. These years (1944-1949) were, in my 
view, quite decisive and formative for 
the further development of the Swedish 
Model. 

The primary impulse to the debate 
came from the 1944 program of the labor 
movement. Here the main policy issues 
of the postwar period were defined and 
generally quite radical solutions were pre- 
sented (the postwar program of the Labor 
Movement, 1944). In the same and the 
following year a Government commission 
on postwar problems, under the chair- 
manship of Gunnar Myrdal, presented a 
number of surveys and proposals to deal 
with postwar problems such as investment 
control, structural imbalances and effi- 
ciency of the private economy. 

Full employment was clearly named as 
target number one. The influence of the 
Beveridge Report of 1944 was evident, 
but no exact unemployment figure was 
adopted, at this time, as a goal. However, 
when Bertil Ohlin, in a 1949 book, sug- 
gested 5 percent as a reasonable target. 



13 


Lundberg: The Rise and Fall of the Swedish Model 


le was severely attacked. The actual un- 
mployment rate already achieved at that 
ime was around 2-3 percent. In fact there 
vas clear evidence of an excess demand 
ar labor during the first postwar years, 
ispecially in the form of vacancies for 
killed workers. The target for stabiliza- 
on policy had clearly been radically 
hanged from that of the Thirties. The in- 
jntion now was not only to stabilize the 
conomy by smoothing out the cycle of 
ooms and depressions but rather to main- 
iin total activity steadily in the neighbor- 
ood of a boom level. The full employ- 
lent target was established as an essential 
igrodient of the Swedish Model. Quanti- 
tive precision was afforded in the course 
time. Any number of government docu- 
lents suggested a target unemployment 
te around 2 percent. This proved to be 
insistent with actual achievements dur- 
ig the following decades, allowing for 
nail variations over the business cycle 
-3 percent). The employment aims were 
larpened again in the Sixties and Seven- 
es when they came to embrace the po- 
mtial labor force (especially with regard 
) married women), regional consider- 
ions as well as employment security in 
idividual firms. It is interesting to ob- 
.'rve that at this time (1944-1945), the 
?sire for full employment was not quali- 
;d by fear of inflation. The main consid- 
ation was to prevent a postwar deflation 
om going too far and depressing the 
lonomy. 

The central issue of the economic-politi- 
il debate concerned the means of attain- 
ig full employment — and stable growth, 
he leading Social Democrats were con- 
nced that the existing economy based 
1 a free market system was fundamen- 
lly unstable. They foresaw a big postwar 
iternational depression, follower! by 
Doms and recurrent depressions. There 
'as no guarantee whatever that a free en- 
Jrprise system “by itself” would attain 
ad maintain full use of existing resources. 


Strong emphasis was placed on the insta- 
bility of private investment— fluctuating 
between times of speculative booms and 
periods of (>essimism and lack of enter- 
prise. Like Keynes’ vision in the General 
Theory, social democratic thought stressed 
the unstable properties of the credit and 
financial system. The wartime experience, 
especially from 1942, was a challenge: sub- 
ject to much government regulation, full 
employment had been combined with 
price and wage stability. 

Social democratic views, however, were 
not concerned only with demand instabil- 
ity. Indeed, the main emphasis was put 
on the supply side and dealt with the in- 
eflBciencies of production and trade. A 
number of investigations of the existing 
structural imbalances within the Swedish 
economy were made by the “Myrdal Com- 
mission.” There were apparent ineffi- 
ciencies in a number of branches of activ- 
ity, in industry, trade, agriculture and fi- 
nance. The Commission’s studies found 
branches burdened by overcapacity, un- 
employment, too many plants and exces- 
sive costs, as well as by bottle-neck prob- 
lems. Many of these imbalances originated 
from the “artificial” boom of home indus- 
tries during the 1930s, when the under- 
valued crown had also provoked monop- 
olistic tendencies. The unbalanced and 
uncertain conditions in postwar Europe 
meant uncertainty and difficulties as to 
foreign trade. 

The conclusions presented in the vari- 
ous reports contained strong recommen- 
dations for Government intervention, 
planning and the reform of existing insti- 
tutions. Emphasis had now shifted away 
from expanding public works for attaining 
and keeping full employment. In contrast 
to the arguments of the 1930s, the reports 
called for stimulating private investment, 
including production for the home mar- 
ket. There was, in general, no support for 
socialization of private corporations; the 
slogan was rather “socialization of con- 
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sumption” in the form of general social 
policy reforms including expanded social 
insurance schemes and enlarged collec- 
tive (public) consumption. But private in- 
vestments had to be controlled. Invest- 
ment pfatis should be coordinated in order 
to avoid the big mistakes that would be 
a consequence of the free play of markets. 
Planning councils for the several branches 
of production were suggested. The reports 
recommended close control of the finan- 
cial system, including .socialization of in- 
surance companies as a necessary condi- 
tion for improved functioning. High 
interest rates as an expression of excess 
demand for savings during boom periods 
would be a bad solution. Myrdal’s slogan 
(1944) of keeping interest rates low and 
tax rates high became almost a dogma of 
the Social Democratic Government. In 
part, this position reflected the needs of 
an expanded hou.sing program that was 
being planned. 

There was a marked contrast between 
the Social Democratic attitudes towards 
the requirements for reform in the finan- 
cial and investment markets and in the 
labor market. In the first case there was 
a minimum of reliance on market perfor- 
mance; a lot of regulation and planning 
was needed. With regard to labor, atten- 
tion was mainly focused on improving the 
functioning of the markets, mainly by 
means of “market-conforming" policies 
(i.e., policies that made markets work 
more efficiently). The 1944 program con- 
tained progressive suggestions for enlarg- 
ing and improving the existing labor 
exchange system and for supporting mo- 
aility of labor among both occupations 
and locations. Occupational training was 
oroposed. Quite modern arguments were 
advanced for investment in human capital 
which, according to the report of 1944, 
vould be at least as profitable as conven- 
.ional material investments. The concep- 
ion of a solidaristic wage policy, which 
ater became a cornerstone of the Swedish 


model, is mentioned as an element of jus- 
tice, to bring up the wages and income 
of women, the unskilled and farm work- 
ers, as well as small farmers. But one main 
mode of reform would be to make produc- 
tion more e&cient by fostering new atti- 
tudes towards work. The reports offered 
radical ideas about the need for creating 
job satisfaction, including workers’ coop- 
eration in the management of firms. There 
was a strong demand for the democratiza- 
tion of economic life in Sweden. 

There was much lip service to free in- 
ternational trade as the basis for the favor- 
able development of the Swedish econ- 
omy. But, according to Social Democratic 
blueprints, this pattern of potential advan- 
tages from foreign trade had to be or- 
ganized by Government boards, which 
would plan and support the growth of ex- 
ports to, and imports from, a more or le.ss 
chaotic outside world. 

The criticism of the free market system 
included its negative effects on the distri- 
bution of income and wealth. High, pro- 
gressive, direct tax rates, wealth taxes and 
expanded social policies (including gen- 
eral pension reforms) were among the so- 
lutions suggested. Conservative ideas 
about the need for high profits and un- 
even income distribution in order to gen- 
erate enough savings were derided. Great 
faith was placed in the supply of collective 
savings in various forms. Enlargement of 
the public sector and of the social insur- 
ance system with concomitant expansion 
of public savings were important ingredi- 
ents in the program. These were regarded 
as valuable reforms in themselves, and 
also as built-in stabilizers over the cycle. 

These proposals for planning and re- 
form provoked an intense debate and a 
much more serious political confrontation 
than during the 1930s. The 1944 report 
was quite outspoken in declaring that the 
whole program implied a new organiza- 
tion of the economic system, a transforma- 
tion in a socialistic direction. The opposi- 
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rion parties used the occasion to mount 
a strong campaign against government 
planning and against the trend towards 
socialism. Friedrich Hayek’s book. The 
Road to Serfdom, was a valuable tract in 
the counter-agitation. It portrayed the loss 
of freedom that Hayek associated with a 
planned economy. The efficient function- 
ing of a market system which was able 
to correct the structural imbalances of the 
economy and to solve the problems of de- 
mand deficiency were, of course, the 
themes of the Opposition. Their liberal 
attitude and credo confronted the Social 
Democrats’ confidence in the efficiency 
of government central planning. The at- 
tacks on the socialist ideals and programs 
came predominantly from politicians in 
the opposition parties. But well-known 
economists, who were politically engaged, 
also presented articles and pamphlets on 
the problems of individual freedom in a 
planned economy (Lundberg 1953, Ch, 
9). 

The ideas and plans of the Social Demo- 
cratic Government for changing the exist- 
ing economic system quite radically were, 
without doubt, seriously advanced. The 
debate on the program — although not 
many of the plans were actually adopted 
in this period — was revealing because the 
types of ideas then in question do, indeed, 
reflect the basic thinking of leading social 
democrats. They exist as visions of a better 
system and return as actual propositions 
at times of political opportunity. As will 
be clear from the following text, these "so- 
cialist tendencies” of Social Democratic 
Governments, ruling during 44 years 
(1932-1976), have put clear marks both 
on the rise and fall of the Swedish Model. 

It is of interest to understand why so 
little of the Social Democrats’ program 
was realized during this first postwar pe- 
riod (1945-1949). In fact, unanticipated 
economic and political change got in the 
way. Instead of a big postwar depression 
that had been anticipated, there appeared 


the opposite — strong inflationary tenden- 
cies and excess demand for Sweden’s ex- 
port goods as well as for labor. The crown 
was appreciated in late summer of 1946, 
chiefly in order to check the inflationary 
boom of exports and to damp the interna- 
tional rise of prices. But Government fiscal 
and monetary policies were kept expan- 
sive, preserving low interest rates which 
were, indeed, negative in real terms. The 
result was general excess demand and an 
exchange crisis in 1947 when the 'country 
lost nearly the total of its existing reserves 
of foreign exchange. The measures used 
by the Government came to be concen- 
trated on direct regulations of imports, 
prices and investment. 

Thus, from the fall of 1946 the Govern- 
ment’s attention was absorbed by burning 
questions regarding current stabilization 
policies. The opposition, as well as leading 
economists, were engaged in exposing the 
failures of current policy. Keynesian cal- 
culations of “inflationary gaps or excess 
of total demand” became a hobby of criti- 
cal economists.* 

In the election campaign during 1948, 
the Social Democrats tended to soften 
their “socialist ambitions.” But the opposi- 
tion, led by Bertil Ohlin, kept hammering 
at the socialistic plans of the Government 
as a great menace to a free society and 

•The technique of measuring the “infiationar> 
gap" or “excess demand" originated from Keynes' 
famous 1940 pamphlet, “How to Pay for the War," 
which revealed the distorted British war economy. 
The Swedish "Konjunktunnslttuf (The Govern- 
ment Eiconomic Research Institute) developed this 
type of analysis during the years 1945-1948, when 
restricted supply conditions (GNP real gprowth and 
limited import volume) were compared with excess 
total demand for consumption and mvestment ex- 
pienditures. The difference was identified with ex- 
pected inflation and/or increased deficit in current 
balance of payments. The needs for restrictive policy 
could thus be given some quantitative precision. The 
theoretical framework was worked out by Bent Han- 
sen (1951), who referred back to Wicksell's original 
approach in Geldzins and Guterpreue <1898). In 
Wicksell’s model there was a clear distinction be- 
tween excess demand for labor (“wage gap") and 
for goods and services. 
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^ Swedish Model The was strengthened. The aim prtee stabili- 

jw^udfijid what was called lation was stUl there but it was weakened 
the Oovemment’s nusmanagement of the because of actual mllation experience and 

Swedish economy during the crisis, in- the appearance of new, more ambitious 
eluding the reintroduction of price and aims of full employment and rapid 

import regulation as a bad beginning of growth. Targets for social reforms and in- 

the planning envisaged in the social demo- come equalization were based on ideas 

cratic program. The outcome of the 1948 from the 1930s, but enlarged in line with 

election was a great victory for Ohlin and the socialist programs of 1944-1945. The 
his Liberal Party and a serious setback for more progressive ideas appearing during 
the Social Democrats. this period were appealing and operated 


At that time, the fall of 1948, things 
started to return to “normalcy” on several 
levels. The main issues of the 1 944 pro- 
gram seemed to evaporate. The Social 
democratic Party, which remained in 
jower, but with reduced majority, turned 
way from the more ambitious parts of 
;s postwar program and started looking 
>r common ground and cooperation with 
le Fanners’ Party. A period of coalition 
3vernment followed. The world outside 
veden became more orderly. Recovery 
Europe came much more quickly and 
ccessfully than had been expected, 
anks not least to the Marshall Plan and 
s strong revival of Germany. The vol- 
ne of international trade started to ex- 
nd at a considerable rate. When the 
itish pound was devalued in the fall of 
49 Sweden followed its example imme- 
itely and completely. The result was 
lin an undervalued crown.® At last the 
me was set for a continuation of the 
nds that had ruled in the 1930s. 

The “Keynesian attitude” towards stabi- 
ition policy was preserved while the de- 
s to engage in selective intervention 

Lundberg (1983, Ch. 4) “The crown devaluation” 
949 should be seen as a correction of the big 
taken) appreciation of 1946 that, due to the fol- 
ng wage inflation, meant an overvaluation of the 
/n. In contrast to the devaluation of 1931 the 
lange-rate policy this time was planned and 
d on comparative cost studies. The Korean War 
don (1950-1952) greatly complicated the analy- 
■' the post-devaluation cost- and price-effects, 
y event, the subsequent balance of payments 
lopment remained close to equilibrium with a 
tnum of disturbances until 1974. 


as driving political forces. One main dif- 
ference compared with the 1930s was the 
completely new international environ- 
ment. Since 1948 a strong, expanding 
world economy had replaced the world- 
wide depression of the 1 930s. Sweden s 
economic and technical position in the 
world seemed strong, with relatively high 
productivity and a large capacity to pro- 
duce. Two world wars — with Sweden out- 
side — added to the cumulabve results of 
the relatively progressive decades of the 
1920s and 1930s. All this had brought Swe- 
den’s GNP per capita and living standards 
to a top position. 

There was ground for confidence and 
optimism as to the development of the 
Swedish Model after the restoration of the 
internal political balance at the end of the 
1940s. 

V. The Consolidation of the Model — and 
the Beginning of Erosion 

A new problem — as distinguished from 
the 1930s — now came to the fore: how to 
combine full employment with a low rate 
of inflation. The experiences of the first 
postwar years had dramatized this di- 
lemma of the stabilization problem that 
had only appeared as a theoretical possi- 
bility during the 1930s. 

It can be said as a generalization that 
during the coming decades, up to 1975, 
demand stabilization during periods of re- 
cession was more successful than the re- 
straint of demand expansion during boom 
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periods. As in most other countries the 
quick acceleration of demand and pro- 
ductivity during the revivals made it diffi- 
cult to control the development. Operat- 
ing in close proximity to the ceiling of full 
employment and of capacity constraints, 
stabilization policy was hampered by lags 
in observation and in the time required 
for policy to take effect. Overheating ac- 
companied by extra wage and price infla- 
tion appeared quickly. One distinctive 
and fortunate feature of these policy expe- 
riences was that, until 1969-1970, bal- 
ance-of-payments troubles never forced 
Swedish authorities into any pronounced 
form of stop-go policy. This may be ex- 
plained by the fact that the revivals and 
booms were to a considerable extent led 
by exports. 

Against this background the objective 
in new-model thinking was to find a way 
of reaching full employment goals with 
a minimum of inflationary impact. The 
Keynesian solution, calling for an expan- 
sion of total eff'ective demand through 
general fiscal and monetary policy could 
only be recommended in a major depres- 
sion but not when a mild recession meant 
unemployment of 2-3 percent. 

The difficulty just described was widely 
appreciated. In the years following 1949, 
it formed the background for a version 
of a social democratic variant of the Swed- 
ish Model that is associated with Gbsta 
Rehn. This version is based on the recogni- 
tion that in the real world, the various re- 
gions and sectors of the economy would 
differ markedly in their distance from full 
use of capacity and full employment. Mo- 
bility of resources is very limited in the 
short run. During the revival from a reces- 
sion, an additional push on total demand 
by means of a general expansionary policy 
is likely to cause excess demand for labor 
and real capital in various sectors and re- 
gions. Inflated profits and substantial wage 
drift at these points will produce cost-push 
effects in other sectors and regions. Conse- 


quently a general expomionaiy policy is 
regarded as a poor solution. 

Therefore, a different ^proach should 
be pursued. Overall fiscal and monetary 
policy should be kept sufficiently restric- 
tive in order to prevent the appearance 
of excess demand and profit inflation in 
the most exposed sectors and regions. The 
lowering of general demand pressure 
would mean that there would appear “is- 
lands of unemployment” in the weaker 
sectors and regions of the economy. These 
unemployment problems should not be 
solved by inflating the economy but by 
selective measures, designed to create jobs 
on the spot as well as to support the move- 
ment of manpower (after vocational train- 
ing) to expanding sectors and firms. 

There are several policy ideas built into 
and complementing this model that can 
be illustrated by means of a Salter diagram 
(W. E. G. Salter 1960). First, the share of 
gross profits should be reduced by means 
of indirect taxation. A general squeeze of 
profit margins should lead to a strengthen- 
ing of employer resistance to wage in- 
creases, and thus there would be less wage 
inflation. Second, squeezing the profit tri- 
angle by means of increased indirect taxa- 
tion and wage cost pressure, together with 
subsidies to marginal firms and branches, 
should, in combination have desirable ef- 
fects on the functional income distribution 
(between capital and labor). And as a con- 
sequence, probably there would also be 
some measure of greater equality in the 
distribution of individual incomes and 
wealth.*® 

'®The LO-report "Fackforeningsrorelsen och den 
futla sysselsdttningen" of 1951 ("The Trade Union 
Movement and Full Employment”) was the "bible" 
of the new policy model. LO-economists Rudolf 
Meidner and Costa Rehn were mainly responsible 
for the original version of the model which, in the 
literature, is generally referred to as the Meidner- 
Rehn or the Rehn model. 

There is a vast hterature in the form of articles 
and discussions between 1948-1953 as well as in re- 
cent years. An original version (1948) by Rehn is 
available in English in Ralph Turvey (1^2): "Ttie 
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Such a policy should also mean a trans- 
fer of gross savings from the private (cor- 
porate) sector to the public sector when — 
as actually became the case — the general 
restrictive fiscal policy was carried out by 
successively increased indirect taxes in- 
cluding payroll taxes, "f^xcess profits” of 
inframarginal firms were considered, by 
the proponents of the scheme, as a kind 
of forced savings, privately determined 
and appropriated on very undemocratic 
grounds. From this point of view the pol 
icy mix looked to increased government 
power over the capital and credit markets. 
As a matter of fact, on these grounds the 
LO-economists were able to persuade so- 
cial democrats and trade union people of 
the usefulness of indirect taxation. Indi- 
rect taxes need not have regressive end- 
eflFects. 

An outstanding practical manifestation 
of this approach was the creation of a rap- 
idly growing government pension fund 
(reaching the size of 50 percent of GNP 

Problem of Stability: An Analysis of Some Policy Pro- 
posals.” Further references to the model are: Lund- 
berg 1953, Ch. 14; Rehn-Lundberg (1962-1963), 
Lundberg (1972), referring to the Rehn-Salter 
model, Anders Bjorklund (1982), Meidner and Anna 
Hedborg (1984, Ch. 6, 7). 


in the 1970s), financed by rising fees on 
wage payments. The background — as a 
typical ingredient in the Swedish Model — 
was a great social reform, namely the in- 
troduction of a generous and general pen- 
sion scheme for the whole people in 1959. 
The lowered incentives for private savings 
had to be compensated for by means of 
public savings. 

How the pressure on gross profit mar- 
gins following from this policy might lead 
to increases in productivity was the sub- 
ject of much debate. A number of ways 
were proposed. It was said, first, that mar- 
ginal plants are knocked out, thus raising 
average productivity of all plants in a 
branch of activity. Next, employees are 
transferred by means of active labor mar- 
ket policies from abandoned plants as well 
from low productivity firms to expanding 
firms with relatively high productivity. 
Third, the pressure might also induce in- 
creases in x-efficiency as well as new in- 
vestment, embodying technical progress 
and increasing capital intensity of produc- 
tion. The accelerated rise in labor pro- 
ductivity that actually occurred during 
the 1960s (7-6 percent per year in the 
manufacturing industry) was cited in sup- 
port of this hypothesis. 

An important ingredient in the Rehn 
policy scheme is its demand for solidaris- 
tic wage policy, which meant the same 
pay for the same type of work regardless 
of profitability and productivity in the var- 
ious branches and firms. In this respect 
Swedish development has been success- 
ful — more so than in most other countries. 
The consequence has been especially .se- 
vere pressure from rising labor costs on 
labor-intensive low-wage branches. One 
necessary condition for the successful pur- 
suit of solidaristic wage policy was the cen- 
tralization and growing strength of the 
trade union movement. The power and 
responsibility of the central organizations 
of labor — in agreement with the Social 
Democratic Government — certainly be- 
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long among the ingredients of the Swedish 
Model. 

It is important to see that the productiv- 
ity-raising structural transformation of 
Swedish industry occurred under the fa- 
vorable conditions of a liberal trade pol- 
icy. The relatively high and rapidly rising 
wage costs hit hard at labor-intensive ac- 
tivities (such as textiles, clothing and foot- 
wear industries). Domestic production was 
successively replaced by imports while 
new jobs were created in expanding ex- 
port industries (especially engineering). 

A central part of the Swedish Model is, 
as mentioned above, the need for high la- 
bor mobility. This mobility should not be 
attained, according to the model, by high 
market-determined wage differentials 
(raising the risk of wage-wage inflation). 
An active labor market policy — by means 
of an expanded information service about 
job vacancies and labor supply, vocational 
training (for new jobs) and generous subsi- 
dies for geographical transfers — should do 
the job of filling the vacancies with availa- 
ble labor supply much more effectively 
than wage incentives. There was some 
empirical evidence in support of this hy- 
pothesis. 

The rapidly expanding active labor mar- 
ket policy was not only a strategic ingredi- 
ent of the Rehn model; it actually became 
quite a unique feature of the Swedish 
Model. There was a remarkable expansion 
of the public expenditures for labor mar- 
ket policies of all kinds — rising from about 
1 percent of GNP in the beginning of the 
1960s to about 4 percent in the 1980s. 
That represented a higher level than in 
any other country; moreover, only 10 per- 
cent of the expenses went for cash pay- 
ments to the unemployed. It should be 
added that there was a clear tendency to 
shift the emphasis from demand support 
(such as public works) towards supply-ori- 
ented measures (such as vocational train- 
ing and encouragement of mobility). 

The debate on the Rehn policy model 


became very lively after it was presented, 
especially in 1948-1953. I was among its 
opponents — not because of failure to un- 
derstand the logic of the model — because 
of the long-term economic and political 
dangers involved (Lundberg 1953, Ch. 
14). There were several serious problems 
connected with applying the policy. 

One important question was how the 
resources released by a general profit 
squeeze would, in fact, be employed. If 
the policy were aggressively applied, in- 
volving substantial squeezing of profit 
margins (as in the diagram), the conse- 
quence might be such a reduction in ac- 
tual and expected profitability that the lib- 
erated resources would be used only to 
a limited extent in expanding the activi- 
ties of best-technique plants. There were 
strong arguments against an extensive ap- 
plication of the selective subvention poli- 
cies envisioned in the scheme. There 
would be no clear criteria for the selection 
of firms, branches and regions to be sup- 
ported. Political decision makers would be 
exposed to the pressures of many private- 
interest groups. 

The same type of criticism was directed 
towards the "socialization” of business sav- 
ings contained in the model. It was admit- 
ted by some opponents, including myself, 
that a high degree of concentration of cor- 
porate savings in big, successful corpora- 
tions presented a perplexing issue gi\'en 
that markets for risk capital function im- 
perfectly (Lundberg 1961, Ch. 10). But 
the failure of the capital market to allocate 
internal funds effectively — and to achieve 
equalization of prices or returns on invest- 
ment — could not and should not, in my 
view, be solved by means of a transfer 
of funds to the public sector (partly in the 
form of government pension funds). It was 
again an apprehension about the concen- 
tration of power in government and the 
need for central planning that came back 
as a crucial issue in the discussion. 

It is always a difficult question to judge 
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if and to what extent a given policy model, 
such as Rehn’s, has really been applied — 
and, if so, with what success. We may find 
indicators in the policy debates and get 
an impression of its impact. We may be 
impressed by elements of achievement, 
as indicated abo\'e, such as full employ- 
ment attained, rising intensity of labor 
market policy, a lot of selective fiscal pol- 
icy measures, the squeezing of profit mar- 
gins during the 1960s together with the 
creation of government pension funds, 
partial succe.ss of solidaristic wage policy, 
and rapidly rising tax rates. All this would 
fit in with the Rehn policy model, and also 
belong to the Swedish Model. Similar de- 
velopments (including a squeeze of profit 
margins) can, however, be found in other 
countries. As to actual achievements dur- 
ing the “golden decades” of the 1950s and 
1960s, Sweden is unique only in the de- 
gree to which it built up collective savings 
and applied active labor market policies — 
and also as to its motivation for the policy 
measures. 

When looking at the actual develop- 
ments, with the Rehn model in mind, we 
find two apparent failures. By “failure” I 
mean failure by comparison with the re- 
sults implied by the model. The rapid rise 
in productivity, especially during the sec- 
ond half of the 1960s, was achieved at the 
cost of growth in total industrial produc- 
tion. Plants were shut down and the labor 
thus released, together with labor saved 
in existing plants, exceeded the rate of ca- 
pacity expansion so that total industrial 
employment declined beginning with the 
middle Sixties. The shifting of resources 
out of industrial production and trade was 
matched by a rapid expansion of the pub- 
lic sector. Full employment was main- 
tained but only thanks to the ri.se in public 
sector employment. “ 

" The volume of total public-sector expenditures 
(including transfer payments and gross investment 
expenditures by general government) was expand- 
ing by 6 percent per annum (1970-1982), attaining 


Finally, there were doubts about the ef- 
ficiency of the scheme in reducing the in- 
flation rate. Did high profits really mean 
great risks of excessive wage rise? Was not 
the low unemployment rate — resulting 
from the application of the model — deci- 
sive anyhow? During the Sixties there was 
a certain squeezing of profit margins and 
much active labor market policy, but the 
rate of injtation in Sweden was about at 
the average of the OECD-countries and 
tended to accelerate. 

As mentioned above, the model policy 
failed to keep down general efiFective de- 
mand during the booms. There have been 
a number of studies in Sweden along the 
line of the Phillips relation. They were of 
limited value and have not given much 
policy guidance. There has been much de- 
bate about how and to what extent an im- 
agined Phillips curve may have been 
shifted towards the left — as it should have 
been — thanks to an intensive labor market 
policy. Superficially it seems so. The infla- 
tion rate in Sweden — a little below the 
OECD average during the Sixties — was 
accompanied by a significantly lower open 
unemployment rate. Table 1 gives some 
insight. 

In the Swedish literature on the Phillips 
curve (Bertil Holmlund 1982; Meidner 
1984), one finds demonstrations of the hy- 
pothetical downward shift of the unem- 
ployment/inflation trade-off position due 
to active labor market policies which op- 
erated to improve the match of labor sup- 
ply and demand. But the actual shift is 
mainly due to the “concealment effect” 
of active labor market policies which 
tended to push down official unemploy- 
ment figures. The disequilibrium in the 
labor market is poorly measured by means 
of official unemployment rates. Potentially 


close to 70 percent of GNP while GNP in real terms 
was stagnating (1 percent growth rate). The share 
of total employment in the public sector increased 
from 20 percent to 33 percent between 1970 and 
1983. 
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TABLE I 

Unemployed in Percent of Total Labor Force 



1960-1966 

1967-1973 

1974-1980 

1983 

Sweden 

1.5 

2.2 

1.9 

3.5 

Small European countries 

3.8 

4.5 

6.9 

11.7 

OECD total 

3.1 

3.4 

5.4 

90 


Source: OECD Economic Outlook, Historical Statistics 196()~Hi80, 1983 


the lack of employment in “regular” busi- 
ness and public activity might be as big 
as in other comparable countries. The spe- 
cial characteristic of the Swedish labor 
market is — in addition to the rapid expan- 
sion of employment in the public sector — 
its positive and humane method of taking 
care of those who would otherwise be 
counted as “unemployed” (in later years 
representing around 4-5 percent of the 
labor force) by means of public works, 
training programs, special, protected 
workshops, occasional support of inven- 
tory build-up, as well as measures for early 
retirement. Another specific feature of 
Sweden’s labor market is the outstanding 
mobilization of women into the labor 
force: in 1960 the labor force participation 
percentage of women was 50 percent and 
in 1980 it was about 75 percent, a record 
within OECD countries where the overall 
average was 50 percent in 1980. 

A realistic model of wage formation 
must take account of the fact that Sweden 
is a small, open economy with a large part 
of its production subject to heavy interna- 
bonal competition, both on the export and 
the import side, h’rom this point of view 
it is realistic to consider the development 
of export and import prices — at least in 
the long run — as independent of Swedish 
cost and productivity developments, and 
rather as determined by world market 
conditions. 

In Sweden the Scandinavian or EFO 
model was given empirical content and 
was actually conceived as a kind of policy 


model and as an ingredient of the Swedish 
Model.** The essence of the EFO model 
is the disaggregation of the economy into 
two main sectors, showing marked differ- 
ences both as to productivity growth and 
as to the mode of price determination. A 
number of export branches and activities 
working under import competition have 
been aggregated into a competitive sector 
(the C-sector of tradable goods) represent- 
ing about one-third of GNP. The rest of 
the economy, in the sheltered sectors (the 
S'sectors), consists of branches such as 
building activity, retail trade, most private 
and public services, public administration, 
etc. Here prices are determined by inter- 
nal demand and supply conditions, with 
productivity and wage-cost developments 
as determining factors. It is evident that 
the distinction between these two sectors 
must be vague near their borderlines. 

The EF'O model operates m the follow- 
ing simple way. Price increase in the C- 
sector (on the average about 1 percent 
per year in the 1960s) is taken as an exoge- 
nous variable given by w’orld markets. Sta- 
tistical testing clearly verifies the hypothe- 
sis. With the “given” growth of sectoral 
productivity of about 8 percent per year, 
there w'as room for a 9 percent rise in 
wage costs per hour (at given exchange 

’*The EF’O model was originally presented as a 
joint study of the central employer and employee 
organizations under the title Ldnebildning och Sam- 
hdllsekonomi (1970). The responsible economists 
were Costa Edgjren, Karl-Olof Fax^n and Clas-Erik 
Odhner. For a critical discussion of the model see 
Assar Lindbeck (1975, Ch, 8), Lars Calmfors (1978). 
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rates and profit margins). In fact, wages 
rose somewhat more rapidly, about 9.5 
percent per year, so that there was some 
squeeze of profit margins. The price de- 
velopment in the sheltered sector is then 
determined by the given wage cost rise 
in a “cost-push” equation (cost mark-up 
pricing). 

There is no doubt that the EFO model 
is a great improvement over the old ag- 
gregative type of analysis (along the lines 
of the Stockholm School). It brings out the 
importance of the difference in productiv- 
ity growth between the two sectors. The 
greater this difference — with a given aver- 
age productivity rise — the more rapidly 
the general price level must rise under 
the stated equilibrium conditions and 
given the international rate of price in- 
crease (“structural inflation”). The most 
important conclusion is, if the difference 
in growth of productivity is given then 
the rise of the price level is determined 
by the exchange rate and the price devel- 
opments abroad. 

Serious objections have been made 
against the EFO model, both as to its ex- 
planatory power and regarding its mean- 
ing as a normative model. The model is 
clearly a partial transmission model with- 
out any demarcation of demand and sup- 
ply-side variables (and equations). It has 
rather the character of an empirical law. 
There is no clear analysis of a self-correct- 
ing mechanism, no explanation of the kind 
of equilibrium forces that may serve to 
bring the short-term deviations back to 
the long-term path (the main course). 
During the second half of the 1970s work 
has been done to synthesize Phillips- 
type (short-term) analysis with EFO-type 
longer-term studies (Calmfors 1979, Franz 
IttUn 1977). 

From a policy point of view the most 
'adical implication of the working of the 
model is that short-term stabilization ef- 
brts do not matter much for the course 


of the price level in the longer run — say 
over a 5-year period. As the authors of 
the ElFO model express it, it seems that 
the price level is “structurally deter- 
mined.” Only changes in exchange rates 
and policies affecting the growth of pro- 
ductivity and the distribution of activity 
would be important in the longer run. 

As a normative model for wage policy 
the main implication is the steering role 
of wages in the industries exposed to inter- 
national competition. Viewed in this way, 
it was the implicit acceptance of this re- 
striction on wage increases by the trade 
unions — an acceptance that as a rule was 
strongly supported by the resistance of the 
employers’ organizations to faster rates of 
wage increase — that gave considerable 
stability to the price and wage develop- 
ment during the 20-year period up to 
1973. The pertinent conditions were quite 
stable and the deviations from the main 
course were relatively insignificant. How- 
ever, the “structurally given” long-term 
inflation rate of 3-4 percent (at constant 
exchange rates) was accepted and did not 
show any clear tendency to accelerate up 
to 1970. But there was a longer-term shift 
in the operation of the model, perhaps 
partly related to the Rehn program: a 
squeeze of profit margins and a relative 
decline in the industrial and C-sector 
share of the economy. 

The Rehn and the EFO models in 
some ways are complementary within the 
Swedish Model. But at the same time they 
are in conflict in other respects. The com- 
mon denominator refers to the needs of 
active /al?or market policies in order to 
achieve efiScient labor mobility. Both 
models are based on attainment of contin- 
uous structural change. This development 
is accomplished by means of market forces 
in the case of the EF'O model but on the 
basis of a combination of general and se- 
lective fiscal policy in the case of the Rehn 
model. Wages are, in principle, market- 
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determined in EFO; in contrast, wage pol- 
icy is active and is partly applied as a fight 
against market forces in the Rehn model 
(solidaristic wage policy). Potential and ac- 
tual conflict between these models is an 
slement in the process of erosion of the 
Swedish Model. 

To readers who are not Swedish, it may 
seem that one issue of stabilization policy 
has been left out of account: namely, di- 
rect incomes policy. However, in Sweden 
■;his question has not been central and cer- 
tainly it is not a characteristic feature of 
the Swedish Model. Such conditions as a 
• ecord high degree of unionization (close 
o 90 percent) and strong centralization 
af power in LO (and TCO for white collar 
workers) should be favorable factors for 
attaining wage-policy agreements with a 
Social Democratic Government. A wage- 
top agreement was, in fact, successfully 
reached during the war years. But the 
jnly serious postwar attempt at incomes 
policy — as embodied in the prolonged col- 
lective agreements for two years (1949 
and 1950) — became a complete fiasco. 
During these years of wage-stop agree- 
laent there was a marked and unevenly 
distributed wage drift, followed by gen- 
eral wage explosions in 1951 and 1952. 

In fact, the trade union movement in 
Sweden is completely against government 
interference in the process of collective 
wage bargaining. The movement is ada- 
mant about preserving its autonomy. 
iSven attempts of governments to per- 
suade LO about restraints in wage de- 
mands or to present guidelines as to ac- 
ceptable wage increases have been badly 
eceived, and neglected. The leaders and 
he economists of LO have always been 
sensitive about their trust-relationship to 
he union members. They regard it as 
heir duty to work consistently for their 
nterests and not serve government pol- 
cy. The limited possibilities of central 
wage policy is revealed by the fact that. 


on the average, only one-half of the total 
wage increase is attributable to collective 
bargaining — the rest is market-deter- 
mined wage drift. 

VI. The Fall of the Model 

The various ingredients in the Swedish 
Model that have been mentioned and dis- 
cussed above have not been put into a 
systematic framework. Nor has a clear-cut 
definition been presented. For reasons 
given in the Introduction, I have only in- 
tended to offer an historical account of 
the relevant development stages. I have 
tried mainly to describe the historical 
shifts in policy aims, methods and theories. 

In some paradoxical way, it seems easier 
to clarify the erosion and partial collapse 
of something called the Swedish Model 
than it is to establish its existence and de- 
fine its exact properties. We can discern 
clear failures of the Swedish economy 
from the 1970s, in a number of respects, 
and give them a systematic appearance 
that may represent an ex post definition 
of what the Swedish Model was or should 
have been. The following, necessarily sche- 
matic account of crisis phenomena will, 
at the same time, serve as a summary of 
our earlier presentation of the develop- 
ment stages of the Swedish Model. 

The causes of the breakdown may be 
divided into two general categories: first 
the long-term trends that tend to erode 
and weaken the operation of the econ- 
omy; second, the severe shocks and distur- 
bances that occurred during the 1970s, 
which revealed the vulnerability of the 
system. In the following, I shall present 
various aspects of the process under a 
number of headings, and I also try to draw 
attention to interrelations of the factors 
mentioned under those various headings. 

1) The political background conditions 
changed significantly. There existed — as 
a fundamental characteristic feature of 
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the Swedish Model — a kind of balance be- 
tween a relatively strong Social Demo- 
cratic Government and a private or capi- 
talistic entrepreneurial system. The Social 
Democrats were strong enough to tolerate 
the working conditions of a free enter- 
prise system. There was — after the evapo- 
ration of the planning ideas of 1944 — no 
actual program of socialization, only of 
progressive social reforms, including a 
smoothly-rising tax burden and expanding 
government .sector. 

The position of the Social Democrats 
weakened from the end of the 1960s. Be- 
tween 1973-1976 the Socialists (including 
the Communists) no longer had a voting 
majority (exactly half the votes in the 
Riksdag). F'or six years, 1976-1982, Swe- 
den had non-socialist, bourgeois govern- 
ments for the first time since 1932. During 
that period, the Social Democrats were 
radicalized under the leadership of Olof 
Palme. The strong central trade union or- 
ganizations also became politically aggres- 
sive and quite uncooperative with the 
bourgeois governments. There was much 
more confrontation between the political 
blocs than during the “golden decades” 
of the Fifties and Sixties. 

2) The general attitudes as to policy 
aims were transformed, beginning with 
the second half of the Sixties. The policy 
ambitions were loftier: 

The concept of full employment be- 
came more inclusive. There was increased 
antagonism to the considerable migration 
of labor, especially from north to the 
south. The human cost of high mobility 
was stressed. The demand for high re- 
gional employment intensified and so did 
the demand for Job security at a given 
work place. New Jaws were introduced, 
limiting the rights of employers to fire em- 
ployees, and lengthening the warning pe- 
riod before discharge. Full employment 
came to include employment for a rapidly 
rising group of married women who had 
belonged to the reservoir of hidden unem- 


ployment before the 1970s (see above). 
It is quite evident that the portion of an 
active labor market policy that aimed 
merely at high mobility of labor was 
pushed into the background. Instead, 
many government attempts were made 
during the crisis years (1970s) to preserve 
employment in those regions, branches 
and firms that were hit by the crisis. 

3) The growth target as such, since the 
end of the 1960s, was coming into doubt. 
As in so many other countries, issues of 
environment — with regard to nature, 
and the work place — came to be ever 
more important as restrictions and were 
thought to be costs of development. The 
severe dispute over building atomic 
power plants was symbolic and it was a 
revealing case in point; the 1979 referen- 
dum meant strict limitation of nuclear en- 
ergy. The political decision to abolish the 
use of atomic power from the year 2010 
implied a stop to production in a promis- 
ing branch of industry where the Swedes 
had achieved a pioneering position. Atti- 
tudes towards industrial work, as well as 
towards efficiency and productivity, be- 
came increasingly negative within wide 
circles, especially among the younger gen- 
eration. 

The actual stagnation of real GNP, be- 
ginning in 1974 (an average GNP increase 
rate of one percent until 1983), and the 
declining trend of industrial production, 
since 1975, were certainly not intended. 
But the very fact that growth was inter- 
rupted had serious implications for the 
working of the system. For more than two 
decades a steady growth rate (around 4 
percent) had been a basic assumption for 
the working of the model. From the mid- 
Seventies variability and uncertainty were 
the rule. 

4) The strong egalitarian spirit — a 
characteristic feature of the Swedish 
Model — actually tended to be strength- 
ened when conditions for a zero-sum 
game came into being. The demand for 
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solidarity with lower income groups 
meant that the burden of a declining con- 
sumption standard had to be carried by 
“the rich,” while the relative wages of 
lower-income groups were to be raised. 

This demand for a more even income 
distribution came in conflict with the 
needs, which are stressed especially by 
economists, of improved incentives for 
work and productive initiatives. In fact, 
wage diflPerentials were squeezed and di- 
rect tax rates were substantially raised 
during the 1970s (mostly as an automatic 
result of the inflation); when focusing on 
effects of income-related social benefits, 
marginal tax rates of the common worker 
varied between 60 and 90 percent. 

As a result of these tendencies the flexi- 
bility of the economic system became less 
than it had been earlier. The adjustments 
to changing price relationships slowed up, 
at the same time that the need for big 
.structural changes became greater. The 
system continued — up to 1975 — to pro- 
vide quite generous incentives with re- 
gard to profits and investment. The booms 
of 1969-1970 and 1973-1974 were accom- 
panied by large industrial investments. 
But the result ex post were distortions in 
industrial structure, as investments were 
concentrated, to a large extent, in such 
industries as iron and steel, shipyards and 
shipping, and petrochemicals. After the 
twisted investment boom of 1973-1974, 
the volume of investment fell sharply to 
a level 40 percent below the record in 
the beginning of the Seventies. The hous- 
ing investment boom al.so collapsed in the 
decade. By 1983 the general investment 
stagnation had lasted for nearly 10 years. 

5) Under these altered conditions the 
norms for waae determination — along the 
lines of the EFO model — were lost. The 
growth of productivity in the competitive 
sector became highly uncertain and in 
some years negative. The same was the 
case with the development of import and 
export prices, due to variable exchange 


rates and fluctuating rates of international 
inflation. 

A wage-cost explosion in the years 
1974-1976 implied a big overshooting in 
relation to the EFO norm. The origin of 
this is to be found in the extraordinary 
boom of 1973-1974 which was accompa- 
nied by highly inflated profits and a record 
wage drift. The strong imbalance so gen- 
erated was, of course, intensified by the 
supply shock caused by the rise in oil 
prices. As mentioned above, deviations 
from the EFO longer-term norm had reg- 
ularly occurred in earlier booms, but they 
were relatively small and more or less au- 
tomatically corrected in the following 
years. But this time the overshooting went 
too far. The resulting profitability crisis, 
which lasted for several years, had a se- 
vere impact on exports, production and 
investment. The crown became clearly 
overvalued. Subsequent devaluations (in 
1977) were defensive and insufficient — in 
contrast to the devaluations of 1931 and 
1949. It was only with the oEFensive deval- 
uation of 16 percent, which was the first 
act of the returning Social Democratic 
Government in October 1982, and which 
came on the heels of a 10 percent devalua- 
tion in 1981, that an undervalued crown 
was once more attained. 

A new feature in the wage-determina- 
tion process is to be found in the position 
of the public sector and the government 
tax policy. According to the old rule, the 
tradable .sector, exposed to international 
competition, should lead the process of 
wage determination and indicate the 
scope for wage increases. From 1975 on- 
ward, however, the Government and the 
public sector have on occasion tended to 
assume this role. The Government has also 
tried to influence the conditions of wage 
bargaining by means of a flexible tax pol- 
icy; lowering direct tax rates in relevant 
income brackets and financing the mea- 
sures by increases in payroll taxes. This 
type of indirect income policy was not sue- 
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cessful and was not consistent with the 
Swedish Model. 

6) To some extent — but rather as a 
parody — we may regard developments 
during 1975-1978 as a realization of the 
Pehn model. Profit rates were severely 
squeezed and the Government poured 
out large sums in selective subsidies to 
support firms and branches in difficulties. 

Official unemployment was kept below 
3 percent. That seemed to be a success, 
in accordance with the aims of the model. 
But the mode of application involved a 
kind of vulgarization of the old model, one 
which had strong negative eflfects on the 
structure of the Swedish economy. The 
support of employment — by means of sub- 
sidies and soft loans — especially in the old 
“glamor” branches (iron ore, iron and 
steel, shipyards, etc.) meant preserva- 
tion of an inappropriate structure of pro- 
duction, a slowing up of necessary ad- 
justments. Unemployment was also kept 
down — more accurately, concealed — by- 
means of expanding public works, many 
training programs and, above all, by a 
rapid enlargement of the public sector (by 
6 percent per year in real terms, 1970- 
1980). The old Rehn model had envisaged 
efficient structural change within the pri- 
vate sector, where a sufficient volume of 
profitable opportunities was presumed to 
exist. But that was not the case in the Sev- 
enties. 

7) The aims and means of current stabi- 
lization policy have been transformed 
radically since the begirming of the 1970s. 
After the recession of 1971-1972, the pol- 
icy failed rather completely to dampen 
the boom of 1973-1974. After that a tradi- 
tional Keynesian “bridging” policy fol- 
lowed whose aim was to “jump over” the 
recession. In fact, production was sup- 
ported (partly by means of expansionary 
policies, including government support of 
inventory investment) and unemploy- 
ment was stabilized at a low level. But 
the main result was a long drawn-out re- 


cession. The revival was nearly three yeai 
late (compared with the average OECL 
pattern). This was, indeed, a new featur 
of the Swedish business-cycle model. On 
earlier occasions (1922, 1932, 1952, 1958 
etc.) the revivals had been relatively early 
and strong. 

Failure of the stabilization policy during 
the 1970s resulted from supply side dis- 
turbances and restrictions — as in many 
other countries— partly appearing in the 
form of a price system in disequilibrium. 
Real wage costs that were too high and 
a distorted exchange rate were factor, 
that made the expansionary policy inade- 
quate and inefficient (taking the form of 
balance-of-payments deficits and infla- 
tion). There were also signs of supply con- 
straints, especially in regard to the supply 
of skilled labor at points of expansion (in 
the period 1978-1979). The stabilization 
policy also failed with regard to inflation. 
The rise of prices and wage costs was kept 
above the OECD average. 

The issue of an accommodating stabili- 
zation policy is new and serious (Calmfors 
1979). The expectation that government 
will guarantee full employment tends to 
create “irresponsible” wage demands and 
perhaps also weakens resistance from the 
side of the employers’ organizations, Thfi 
type of “rational expectations” by trade 
unions tends to prevent the necessary 
wage adjustment. Repeated devaluations 
are clear evidence of a dilemma that did 
not exist in the earlier periods. Fiscal (and 
monetary) policy before the 1970s wai 
never constrained by considerations of 
budget deficits. The fears of the early 
1930s were dissipated and (except for the 
war years), there never appeared a seriou* 
cumulative rise of government deficits 
and debts before 1976. The sluggish econ- 
omy — implying stagnant government rev- 
enues and rapidly rising expenditure — 
brought with it a tremendous explosion 
of the deficit of the central government 
(from 1 or 2 percent of GNP to 14 percent 
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in 1983), due mainly to the rising share 
of interest payments on the government 
debt. The deficits of general government 
(including communes and government 
pension funds) have changed from a sav- 
ings surplus of some 5 percent (around 
1975) to a deficit of 7 percent. 

In the new international recession, be- 
ginning in 1980, the Government has not 
been able to pursue the traditional expan- 
sionary policy; the tremendous budget 
deficit with its implied danger of inflation- 
ary financing and its strong negative ef- 
fects on total savings has meant, this time 
(in contrast to the 1930s), abandonment 
of counter-cyclical fiscal policy. Sweden 
has had to accept the impact of recession 
from abroad. The bourgeois governments 
succeeded in retarding the growth of gov- 
ernment expenditures during the reces- 
sion. The Social Democrats, who returned 
to power in October 1982, had at first to 
increase expenditures in accordance with 
election promises. In the main, however, 
they accepted the aim of an improved 
budget balance by cutting expenditures 
and raising taxes. The old trend, a rising 
share of public expenditures in GNP, 
seems to have been broken. 

The fear of this enormous and, until 
1983, growing budget deficit is also dis- 
torting other parts of the Swedish Model. 
Concerns about the supply of money 
had hardly ever disturbed the pursuit of 
Keynesian policies during earlier reces- 
sions. Fiscal and monetary policies were 
relatively well coordinated. During more 
recent years, however, the fear of a rapid 
rise in the quantity of money, stemming 
partly from the financing of the budget 
deficit, is, indeed, a new problem that has 
been discussed intensively. The high in- 
terest rates of the 1980s, partly the result 
of deficit financing, are very much in con- 
flict with the tradition of the Swedish 
Model. 

An important shift in emphasis as to the 
goals of long-term stabilization policy 


should be observed. The new Social Dem- 
ocratic Government maintains the prior- 
ity of full employment. The rise of open 
unemployment to nearly 4 percent during 
1983-1984 is regarded as a very serious 
problem, and labor market policies have 
been expanding. It is something new, 
however, when the government regards 
a low inflation rate as a necessary condi- 
tion for attaining a full employment tar- 
get. In a way it has the appearance of a 
return to the policy climate of the 1930s 
when a stable price level was viewed as 
a condition of economic balance. The 
Government, however, refuses to accept 
a high unemployment rate as a means of 
attaining the goal of 3-4 percent inflation 
per year proposed for the coming years. 
Again the Government is relying on, or 
rather hoping for, moderate wage de- 
mands from the unions. But serious com- 
plications have arisen because the big de- 
valuations were followed by a dramatic 
rise of profits and declining real wages. 

8) One further strategic condition of 
the old model has disappeared: the “inter- 
national space” for policy autonomy. Swe- 
den has been forced to conform to the 
restrictionist policies of leading countries. 
The deficit of the current balance of pay- 
ments has mostly stayed around 3-4 per- 
cent of GNP during the {period 1974- 
1983. On earlier occasions *,1920, 1931, 
1947, 1970) the deficits were cyclical, 
eliminated in one or two years. On the 
present occasion, it has turned chronic or 
structural. Financing the deficit has not 
met difiBcuities, yet (as in 1931) and, there- 
fore, has not forced the government, by 
means of an exchange crisis, to take drastic 
stabilization measures. The big devalua- 
tion and an international revival has 
meant that, for the time being, the bal- 
ance-of-payments deficit is rapidly declin- 
ing. 

The postwar policy credo— the combi- 
nation of rapidly expanding public expen- 
ditures, low interest rates and high tax 
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rates — thus couid not be maintained. The stemmed badly functioning price an 
dependence on foreign borrowing and the wage formation on micro levels. The fait 
need to prevent too much monetization ure of structural adjustment in t e s i. 

of the government deficit has meant rela- probably, in good part^^ a reflection ot 

lively high nominal and real interest rates. distorted price signals. The Swedish Model 

The time of a rapidly expanding public as such — whether that of the 1930s or the 

sector is gone. With a social democratic 1960s — paid little attention to the impor- 

government in power, however, the third tance of the micro underpinnings, the 

part of the credo may not yet be utterly conditions for the efiBcient working of the 


belied. The government will not shy away 
from raising the total tax burden, although 
at a slower pace than in previous decades. 

VII. A System Crisis/^ 

Again — as in the 1930.S and the first post 
war years — serious is.sues are arising about 
the functioning of the present economic 
system. This means that the problems 
seem to go deeper than is implied above 
by the presentation of a number of model 
failures. 

The experiences of disequilibrium in 
the 1970s and early 1980s have clearly 
demonstrated that policy must now be for- 
mulated in new and more complex cir- 
cumstances. These had hardly existed dur- 
ing the formative years of the Swedish 
Model. In the 1930s as well as during the 
recession.* of the Fifties and Sixties the set- 
ting of expansionary policy problems was 
relatively simple. Supply-side questions 
became central during a short period after 
the war when structural imbalances at- 
tracted major attention and remained as 
a background consideration during the 
following decades. But the apparent fail- 
ures of macroeconomic policies since 1974 
have clearly demonstrated the impor- 
tance of the functioning of the price and 
wage system on microlevels. The big devi- 
ation from the earlier pattern of develop- 
ment of the Swedish economy was con- 
nected with strong distortions of the price- 
wage system: too high real wages, “soli- 
daristic” wage relations, an overvalued 
crown, negative interest rates. From these 
distorted main price relationships, there 


price and wage system. Instead the typical 
policy reaction came in the form of selec- 
tive fiscal and monetary policies. 

One central issue refers to the weak in- 
centive system that has been put in place 
gradually over the years, arising cumula- 
tively out of ad hoc solutions to short-term 
problems but never intended as a “master 
plan.” How far income equalization has 
been attained in Sweden and the prob- 
lems with the incentive system are dis- 
cussed by Lindbeck (1983). Indeed, it is 
a wonder that our economic system can 
function as well as it does with the present 
high, direct marginal tax rates and a total 
tax burden which transfers about 75 per- 
cent of gross income earned on the margin 
to the public sector — mainly for retransfer 
back to the private sector. A yearly wealth 
tax, drastically increa.sed by the present 
Government, is additional to and on top 
of the income tax (for which it is not a 
deduction). This easily makes the nominal 
marginal return on new savings negative, 
even at low levels of wealth. It should be 
stressed that the private part of the eco- 
nomic system tends to work with a very 
low expenditure multiplier, since the leak- 
age to the public sector is as large as just 
indicated. When, in addition, the real ex- 
penditure from the public sector is stag- 
nant, as at present, the secondary effects 
of export expansion on GNP will tend to 
be much less than in the hey-day of the 
Swedish Model. It is easy to imagine a vi- 
cious crowding-out process: a tendency to 
stagnation in the private home demand 
sector will have to be met by public sector 
expansion, to be financed by increased 
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xes and fees, implying still more con- 
•aint on incentives to private enterprise. 
5’or some years there has been a general 
isensus that direct tax rates are too 
.h, not only because they weaken incen- 
3 S to work, save and invest, but also 
lause they make the cost of being hon- 
so high. In 1981 a political agreement 
s made to reduce the direct income tax 
ledule successively over a 3-year pe- 
j. But the reduction is very small, in- 
?d, by comparison with what has hap- 
led in the USA and the UK, and its 
ension is subject to severe constraints. 

/ lowering of the progressivity of the 
scale will necessarily mean greater ad- 
ons to income for high-income groups 
n for poor people. The strong egalitar- 
outlook creates political demands, es- 
nally from labor unions, for before-tax 
ome equalization as a condition for re- 
'ed progressivity. It is, therefore, an 
■n question whether, and to what mi- 
extent, an effective political solution 
I be found. The same kind of strong 
itical resistance stands in the way of 
ucing the heavy burden of the social 
asfer system (pensions, expenditures 
unemployment, sickness, etc.). Retreat 
n generous social schemes, introduced 
ing times of steady economic growth, 
learly impossible in Sweden because 
h a strong ethos of solidarity character- 
; both the membership of well-orga- 
sd interest groups and the relations 
yng them. 

'he present Government is, for the 
e being, making great efforts to bring 
/n the share of total public expendi- 
3s from the present record level of 
und 70 percent of GNP. At the same 
e there are vigorous demands from 
iing social democrats for continued ex- 
ision of the public sector as the only 
sible way to solve the long-term full 
oloyment problem. This attitude rests 
a pessimistic assessment of the growth 
sntial of the private sector of the econ- 


omy (according to LO-economists; Meid- 
ner 1984). 

One center of interest in the system - 
crisis question may again (as in the period 
1944-1948) be directed to capital forma- 
tion problems. New tendencies have ap- 
peared. Incentives to expand production 
and to invest have been disturbed, for a 
long time (since 1975), by a combination 
of negative factors: low capacity utiliza- 
tion, insufiBcient profitability, high tax 
rates and great political and economic un- 
certainly. The results are clear: a record 
low investment volume — within industry, 
40 percent below the peak of 1975-1977. 
As in other countries, a clear shift from 
investment in capacity expansion to ra- 
tionalization and robotization has oc- 
curred. There is much evidence to suggest 
that financial operations (buying and sell- 
ing of corp>orate stocks and real estate) 
have been much more profitable than 
long-term investment in new plant. 

The original conception in the Rehn 
model was that a declining share of pri- 
vate savings (especially out of profits) 
should be offset by increased collective or 
public savings. Just the opposite, however, 
has now occurred. The financial crisis of 
the central government has meant a big 
deficit in total public financial savings. 
This deficit has been accompanied by a 
record low rate of household savings. 

The net result for the beginning of the 
1980s is an extremely low level of net sav- 
ings as a share of GNP-4 percent com- 
pared to a normal ratio of 12-15 percent. 
As mentioned above, the Social Demo- 
cratic Government started its new period 
in ofiBce with a big offensive devaluation. 
In this respect it followed the tradition 
of the Swedish Model of operating with 
an undervalued crown. It is plausible to 
consider this as a new deal intended to 
stimulate recovery and to sustain the im- 
proved competitive position of Swedish 
industry for a number of years. Savings 
out of profits will then partly replace the 
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deficiency of public savings — quite in 
conflict with the norms of the old Swe- 
dish Model. Higher profits and lower real 
wages is a slogan that only a socialist gov- 
ernment can aff'ord. 

The successful operation of an econ- 
omy — characterized by high profits and 
wage restraint at full employment — re- 
quires some transformation of the present 
system. The creation of collective wage 
earners’ funds should be viewed as one 
element of such a change according to of- 
ficial LO declarations. During the last ten 
years a number of proposals have been 
presented on the initiative of LO and the 
Social Democratic Party.'® At the end of 
1983 the Government and the Riksdag de- 
cided to introduce such a system, to start 
from 1984, against the strong opposition 
of the bourgeois parties and the business 
community. About the same time, the op- 
position parties announced that they 
would eliminate the system at the first 
opportunity; that is, after an election vic- 
tory. 

The financing of the funds rests upon 
a combination of an excess profits tax and 
a general payroll tax. The collective funds 
have no connection with individual own- 
ership and will be used for buying shares 
of Swedish corporations. In some earlier 
versions of the proposal the ultimate aim 
was to attain a dominating ownership posi- 
tion in most corporations within 10-15 
years. The 1983 decision is of a more mod- 
est and uncertain character; there will be 
a period of experimentation until 1990. 
A new decision about the future of the 

** There is a big supply of books, articles and politi- 
cal pamphlets on the wage-earners’ fund question. 
The original proposal was written by Meidner at the 
request of the LO Congress (Meidner and Hedborg 
1975). The most objective analysis, especially with 
regard to the relations of the scheme with solidaristic 
wage policy, has been written by Berndt Ohman 
(1969, 1981, 1982). The most outspoken criticism of 
the establishment and extention of the fund system, 
from a political point of view, has been given by 
Assar Lindbeck (1982). 


funds will have to be made around that 
time. 

It is the social democratic motivation 
for the introduction of these collective 
wage-funds that is of interest for under- 
standing why central features of the old 
Swedish Model are not acceptable: 

a) The funds are needed in order to cre- 
ate tolerance for high profit rates. The big 
rise of profits since 1981, especially after 
the latest devaluation, has contributed to 
a tremendous boom in share values, en- 
riching a minority of the population. With 
substantial collective ownership this prob- 
lem of equity would be reduced. 

b) There is an unproven hypothesis that 
the union push for higher wages will abate 
when in a wage-fund system the issue is 
no longer so much one between private 
capital and labor. 

c) The goals of solidaristic wage policy 
will be made easier. The “excess” profits 
of high productivity firms and branches 
will be less of an issue and to that extent 
not disturb “the fight against the market 
forces” that solidaristic wage policy other- 
wise implies. 

d) The supply of savings, especially risk 
capital, would be improved as compared 
to the old system. That follows from the 
long-run prospect under the conditions of 
the fund system of achieving and main- 
taining higher profitability and lower la- 
bor costs and thereby eventually preserv- 
ing the undervaluation of the crown. 

e) Much emphasis is placed on the ar- 
gument that the increased influence of 
employees on the boards of the companies 
under stable ownership should create a 
spirit of consensus as to long-term views 
about the development and productive 
investment of the firm. According to 
declared intentions, profitability criteria 
would be protected as necessary condi- 
tions for rising productivity and therefore 
also for the preservation of employment. 
But naturally narrow employment aims 
at individual enterprises would be made 
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stronger than under the present system. 
Central planning and coordination of in- 
vestment, if needed, would be made eas- 
ier. 

f) The last and, to many socialists, the 
most important argument looks to the 
gradual introduction of economic democ- 
racy, as an extension of political democ- 
racy. Sometimes the economic argument 
is added that under a regime of economic 
democracy of this type productivity will 
rise because of a more complete and 
meaningful engagement of human re- 
sources, “working for the whole of the en- 
terprise and of society, not for the profits 
of capitalist owners.” 

The arguments presented for the intro- 
duction of wage funds “speak for them- 
selves.” It is not my intention to appraise 
the arguments for and against the consid- 
erations presented here. There is a rich 
Swedish literature on this, My intention 
is only to show that the motivations be- 
hind the wage-fund scheme represent 
clear tendencies away from the concep- 
tions of the old Swedish Model. During 
most of the earlier periods reviewed here 
there was a strong attitude of prafftnatism 
within the Social Democratic Party. Radi- 
cal ideas of socialization or central plan- 
ning that appeared were abandoned 
rather quickly. At the present time the 
socialist goals are more serious and, 
against the background of the crisis in the 
functioning of the Swedish economy, the 
plans are more appealing, at least to a 
strong minority of Social Democrats. 

One remarkable feature of the wage- 
fund question is its abstract nature, which 
helps explain why there has not been 
much general public support or enthusi- 
asm, not even from the side of white- and 
blue-collar workers. The fund propositions 
have not been coupled with a big social 
reform — giving some hard benefits (as 
with the general pension-collective sav- 
ings deal of 1959). In fact, according to 
a number of Callup polls, support for the 


wage fund proposal is limited only to a 
clear minority (even of trade union mem- 
bers). It is mainly a group of intellectuals 
within LO and the party who have been 
pushing and arguing and writing the doc- 
uments. This fact, that a minority of intel- 
lectuals and visionaries have constituted 
the driving force is of course true about 
most big reforms in history. The long, 
drawn-out process of decision making, in- 
volving a great number of board and con- 
gress meetings within the labor ' move- 
ment to consider resolutions, has had a 
binding effect on the Government. 

There is no doubt that a number of So- 
cial Democrats in top position, inside and 
outside the Government, regret the 
added political discord and animosity cre- 
ated by this dominant question. The criti- 
cal current problems of the Swedish econ- 
omy, in the tradition of the Swedish 
Model, should have evoked pragmatic at- 
titudes, pushing more ideological issues 
into the background for consideration in 
the future. The rather modest beginning 
of fund establishment in 1984 will perhaps 
remain modest if economic and political 
reality turns out to be different than the 
proponents of the funds expect. 

As mentioned above, the bourgeois par- 
ties have refused emphatically to accept 
the proposal for collective funds in any 
form. The Opposition includes the entre- 
preneurial organizations of private corpo- 
rations, as well as those of small firms. 
Their antagonism is complete. In recent 
years a reaction in the form of private 
profit-sharing arrangements coupled with 
employee ownership of shares has ap- 
peared. However, such a growth of pri- 
vate ownership is fundamentally against 
the collective spirit of the social demo- 
crats. 

The fall of the Swedish Model is, at bot- 
tom, a political development. The present 
political crisis, which has involved an in- 
tense confrontation between the socialist 
and nonsocialist parties, since the middle 
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Seventies, has created a stage of uncer- 
tainty and bewiJderment. Nobody can be 
certain that Sweden is really entering a 
stage of '‘fund-socialism. It is impossible 
to know exactly what that would mean 
if it came into being. It is, as said, still 
possible that a combination of a good re- 
covery and growth in the other industrial 
countries, together with the stimulus of 
an undervalued crown, will result in a 
strong economic upturn in Sweden and 
be followed by balanced growth. This, in- 
deed, was the experience of 1931 and 
1948. In this way some of the arguments 
for the collectivization of the economy 
might lose their force again. Political com- 
promises may be found, implying rela- 
tively innocent additions to existing col- 
lective funds without fundamentally trans- 
forming the mixed economy of Sweden. 
Even so, the experiences of a decade of 
crisis and the many changes of attitude 
and policy mean that there will be no re- 
turn to anything very similar to the old 
Swedish Model of the mid-sixties. 

VIII. Concluding Remarks 

Behind the critical political develop- 
ments discussed above there are changing 
ideological currents as well as the shifting 
strength and positions of various interest 
groups that are strongly organized in Swe- 
den. Let me make some brief observations 
on these matters, especially with regard 
to welfare ideology, in order to illustrate 
the complexity of the present situation. 

The Social Democratic Party seems to 
be more split than ever over the transfor- 
mation needed in the economy and the 
Welfare State. The core of the party, in- 
cluding the leading LO people, are strong 
in their support of old dogmas and in con- 
:inuing the trend towards socialism. They 
lold that the public sector (in the wide 
snse of the concept) should continue ex- 
landing for all the pertinent reasons; at- 
aining and keeping full employment, sat- 
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isfying collective needs and continuing 

the process of income and wealth equal- 
ization. They oppose tax ceilings but favor 
more efficient enforcement of tax pay- 
ments. And, of course, solidaristic wage 
policy as well as collectivization and de- 
mocratization of the private sector of the 
economy should be continued by means 
of the wage funds. One finds no real long- 
term pessimism in this group as to the 
possibilities of solving employment and 
growth problems along these lines. Ac- 
cordingly, they hold that unemployment 
problems should not be solved in a defeat- 
ist way by means of shorter working time. 
More leisure should be an aim in itself. 

In recent years, however, a strong- 
voiced group of “liberal socialists” has 
emerged within the social democratic 
party. The group does not consist only of 
young economists and journalists. Influen- 
tial party people share their views in vary- 
ing degrees. Many good Socialists have 
split minds, not least the present finance 
minister, who seems to enjoy immensely 
his success so far with the big devaluation 
of 1982. Reliance on market forces, imply- 
ing high profits (creating a number of 
young millionaires) and lowered real 
wages, is accepted as a pragmatic way out 
of the economic crisis. For the longer run 
as well, the “liberal socialists” argue for 
giving greater scope to market forces, for 
relief from government regulations, and 
a smaller public-sector share. They also 
concede that high tax rates may have seri- 
ous negative effects. 

This relatively liberal group works with 
the serious handicap that they receive 
support and applause from the strong 
Conservative Party, who preach the gos- 
pel of the “new liberals” and of the mone- 
tarists inside and outside Sweden. Indeed, 
it is hard to judge, even from a social dem- 
ocratic point of view, how the transforma- 
tion of the Swedish economy, which began 
in the 1970s, should proceed. The present 
short-term policy success might be fol- 
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wed by a severe setback in the second 
[alf of the Eighties, if there were an ero- 
lon of the present undervaluation of the 
/own and a new international crisis. Then 
le influence of the core of “conservative” 
icialists described above will again be 
ronger. Alternatively, if the good start 
icently made is followed by good, bal- 
ced growth, a successful Social Demo- 
atic Government and the majority of the 
rty might consider this as a material 
isis for renewing the trends towards so- 
ilism — the country could afford it. Given 
return to balanced growth, however, I 
ther anticipate a consolidation of more 
eral policies and a postponement of So- 
list plans, including the extension of 
age earners’ funds. That would be a rep- 
ition of what happened after 1948. The 
ilitical and ideological trends are made 
11 more complicated and uncertain by 
e fact that the voters, since the Seven- 
is, have become much more mobile and 
js loyal to their parties. The appearance 
grass-root movements (including the 
ivironmentalist, anti-nuclear and peace 
ovements) are dividing voters, espe- 
illy women voters, across party lines, 
sak governments with short mandates, 
hough dominated by social democrats, 
iy continue to be the way of Swedish 
>litics. 

Still there are some basic elements of 
3 Swedish Welfare State (an important 
rt of the old model) that will resist politi- 
1 disturbances. My 8-point account, 
ove, of the factors that have brought 
lOut the fall of the Swedish Model, might 
ve given an unintended impression of 
llapse or complete breakdown. Critics 
the Welfare State of the ambitious 
edish type might even entertain the 
ought that the model contained the 
sds of its own destruction. Such a broad 
:neralization contains some elements of 
Jth. But it is not my main message. The 
:ount given above tells us only that a 
imber of new and radically changed 


conditions have made the old Swedish 
Model (of 1965) unworkable in many re- 
spects. These conditions include a number 
of factors discussed already, such as the 
drastic change in the international envi- 
ronment, an altered political background 
and changed institutional conditions, new 
and severe policy restrictions, as well as 
other factors contributing to the stagna- 
tion and structural imbalances of the econ- 
omy. 

Needless to say, these factors involve 
complicated interdependent relations 
over time which are associated with the 
working of the policy model (including the 
rise of the Welfare State). It would be un- 
scientific however, to attribute the near 
cessation of economic growth during 
1974-1983 to the establishment of the 
Swedish Model as a cause. This would be 
wrong also with regard to the rapidly ris- 
ing public sector and to increasing tax 
rates. Until the mid-Seventies there was 
no significant deviation of Sweden’s 
growth performance from the OECD av- 
erage. It may be argued, of course, that 
these developments operate only with a 
long lag and that the results of the rela- 
tively rapid expansion of the public sector 
have appeared only later, in the Seventies 
and Eighties. Such a statement, however, 
cannot be proved, and it belongs rather 
to the metaphysics of wishful thinking. 
The inverse proposition seems as plausi- 
ble: the retardation of growth and the 
stagnation after 1974 caused a strong ac- 
celeration of public expenditures for rea- 
sons discussed above. 

The argument of this paper is, rather, 
that Sweden's ambitious application of the 
Welfare State ideology and the policy per- 
formance along the lines of the Swedish 
Model made the Swedish economy espe- 
cially vulnerable to the external shocks 
of the Seventies and Eighties. The large 
deviations from the previous trends then 
experienced should be attributed to this 
vulnerability, which, in that sense. 
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“caused” the crisis of the economy and The crisis of the system and the political 


implied the failing applicability of the old 
policy model. 

The “fall” of the Swedish Model, there- 
fore, implies its deterioration but not its 
collapse and total disappearance. Al- 
though the limitations of Keynesian policy 
are now accepted, this does not mean that 
the central policy aims of full employment 
and employment security have been 
abandoned. Here Sweden stands out and 
probably will continue to stand out as an 
exception (together with a few other 
countries) in a world of high unemploy- 
ment. Old and new measures of labor mar- 
ket policy continue to be carried out. The 
strong aims of solidaristic wage policy are 
being relaxed somewhat under present 
conditions, but this has not gone nearly 
so far as in other countries where open 
unemployment is higher and where labor 
unions are not as strong as in Sweden. The 
strong central positions of LO and SAF 
have been weakened since the 1960s and 
tendencies to more decentralized wage 
bargaining have appeared. 

The fundamental targets contained in 
the conception of the Swedish Welfare 
State are being preserved together with 
the main structure of the social insurance 
system built up since the 1930s. An under- 
lying egalitarian spirit, a “passion for 
equality,” lies behind the successful poli- 
cies leading to the abolition of poverty and 
to reduced tensions among social classes. 
That the age-old fear of poverty has been 
replaced by a new-found social security 
is a fundamental achievement in Sweden 
as in the other Scandinavian countries. 
This achievement has lessened social and 
political strains, labor conflicts and resis- 
tance to technological change. Present cri- 
sis and bewilderment will not change the 
fundamental bases of the economic and 
social structure. This means that whatever 
changes of the existing Welfare State and 
:he social security system that are now in 
arospect will be marginal. 


confrontation to which it has led reflect 
rather a break in trend. Confidence in 
high economic growth is gone and so is 
confidence in the continued growth of the 
public sector. The precarious state of gov- 
ernment finances that now seems to be 
persistent sets narrow limits to new social 
reforms. Serious questions are raised re- 
garding the real effectiveness of the pres- 
ent Welfare State, including the tax sys- 
tem, to promote equality. There are flaws 
in the Welfare system and people are 
aware of that. People in higher income 
brackets are better able than low-income 
earners to evade the high progressive tax 
rates, even legally, and the former are also 
more alert in making use of the govern- 
ment transfer system. At the same time 
it has come to be widely appreciated that 
the private market economy cannot func- 
tion well with the big distortions that Swe- 
den’s tax system generates. 

General awareness of these types of 
problems satisfies one positive and neces- 
sary condition for success in finding a new 
model of development. Sweden, however, 
must now operate without the benefit of 
a broad political consensus ruling under 
earlier conditions of high growth and rap- 
idly expanding public expenditure. The 
need to shrink the public sector, at least 
relatively to GNP, (for example, by pri- 
vatization of some public services) and to 
reduce direct taxes will necessarily be in 
conflict with short-term egalitarian norms 
and will provoke political conflict. Weak 
governments, probably dominated by So- 
cial Democrats, will grope towards unsat- 
isfactory compromise solutions with some 
bias towards public sector expansion. Al- 
though far from the old Swedish model, 
they will hardly signal a new one. It will, 
in any event, require some decades for 
economists to reveal the outlines of a new 
model. In a world of so much policy mis- 
management, Sweden might come out 
relatively well after all. It continues to en- 
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oy the great advantages of social stability 
ind of wide agreement regarding the aims 
)f public policy which were basic ele- 
nents in the old Swedish model. 
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The Prize in Economic Science 
in Memory of Alfred Nobel 

By Assar Lindbeck 

Institute for International Economic Studies 
University of Stockholm 


I have benefited from comments on an earlier draft by George 
Stigler, Lars E. O. Svensson, Hans Tson Soderstrom, Herman Wold, 
Per Asbrink, my colleagues in the Prize Committee as well as by 
one anonymous referee. Needless to say, I myself am solely responsi- 
ble for the present version of the paper. 


The Background 

IE NOBEL PRIZES were initiated in 
1901 — in physics, chemistry, medi- 
cine or physiology, literature, and peace. 
According to Alfred Nobel's short Will, the 
prizes should be given to those who have 
made “the most important discovery or 
invention in the field of physics”; “the 
most important chemical discovery or im- 
provement”; “the most important discov- 
ery within the domain of physiology or 
medicine”; “in the field of literature the 
most outstanding work of an idealistic ten- 
dency”; and “the most or the best work 
for fraternity between nations.” The Will 
also emphasized that “in awarding the 
prizes no consideration whatever shall be 
jiven to the nationality of the candidate.”* 
In conjunction with its tercentenary cel- 
ebration in 1968, the Central Bank of Swe- 
den (Sveriges Riksbank) instituted a new 
award, “The Central Bank of Sweden 

' Quotations from the official translation by the No- 
bel Foundation of Alfred Nobel’s Will (Nils St4hle 
1978, p. 12). 


Prize in Economic Science in Memory of 
Alfred Nobel” on the basis of an economic 
commitment by the bank in perpetuity. 
The award is designed to be given accord- 
ing to the same principles and rules as 
the original Nobel prizes. 

The idea of the new prize came from 
the Governor of Sveriges Riksbank, Per 
Asbrink, who at about the same time also 
took the initiative for the creation of a 
special Research Foundation, Riksbank- 
ens Jubileumsfond (The Bank of Sweden 
Tercentenary Foundation). To the best of 
my knowledge, Per Asbrink first con- 
tracted the Economic Adviser of “Riks- 
banken” at that time, who happened to 
be myself, as well as Erik Lundberg and 
Gunnar Myrdal, who gave a positive re- 
sponse to the idea. The next step by the 
Central Bank was to approach the Nobel 
Foundation, which administers the Nobel 
endowments and is in charge of the formal 
prize ceremonies (on December 10 every 
year), and the Royal Swedish Academy of 
Science, which is the awarding authority 
for the prizes in physics and chemistry. 

There was, however, a certain scepti- 
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cism towards the new prize idea among 
some natural scientists in the Academy 
partly because of a general reluctance to 
extend Nobel prizes to new fields, partly 
because of doubts whether a social sci- 
ence, such as economics, would be “scien- 
tific” enough to warrant a prize of this 
kind on an equal footing with prizes in 
“hard sciences" like physics tuid chemis- 
try. However, following discussions within 
the Academy, where the economists who 
were members, in particular Ciinnar 
Myrdiil, energetically pushed the idea of 
a prize in economic .science, such a prize 
WHS accepted by the Academy. After the 
Nobel Foundation, the Academy, and the 
Central Bank had agreed on the condi- 
tions and rules for the prize (in May 1968), 
the Board of the Central Bank decided 
to initiate the prize and to establish for- 
mally the agreed-upon rules. The Swedish 
Government later on formally codified 
the rules of the prize, in January 1969. 

The Nobel Prize Idea 

The basic idea of the original Nobel 
prizes is to award specific achievements 
rather than “outstanding persons.” This 
was already made clear in Nobel’s own 
formulation that the prizes should be 
awarded for “discoveries,” “inventions” 
and “improvements” in the natural sci- 
ences — exactly what Alfred Nobel had 
himself done as a chemist, inventor (he 
was the owner of 355 patents) and a multi- 
national entrepreneur. Indeed, according 
to Nobel’s highly idealistic Will, the prizes 
should be given to “those who, during the 
^receding year, shall have conferred the 
greatest benefit on mankind.” All the 
arize awarding authorities have ignored 
:he restriction that the honored achieve- 
ment should have been attained “during 
;he preceding year.” However, the award- 
ng authorities for prizes in the natural 
iciences, the Royal Academy of Sciences 
ind Karolinska Institutet in Stockholm, 
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which awards the prize in “phy^logy o 
medicine,” have faithfully a^ered to thi 
idea of rewarding specific scientifii 
achievements, rather than outstandin 
scientists. Thus, a high standing with re- 
gard to extraordinary competence in one 
or several fields, or popularity among col- 
Ieagues(!), is not a legitimate reason for 
an award. It is also reasonable to say thaf 
the Swedish Academy (a literary academy) 
which awards the prize in literature, and 
the prize committee of the Norwegian 
parliament, which awards the peace prize, 
have adhered to the same principle — even 
though the contributions so honored often 
consist of a series of achievements — 
hence, the awards in many cases are in 
fact given for “life-time contributions” 
rather than for achievements at some 
given time. 

It is quite clear from the statutes that 
the prize in economics too should be 
granted for specific contributions. Indeed, 
the statutes prescribe that “the Prize shall 
be awarded annually to a person who has 
carried out a work in economic science 
of the eminent significance expressed in 
the Will of Alfred Nobel drawn up on No- 
vember 27, 1895.” The prize-awarding 
authority has tried to adhere to this princi- 
ple, even though in several cases the con- 
tributions have certainly been made and 
published over a great number of years. 

By applying the basic principles of the 
Nobel Prizes, scholars with rather narrow 
research profiles, who have made one sin- 
gle path-breaking contribution, may be 
favored over all-around scholars, who 
have made several important but no sin- 
gle pathbreaking achievement. Moreover, 
there may be a “risk” that prizes for spe- 
cific contributions occasionally will result 
in a prize being awarded to a rather 
mediocre researcher who, metaphorically 
speaking, happened to be present when 
a remarkable apple fell into his lap, or into 
his laboratory — as allegedly has occurred 
in some cases in the natural sciences. How- 
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! ever, this is not likely to be a serious prob- 
f lem for awards in a social science like 
* economics, where important scientific 
I contributions, whether theoretical or em- 
I pirical, seem to require profound insights 
into economic issues and processes. New 
scientific discoveries in economics do not 
appear to be made by mediocre scholars 
through sheer luck. 

The Record 

As all discussions of Nobel Prizes within 
the Academy are confidential, it is not pos- 
sible to report to outsiders the various con- 
siderations that lay behind individual 
prizes and candidates. However, after six- 
teen years of economics prize awards and 
the choice of twenty-two laureates, it may 
be useful to attempt some general reflec- 
tions on the types of criteria that appar- 
ently have guided the prize awarding au- 
thority, the Royal Swedish Academy of 
Sciences and its Prize Selection Commit- 
tee of five members, often with one or 
two a.ssociate members. (See Appendix for 
membership of the Prize Committee.) It 
may also be of interest to discuss some 
problems and difficulties that arise in 
connection with the selection of prize- 
winners, that is to consider what should 
be meant by prizeworthy contributions 
to economic science and how various 
branches, methods and philosophies of 
economic research should be regarded in 
this context. 

By way of introduction to a discussion 
on such issues, it is useful to begin with 
a rough classification of the various types 
of economics prize awards that have been 
given so far. It should, however, be kept 
in mind that all such classifications are 
rather arbitrary because of the multidi- 
mensional nature of scientific contribu- 
tions, the impossibility of defining catego- 
ries that are logically parallel, and the 
difficulties in avoiding overlap in the 
classes. The main purpose of the following 


classification is to simplify the exposition. 

1. General {“basic”) Economic Theory. 
Obvious examples of this distinct type of 
award are the prizes to Paul Samuelson 
(1970) for having “developed static and 
dynamic economic theory” and to Ken- 
neth Arrow and John Hicks (1972) for 
“their pioneering contributions to general 
economic equilibrium theory and welfare 
theory”; and the prize to Gerard Debreu 
(1983) for “his rigorous reformulation of 
the theory of general equilibrium.” (For 
a complete list of prize citations see the 
following Table where an attempt is also 
made to classify the awards into various 
“fields.”) 

The contributions in this category have 
dealt largely with the analytical structures 
of theoretical economic models, often 
highlighting the formal similarity of these 
structures, and clarifying the conditions 
for consistency, equilibrium, stability and 
optimality. Often, these contributions also 
have included important comparative 
static experiments — more frequently in 
the cases of Samuelson and Hicks than in 
those of Arrow and Debreu. It is largely 
due to these four theorists that general 
equilibrium theory became an efficient 
approach to economic analysis — supersed- 
ing the Walrasian tradition which mainly 
provided a “vision” of an interdependent 
economic system. For instance, Hicks pio- 
neered by strengthening the microeco- 
nomic foundations of general equilibrium 
theory by way of further development of 
the older theories of production and con- 
sumption, by the formulation of condi- 
tions for multimarket stability, by an ex- 
tension of the applicability of the static 
method of analysis to include multiperiod 
analysis and by developing a capital the- 
ory based on profit maximization assump- 
tions. Because it was deeply anchored in 
theories of the behavior of consumers and 
firms, Hicks’ model offered far better 
ways to study the consequences of changes 
in externally given variables than earlier 
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models had done. Hicks also presented 
a complete general equilibrium macro 
model with aggregated markets for com- 
modities, factors, credit and money (sim- 
plified as the IS-LM model). This was a 
noteworthy achievement even though the 
micro foundations in this model were in 
part rather weak, in particular when used 
to explain macroeconomic fluctuations in 
employment. 

vSamuel, son’s work was not only a contin- 
uation of the work done by Hicks, it also 
represented a discontinuity, i.e. a break- 
through, in terms of analytical, sophistica- 
tion. This is recognized in the prize cita- 
tion u'hich declares that Samuelson “ac- 
tively contributed to raising the level of 
analysis in economic science” It is hardly 
an exaggeration to say that he has in fact 
rewritten considerable parts of central eco- 
nomic theory — microeconomic theory, 
static and dynamic partial and general 
equilibrium theory, as well as welfare- 
economic theory. Partly by his remarka- 
ble ability to "squeeze out” interesting 
inferences from simple mathematically 
formulated models, partly by exploiting 
eEFectively the second-order conditions of 
maximization (minimization) procedures, 
he achieved results which today rank 
among the classical theorems of econom- 
ics. It is probably fair to say that no other 
economist, besides Keynes, has exerted a 
stronger influence on theoretical econom- 
ics during this century. Today it is impossi- 
ble to move into an important area of eco- 
nomic theory without having to pass over 
some bridge that has been erected by Paul 
Samuelson. 

Arrow’s and Debreu’s main contribu- 
tions to general equilibrium theory are 
perhaps that they have achieved both in- 
creased generality and also, in many cases, 
increased simplicity, largely by applying 
more modern mathematical methods, 
such as the theory of convex sets. The in- 
creased generality is partly reflected in 
the fact that the concent of a t'ood has 


been defined so broadly by these authors 
that the theory may be used not only in 
pure static equilibrium analysis but also 
in the analysis of the spatial distribution 
of production and consumption activities, 
intertemporal analysis and the analysis of 
uncertainty. Perhaps in particular, this is 
reflected in Gerard Debreu’s magnum 
opus (about 100 pages!) The Theory of 
Value. Thus, within the same model, gen- 
eral equilibrium theory in the Arrow and 
Debreu formulations integrates static 
equilibrium analysis, the theory of loca- 
tion, the theory of capital, and the theory 
of economic behavior under uncertainty. 

It is indeed remarkable how strong the 
intellectual influence of these four theo- 
rfsts has been on our profession — by influ- 
encing not only the choice of issues and 
methods but also the “style” of analysis 
and exposition 

2. Theoretical Contributions Concern- 
ing Specific Aspect.s or Sectors of the econ- 
omy. Indeed, this has been the most usual 
type of award so far. The contributions 
in this group are often characterized by 
a somewhat lower level of abstraction 
than the theories in the previous group, 
they have often been closer to applica- 
tions — and they have often also included 
empirical tests by the laureates them- 
selves. 

The shared prize to James Meade and 
Bertil Ohlin (1977), for their contribution 
to “the theory of international trade and 
international capital movement” is an ex- 
ample of an award to economic theories 
for a specific sector, or a specific aspect 
of economic activity. In the case of Ohlin, 
the award referred, of course, to his devel- 
opment of a general-equilibrium based 
theory of international and interregional 
trade, designed to explain both causes and 
consequences of trade. It is hardly an ex- 
aggeration, however, to say that Ohlin’s 
important and highly innovative work 
came into the center of trade theory 
largely because of Paul Samuelson ’s elabo- 
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rations and further development of that 
specific part of Ohlin’s contribution that 
has become known as the Heckscher-Oh- 
lin model. James Meade’s main contribu- 
tion in international economics is, no 
doubt, his systematic work in the field of 
open economy macrotheory. Of particular 
importance was Meade’s analysis of the 
relation between internal and external 
balance and the relation between targets 
and instruments of economic policy in this 
context — indeed, along lines rather simi- 
lar to those followed by Ragnar F'risch and 
Jan Tinbergen. Though the field of “open 
macro” was initiated by James Meade in 
the early fifties, the “take-oflP* among 
macro economists in general was delayed 
until the sixties and early seventies. 

The prize to James Tobin (1981) is an- 
other example of an award for theoretical 
contributions concerning specific aspects 
or .sectors — the award being given for his 
portfolio models of "financial markets and 
their relation to expenditure decisions, 
employment, production and prices.” 
Indeed “asset blocks” a la Tobin have be- 
come increasingly important parts of mac- 
roeconomic models for national econo- 
mies as well as for the analysis of linkages 
among various national economies. Some- 
what paradoxically, if the asset block is 
widened to include real assets also, like 
land, buildings, inventories and claims on 
raw materials, Tobin’s portfolio model is 
also the natural analytical tool with which 
to derive quantity-theory of money type 
“direct” effects of changes in money on 
prices. The reason is that when increased 
money balances are “fed” into a “wid- 
ened” asset block like this, prices will be 
driven up “directly”: i.e., beside the ef- 
fects via changes in capacity utilization. 

The prize to George Stigler (1982) for 
his studies of “industrial structures, func- 
tioning of markets and causes and effects 
of public regulation” may also be classified 
in this category, where empirical orienta- 
tion and attempted empirical testing by 


the laureate is an important part of his 
contribution. The same is true of the 
award to Milton Friedman (1976) for his 
achievements in “consumption analysis, 
monetary history and theory.” Milton 
Friedman’s book on the consumption func- 
tion is, in fact, a successful attempt to com- 
bine, in one work, a formal theory and 
its empirical application for a specific sec- 
tor of the economy. Indeed, both Stigler 
and Friedman represent a pronounced 
positivist tradition in economic research, 
emphasizing analytical simplicity and the 
possibility of empirical verification (or 
rather falsification). 

The shared prize to Arthur Lewis and 
Theodore Schultz (1979) for research on 
“economic development with particular 
consideration of the problems of develop- 
ing countries” is another example of an 
award for theoretical contributions con- 
cerning specific aspects or sectors. The 
award to Lewis recognized particularly 
his two celebrated growth models — em- 
phasizing the consequences for economic 
growth of elastic supply of labor and the 
determinants of the terms of trade for 
countries that export tropical products. 
The award to Schultz honored his analysis 
of the role of investment in human capital 
for economic development, particularly in 
agriculture. Again, they have both been 
concerned to combine their theoretical 
reasoning with empirical data, though 
they used the traditional expository tech- 
niques of economic history rather than 
formalized statistical or econometric test- 
ing techniques. 

The prize to Herbert Simon, too, may 
be classified under the group of awards 
for theories on special aspects or sectors, 
since the prize citation referred to his re- 
search on “the decision-making process 
within economic organizations.” On the 
other hand, Simon’s challenge of some ba- 
sic hypotheses in economic theory, in par- 
ticular the maximization principle and the 
assumption about “unbounded rational- 
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ity” would be a reason to include Simon 
among the contributors to general eco- 
nomic theory as well. Simon argues that 
decisionmakers cannot choose a best alter- 
native, as in traditional microeconomic 
theory, but must be content with a “satis- 
factory” alternative. Since their aspiration 
levels are regarded as endogenous rather 
than as exogenously given, however, eco- 
nomic agents are assumed not to strive 
for optimality but to find acceptable solu- 
tions to acute problems. 

3. Powerful New Methods of Economic 
Analysis: Their Development and Appli- 
cation. It is important to stress the term 
“economic”; to caricature somewhat, La- 
grange would not have been honored, in 
spite of the frequency of Lagrangian mul- 
tipliers in economic theory during the last 
half century! Though the contributions by 
Samuelson, Hicks, Arrow, and Debreu 
could perhaps be classified as “method 
awards," more clear-cut examples are the 
joint prize to Hagnar Frisch and Jan Tin- 
bergen (the very first award in 1969) for 
their pioneering work on dynamics and 
econometric model building — or in the 
words of the prize citation “for having de- 
veloped and applied dynamic models for 
the analysis of economic processes”; and 
to Wassily Leontief (1973) “for the devel- 
opment of the input-output method.” The 
strength of the candidacies of both Tin- 
bergen and Leontief was, of course, 
greatly enhanced by the fact that they 
themselves pioneered also in applying 
the methods to empirical data — again, ex- 
amples of successful attempts to combine 
theory and empirical work. Indeed, there 
is a parallel between the achievements of 
Tinbergen and Leontief in making macro- 
economic theory and economy-wide in- 
terindustrial analysis empirically opera- 
tional on the one hand, and Stigler’s (later) 
contribution of making microeconomic 
analysis of prices and markets more em- 
pirically operational, on the other. 

The prize to Richard Stone for “having 
made fundamental contributions to the 


development of systems of national ac- 
counts” is another example of an award 
for important new methods of economic 
analysis. The modern system of national 
accounts is today such a self-evident basis 
of empirical analysis that economists per- 
haps tend to take it for granted, without 
fully realizing the important research 
achievements that lie behind the system. 
No single innovation in economic method 
has been of comparable importance for 
empirical analysis in economics. Indeed, 
it is hard to think about empirical eco- 
nomic analysis and intelligence gathering 
today without the existence of compre- 
hensive systems of national accounts. Just 
as general equilibrium theory, for instance 
as formulated by Arrow and Debreu, has 
created a general theoretical system that 
helps us grasp the idea of the interaction 
of billions of economic transactions in mil- 
lions of difiFerent markets, the modern sys- 
tem of national accounts has provided an 
empirical registration of these transac- 
tions in comprehensive aggregates. Of 
course, the idea of national accounts harks 
back over several centuries, and theoreti- 
cal and empirical work on national ac- 
counts flourished in the nineteen thirties, 
as reflected in the works by Ragnar Frisch, 
Erik Lindahl, Colin Clark and Simon Kuz- 
nets. However, it was Richard Stone, 
largely inspired by Keynes and, to begin 
with, in cooperation with James Meade, 
who was the leading architect of the mod- 
ern system of national accounts, which 
married the principles of microeconomic 
bookkeeping and aggregate macroeco- 
nomic concepts and models. 

The shared prize to TJalling Koopmans 
and Leonid Kantorovich may also be re- 
garded as an award for the development 
and application of new methods in eco- 
nomic analysis, in this case in the field of 
“the theory of the optimum allocation of 
resources,” though perhaps this prize 
could be included as well in groups one 
or two, above, of prizes in general or spe- 
cific theoretical an-'ly.si® resnecHvelv. 
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This, of course, illustrates the arbitrariness 
classifications. Kantorovich showed, as 
jarly as 1939, the meaning of the concept 
jf an efficient use of resources in individ- 
ual enterprises, and later, most notably in 
lis book The Best Use of Economic Re- 
sources, similar efficiency conditions for 
in economy as a whole. He also demon- 
trated the connection between the allo- 
cation of resources and the price system, 
coth at a certain point of time and in a 
growing economy. Koopmans’ activity 
analysis model, in a similar vein, inter- 
ireted the relationship between inputs 
and outputs of a production process, and 
clarified the correspondence between ef- 
iciency in production and the existence 
)f a system of “accounting prices.” Both 
authors also showed how the theoretical 
aossibility of decentralized decision mak- 
ng in a planned economy is connected 
vith the existence of an efficient price sys- 
em, including a uniform “accounting 
jrice" of capital on which to base invest- 
nent decisions. 

4. More Nearly “Pure” Empirical Re- 
tearch. The most obvious example is the 
award to Simon Kuznets (1971) "for his 
empirically founded interpretation of eco- 
lomic growth.” This prize is also a good 
example of an award for inductive rather 
han deductive analysis, as Kuznets’ forte 
las been to find new facts, and interrela- 
ions — i.e., “new truths” — about the real 
vorld, with the help of commonsense rea- 
oning and with a minimum of formal 
nodels. Good examples are Kuznets’ cele- 
jrated “law” of the relation between 
;rowth and the distribution of income, as 
veil as his findings of a tendency to a con- 
tan t long-run average propensity to con- 
ume in time-series statistics, in contrast 
o the falling propensity (with respect to 
ncome) in cross-section data. 

The prize to Lawrence Klein, too, may 
e regarded as basically a prize for “pure” 
impirical research. Though Klein has 
nade important contributions to eco- 
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the prize citation emphasized his contri- 
bution to “the creation of econometric 
models and their application to the analy- 
sis of economic fluctuations and economic 
policies." Indeed, while Tinbergen’s pio- 
neering work was mainly the develop- 
ment of methods to test various business 
cycle theories, Klein’s ambitions were 
rather in the field of forecasting and the 
analysis of the effects of economic policies. 
This analysis originally ran in the frame- 
work of Keynesian-type macrotheories, 
but his models tended to become more 
eclectic over time. 

Milton Friedman’s extensive empirical 
study of the monetary history of the 
United States (together with Anna 
Schwartz) may also be regarded as an ex- 
ample of rather “pure” empirical re- 
search, in the tradition of economic his- 
tory research, though the study clearly 
was based on a theoretical structure, em- 
phasizing the usefulness of a monetary in- 
terpretation of macroeconomic fluctua- 
tions. 

5. Nonformalized Innovative Think- 
ing. The shared prize to FTiedrich von 
Hayek and Gunnar Myrdal (1974) is the 
obvious example of this. Basically, this cat- 
egory too is a form of theory, general or 
on specific aspects. Indeed, the early, 
highly innovative contributions by both 
Hayek and Myrdal on business cycles and 
monetary phenomena included quite ab- 
stract theoretical structures, though not 
expressed in mathematical terms as is 
normal today. Their works dating from 
the early Forties, on the interrelations 
between some basic issues of economic, 
social and political organization and pro- 
cesses, are perhaps more clear-cut exam- 
ples of “nonformalized innovative think- 
ing.” 

The Procedures 

The procedures for the choice of the 
winner of the economics prize are the 
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ery October a form, to be filled in with tors, whose judgment the committee 


suggested candidates, is sent to professors 
at about 75 departments of economics all 
over the world. The selection of depart- 
ments varies from year to year. Occasion- 
ally the form is also sent to professors at 
university departments in neighboring 
fields such as business administration and 
economic history. Sometimes suggestions 
were invited also from individual econo- 
mists at various economic research institu- 
tions outside universities and academies. 
Nomination forms are also, in line with 
the rules laid dowm for all the Nobel 
Prizes, sent to professors in economics in 
the Nordic countries as well as to the pre- 
vious economic laureates. In order to be 
considered the proposals must reach the 
prize committee before the end of Janu- 
ary. Only individuals have the right to 
make proposals, not the organizations to 
which they belong. 

All propo.sals are confidential and should 
not be made public by the nominators 
themselves. F’ormally, a prize in a particu- 
lar year can be given only to a person who 
actually is proposed that very year. The 
importance of this restriction is, however, 
modified by the fact that the members 
of both the prize committee and the Royal 
Swedish Academy of Sciences are them- 
selves allowed to make proposals. 

About 150 to 200 proposals are regu- 
larly received for the economics prize, 
usually covering some 75 to 125 nominees. 
(Spontaneous suggestions from persons 
who have not been asked to submit pro- 
posals are not considered.) Of course, the 
committee has no duty to follow the sug- 
gestions that are received by this proce- 
dure. It is nevertheless clear that the com- 
mittee actually gives strong consideration 
to the opinions that are reflected in the 
suggestions. Then, perhaps the most im- 
X)rtant thing is not how many suggestions 
3ach candidate has received but rather 
who the proponents of the various candi- 
Jates are. TTius, very competent nomina- 


ranks highly, may have a strong influence 
on the committee, particularly if their 
supporting arguments are convincing. 

A typical feature of the proposals is that 
the suggestions tend to be concentrated 
on well-known and highly respected econ- 
omists, in particular on scholars in the field 
of “central” economic theory as tradition- 
ally understood. Economists who have 
been involved in controversies over eco- 
nomic policy issues are often also sug- 
gested. By contrast, economists who have 
made important and highly original con- 
tributions in specialized fields of eco- 
nomic analysis are not frequently pro- 
posed. Indeed, even economists who 
themselves work in special areas of eco- 
nomic analysis tend to suggest candidates 
who are well known for work in central 
fields of economics, even if it .sometimes 
may be difficult to say exactly what the 
specific .scientific contribution really is, Of- 
ten the motivation for a candidacy is sim- 
ply that the candidate is "outstanding,” 
which indicates that the idea of awarding 
specific contributions rather than “out- 
standing economists” has not yet been 
generally appreciated among those who 
make nominations. 

After receiving the various proposals, 
the prize committee commissions expert 
studies of the most prominent candidates, 
sometimes by Swedish experts but usually 
by foreigners. As a rule, two or more stud- 
ies are made of each candidate whom the 
committee regards as particularly merit- 
ing attention. Indeed, commi.ssioned stud- 
ies of these types are made continuously. 
The “stock” of candidates that is consid- 
ered annually hovers around 20-30 per- 
sons, though usually only a handful of 
these are regarded as “hot” names each 
year. 

After a number of meetings of the prize 
committee, a prize proposal is sent to the 
“social science class” of the Academy. The 
proposal is given in the form of a report, 
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with an extensive survey and a detailed 
analysis of the various contributions that 
are considered for a prize, and with an 
elaborate justification of the choice of can- 
didate. The expert studies mentioned 
above are included as part of the re- 
port. 

So far, the proposals of the prize com- 
mittee to the Academy have been unani- 
mous. A consensus has in fact developed 
quite “automatically” within the commit- 
tee, as if by some kind of invisible hand, 
after intensive discussions. 

The report goes from the social science 
class of the Academy to a plenary meeting 
in mid-October where the committee 
presents, justifies and defends its proposal, 
usually with questions on various points 
from the participants of the plenary ses- 
sion. The prize is finally decided by simple 
majority in a secret ballot in this plenary 
session, where all Swedish members of the 
Academy (260 persons) have the right to 
vote if they participate in the meeting. 
(They can vote for any person who has 
been proposed by a nominator.) Immedi- 
ately after the ballot, the prize is an- 
nounced at a meeting with the mass media 
at the Academy’s headquarters in Stock- 
holm. A press release is then submitted, 
where in addition to the brief prize cita- 
tion, a two- or three-page presentation 
about the honored contribution is pro- 
vided. 

Why Prizes? 

Before turning to the specific problems 
of awarding prizes for research contribu- 
tions in economics, it is worth asking the 
general questions: Is it reasonable and use- 
ful at all to give prizes for scientific and 
.scholarly achievement? Personally, I 
would argue that there is at least one good 
reason: there is a case for showing at least 
once a year (1) to the general public that 
there are other “heroes” in the world than 
athletes, artists, pop stars, politicians, and 


other groups of entertainers and decision- 
makers who dominate the reportage in 
the mass media. This may be a socially 
valuable message because both the re- 
sources devoted to research and the re- 
cruitment of talent for research careers 
may otherwise be suboptimal. The award 
of the prizes provides information to both 
politicians and the general public and may 
contribute to favorable attitudes towards 
scientific work and scholarly careers. It is 
also reasonable to assume that a large and 
highly prestigious prize like the Nobel 
Prize may also serve, to some extent, as 
an incentive to high-quality research 
among a considerable number of schol- 
ars — assuming that these are not devoid 
of vanity and greed, characteristics which 
scholars often notice among successful 
people in other fields. There is a risk, how- 
ever, that the quality of the research work 
of the prize recipient may deteriorate af- 
ter the glory, due to excessive publicity, 
disturbances and temptations to appear 
as an authority outside his or her own field 
of competence. However, this type of ef- 
fect has not been much observed in the 
field of economics. 

From the more limited point of view 
of Sweden, it is obvious that Nobel prizes 
also have a “public relations” value that 
is good both for the academic community 
in Sweden, for instance by stimulating 
contacts with foreign researchers, and for 
the scientific and cultural reputation of 
the country. The prize also helps to make 
Sweden known abroad and possibly also 
boosts Swedish national pride. The Nobel 
Prize functions as a “collective good” for 
Sweden as a nation, like having interna- 
tionally successful athletes. 

Turning specifically to the prize in eco- 
nomics, it may also be argued that it is 
useful to show to the general public that 
scientific progress is being made not only 
in the natural sciences but also on social 
issues, including economic phenomena: 
i.e., in a field about which most people 
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would otherwise get information mainly 
in the context of political controversies. 
Moreover, when awards are conferred the 
publicity may not only acquaint some peo- 
ple with the laureates and their contribu- 
tions but it may induce them to read some 
books or papers by the laureates them- 
selves. One may hope that in a long-term 
perspective, this might to some extent in- 
crease knowledge about economics both 
among mass media people and the general 
public. The last argument is somewhat 
.similar to the point that a prize in litera- 
ture may make the mass media and gen- 
eral public aware of, and stimulated to 
read, literary works by authors whom they 
may otherwise never get to know. Of 
course, in the long run, it is a question 
of persorral judgment whether a prize like 
this is an efficient way of supporting eco- 
nomic science in the world or in Sweden. 
Certainly many critics would argue that 
there are alternative uses to which the 
funds could be put that would have 
more positive effects; the award is about 
$200,000 at the present time. However, 
there is no reason to assume that these 
funds would go to research at all if they 
did not go to Nobel prizes. 

Problems and Difficulties 

Considering the great difficulties in giv- 
ing awards for scientific contributions, it 
is important that prize awarding authori- 
ties approach their task with great mod- 
esty, and with a willingness to listen to 
advice from others. What are the main 
problems and difficulties in choosing No- 
bel laureates in economics? It may be use- 
ful to discuss this issue by considering four 
questions: (1) How should “economics” be 
interpreted in the context of prize 
awards? (2) What criteria should be used 
when judging whether a candidate merits 
a prize? (3) In what order should worthy 
candidates be selected? (4) When and for 
what reason should prizes be shared? 


1. The Scope of ""Economics. ” The prize 
committee has decided to give wide inter- 
pretation to the term “economic science,” 
so that prizes may be awarded not only 
to “economists,” as usually defined in aca- 
demic life, but also to people who have 
done important scientific research on eco- 
nomic problems in neighboring disci- 
plines, including “interdisciplinary re- 
search,” such as in business administration 
and economic history. With such a broad 
definition, prizes may, for instance, be 
given also for achievements in fields on 
the borderline between economics and 
political science, such as scientific re- 
search on the political and administrative 
processes by which economic resources 
are allocated in the public sector. Indeed 
such issues fit quite nicely into Lionel Rob- 
bins’ definition of economics as “the sci- 
ence which studies human behavior as a 
relationship between ends and scarce 
means which have alternative uses” (Rob- 
bins 1935). Prizes may similarly be 
awarded for achievements on the border- 
line with sociology, for instance for scien- 
tific research on social mobility and socio- 
economic conflicts. 

It is interesting in this connection to 
note that scholars with “traditional” train- 
ing in economics have increasingly been 
“trespassing” into such neighboring terri- 
tories by applying the methods of eco- 
nomic theory and econometrics to histori- 
cal problems, to social processes related 
to population and family, and to the politi- 
cal processes that lead to various types of 
economic policy decisions. The latter field 
of analysis implies, in fact, a challenge to 
the tradition in economic policy analysis 
that regards the government as a well-in- 
formed “guardian of the good of man- 
kind,” rather than to study how political 
decisions actually are taken and to investi- 
gate the efficiency and optimality of the 
decisions. It is, of course, these various 
“trespassing” tendencies that have led 
George Stigler (1984), as well as other 
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economists, to talk about economics as 
“The Imperial Science.” 

There are already some examples of 
“economics prizes” for contributions 
which do not belong to economics in a 
strict sense. One is the award to Herbert 
Simon, which was ba.sically a prize in ad- 
ministrative science, a field closely related 
to “business administration,” though with 
strong elements of interdisciplinary re- 
search. We may say that Simon was 
awarded the prize largely for his attempts 
to open the black box of microtheory for 
firms and other organizations by studying 
the decision-making processes inside vari- 
ous types of organizations. This made it 
natural for Simon to use a “behavioral” 
approach, related to research in psychol- 
ogy. In this respect, his work stands in 
contrast to the schematic ad hoc behavior 
theories that underlie traditional mi- 
croeconomic models, which are usually 
designed as building blocks for aggrega- 
tion over agents, rather than as behavior 
descriptions of specific “real-world” firms 
or other organizations. Thus, in Simon’s 
analyses, economics is seen as a social and 
behavioral science, in which individual 
agents are assumed to be able to learn 
from experience, not as a mechanical “en- 
gineering science” in which behavior pat- 
terns and coefiBcients are fixed. 

The award to Simon Kuznets, too, may 
be regarded partly as a prize bordering 
a neighboring science, economic history, 
or at least as a prize to interdisciplinary 
research. By combining methods from 
economic analysis and economic history, 
Kuznets has tried to give quantitative pre- 
cision to entities which are supposed to 
be relevant for understanding the pro- 
cesses of economic and social develop- 
ment, regardless of the field of analysis 
that “normally” deals with such entities. 
Kuznets, for instance, has tried to include 
population, technology, industrial struc- 
ture, forms of marketing, and various 
types of institutional conditions as endoge- 


nous variables. On the other hand, he has 
rarely been concerned with the “typical” 
question of historians; Why do we observe 
this or that economic outcome at a certain 
time and place? Rather, he has used past 
experience as the basis for extracting the 
general tendencies or regularities that 
characterize growth or income distribu- 
tion in many nations and at different 
times. In this sense Kuznets is certainly 
more of an economist than a historian. 

The award to Friedrich von Hayek and 
Gunnar Myrdal, too, had a strong interdis- 
ciplinary flavor. Though Hayek is perhaps 
known among economists mainly for em- 
phasizing the information and incentive 
content of the price system, he has given 
particular attention to the importance for 
individual behavior of moral norms and 
the institutional framework, including the 
political constitution and the legal rules 
that define contracts and property rights. 
Hayek ’s work is designed to provide a 
“view of the world” or to give what Hayek 
has called “pattern prediction,” rather 
than being a basis for immediate empirical 
tests. In this sense Hayek ’s ambitions are 
closer to those of general equilibrium the- 
orists like Debreu than to positivists like 
Friedman and Stigler. Gunnar Myrdal has 
combined economic analysis with a broad 
sociological perspective in order to show 
how social, economic and political forces 
interact, often in "vicious” or “virtuous” 
circles, to determine the fates of individu- 
als and social groups. In fact, Myrdal him- 
self often looks upon his methods of analy- 
sis of “mutual causation” as a widening 
of Knut Wicksell’s “cumulative process” 
in monetary theory to include social and 
political factors as well. The outstanding 
examples are, of course, Myrdal’s study of 
the Negro problem in the United States 
and also, to some extent, his study of pov- 
erty and economic development in South 
Asia. Indeed, as pointed out in the press 
release, the prize-awarding authority at- 
tached particular importance to his monu- 
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mental work An American Dilemma 
(1944). By studying aspects of human ex- 
perience, also, which are beyond the bor- 
derline of traditional economic analysis as 
usually pursued today, the contributions 
by Hayek and Myrdal have perhaps ex- 
erted a stronger influence in fields such 
as political science, sociology, and in the 
“mother -field” of economics, social philos- 
ophy — as well as in ideological and politi- 
cal discussions — than in "traditional” eco- 
nomics itself. 

There are also strong interdisciplinary 
elements in Arthur Lewis’ research on 
“economic development,” though his two 
celebrated growth models lie within the 
core of traditional, indeed “classical” eco- 
nomic analysis. Actually, the press release 
in connection with the prize to Arthur 
Lewis mentioned him as an “economic 
historian with an extremely scrupulous ex- 
amination of statistical sources.” 

Though the Academy, and the econom- 
ics prize selection committee, have fol- 
lowed the same general principles as ap- 
plied to the prizes in the natural sciences: 
i.e., to award specific contributions, the 
degree of specificity of the awards has var- 
ied considerably. Examples of prizes with 
particularly high “specificity” are the 
awards to Wassily Leontief, Bertil Ohlin, 
Ragnar Frisch and Jan Tinbergen. The 
smallest degree of specificity is perhaps 
found in the prize citation for Milton 
Friedman, Friedrich von Hayek and Gun- 
nar Myrdal. In the case of Milton Fried- 
man, not only were his contributions to 
consumption analysis and to monetary his- 
tory and theory mentioned but also "his 
demonstration of the complexity of stabili- 
zation policy,” by which was meant that 
he highlighted the way uncertain re- 
sponses, time lags, and endogenous expec- 
tations complicate the effects of stabiliza- 
tion policy. And in the prize citation for 
Cunnar Myrdal and Friedrich von Hayek 
the Academy mentioned both their “pio- 
neering work in the theory of money and 


economic fluctuations” and “their pene- 
trating analysis of the interdependence of 
economic, social and institutional phe- 
nomena,” 

2. Criteria for Awards. When consider- 
ing what should be regarded as a “worthy” 
contribution, it is probably correct to say 
that the selection committee has looked 
in particular at the originality of the con- 
tribution, its scientific and practical im- 
portance, and its impact on scientific work 
as well as on society in general, such as 
on government policies. Of course, the 
relative importance of these three aspects 
has varied among candidates. It is also 
clear that the prize awarding authority 
has tried to favor “constructive" contribu- 
tions rather than contributions that are 
“destructive” in the sense of mainly 
launching criticism that does not lead any- 
where. To provide “shoulders” on which 
other scholars can stand, and thus climb 
higher, has been favored over attempts 
to show that “everybody else” is wrong, 
or that the world is so complex that simple 
and coherent analytical structures are use- 
less. Skillful polemics that do not seem to 
push research forward have not been re- 
garded as worthy of being honored. 

Another issue is whether a contribution 
should be treated as gross or net. In other 
words, should the prize awarding author- 
ity make deductions for “bad” (low-qual- 
ity) research? By sticking to the basic idea 
of the prize — i.e., to award specific contri- 
butions — it is obvious that no such deduc- 
tions should be made. A related issue is; 
How does one deal with people who, in 
addition to their scholarly work, partici- 
pate in the political debate and make as- 
sessments of economic trends or policy 
recommendations which sometimes may 
reflect strong ideological commitments 
and, in many instances, may have consid- 
erable influence on policy-making for 
“good” or “ill”? F'riedman, Hayek, Myr- 
dal, Tinbergen and Tobin are obvious ex- 
amples. In conformity with the basic idea 
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of the prize as a scientific award, such ac- 
tivities have, of course, been neglected. 

When deciding who should be regarded 
as worthy of a prize, the “scrutiny by 
time” has so far helped the committee 
considerably. Because the prize was initi- 
ated as late as 1969, “time” has sorted out 
worthy candidates for whom the risk of 
“premature fame” is minimal. Indeed, 
during the first decade of the economics 
prize, the committee largely had the “sim- 
ple” task of working with a heavy backlog 
of rather obvious “old” candidates. In- 
deed, some of the contributions honored 
were made several decades ago, as far 
back as the thirties, examples being the 
awards to Frisch, Tinbergen, Hicks and 
Ohlin. This was also the case with Kanto- 
rovich, though his contribution did not be- 
come known in the West (or East for that 
matter) until the mid-fifties. The need to 
work off the large backlog of old candi- 
dates may be one reason that a second 
award has not been given, so far, to any- 
; body. 

Even aside from the backlog of old can- 
didates, a certain “conservatism” in prize 
awarding can be defended, in my judg- 
ment, by the arguments that it usually 
. takes a longer time in economics than in 

■ the natural sciences to find out if a new 
i contribution is solid or if it is just “a flash 
; in the pan.” In other words, it is important 
i to wait for criticism and repeated tests of 
I the relevance of the contribution, which 
; in social science and, in most cases, medi- 
cine is a more prolonged and uncertain 
process than in physics and chemistry. 
The reason is not only that economic be- 
havior, like social behavior in general, is 

■ complex but also that it varies over time 
‘ and place. This is partly because people 
I learn from previous experience, which of- 
i ten makes empirically estimated behavior 
! functions unstable. Thus, new results may 

turn out to be relevant only to a particular 
transient conjuncture of circumstances, 
thereby having much less generality than 


was at first supposed. Another reason to 
be particularly careful with prizes for rela- 
tively new theoretical or empirical work 
is that relevant empirical tests usually take 
time to pursue; moreover such tests often 
have to rely on nonexperimental data, 
sometimes of dubious quality. 

Such conservatism has also made the 
awards less controversial than if they were 
given for recent work. Indeed, when 
awards have caused controversy, among 
economists or in the mass media, it seems 
mainly to have been the political and ideo- 
logical views of the laureates rather than 
the quality of their scientific contributions 
that have aroused opposition. 

When trying to find out what is a prize- 
worthy contribution, the selection com- 
mittee has relied entirely on qualitative 
judgement. Quantitative methods like the 
frequency of citations have never been 
used or even considered, though of course 
the committee members cannot possibly 
be unaware of the fact that “importance” 
and “impact” of scientific work are re- 
flected in citations and other references 
in the literature. Indeed, it is now quite 
clear that the prize winners usually rank 
very high on citation indices^ (Quandt 
1976, Grubel 1979). There are a number 
of exceptions, however, of prize winners, 
who rank quite low in the citation studies, 
the most pronounced examples being 
Kantorovich, Stone, Meade and Ohlin 
(though the Heckscher-Ohlin model is of- 
ten referred to in the literature). There 
are also some economists who rank high 
on quotation indices but who have not yet 
received prizes. I would hypothesize that 
when the backlog of “old” candidates has 

* For instance, in a study by Richard Quandt 
<1976), based on citations in eight leading journals, 
Nobel prize winners constitute 12 out of the 23 high- 
est ranked economists in citations from 1960 (with 
the six top economists all, by now, being prize win- 
ners), and they constitute 8 out of the 23 highest 
ranked in 1970 (including 4 out of the top 5 being 
the prize winners). The total number of prize win- 
ners, until 1984, is 22. 
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largely been removed, the correlation be- 
tween awards and prize citations will 
probably fall somewhat. The reason would 
be that when the “great generalists,” who 
u.sually rank high on quotation indices, 
have already received prizes, subsequent 
prizes will tend to be awarded increas- 
ingly to people who have rather made 
contributions in specific sectors of eco- 
nomic research, for which they receive 
a smaller number of citations. 

3. The Order of Awards What, then, 
have been the main criteria for choosing 
the order of worthy candidates? There is 
an unavoidable subjectivity and arbitrari- 
ness in this choice — perhaps even more 
.so than in picking out “worthy” candi- 
dates. The two dominant criteria have 
been, apparently: (a) to give early prizes 
to particularly important contributions, 
and (b) to adhere to a pluralist view of 
economic research, by shifting over the 
years between candidates in diflFerent 
fields, using different methods of analysis, 
and reflecting different views of the world. 
There has also been (c) some tendency to 
speed up the awarding of important con- 
tributions that are relatively far back — 
and perhaps also in some cases of some 
elderly candidates provided they are re- 
garded as very “hot” names. However, the 
last-mentioned tendency has not pre- 
vented a number of important candidates 
to “miss” awards due to death not long 
after the prize was initiated — obvious 
names being Jacob Viner (died in 1970), 
Michael Kalecki (died in 1970), Frank 
Knight (died in 1972), and Roy Harrod 
(died in 1978). This illustrates the obvious 
point that the initial large backlog largely 
consisted of rather aged candidates, and 
that a number of candidates close to the 
“cut-off point” in individual years have 
not received the award. In fact, there will 
always be a backlog of “worthy” candi- 
dates, among whom only a minority will 
receive the prize. 

4. Sharing of Prizes. Another impor- 


tant issue is when and how awards should 
be shared. According to the rules laid 
down for all the Nobel prizes, a sharing 
may take place among a maximum of 
three persons. (The proportions of the 
prize-sharing may vary between Vi, Vi; 
‘A, W, and Vi, Vi, Vi.) According to exist- 
ing rules, a shared Nobel prize is just as 
honorable as a single prize, and each lau- 
reate has to be worthy of the prize on 
his or her own. 

Two types of sharing are possible, ac- 
cording to the general practice of award- 
ing the Nobel prizes: (a) the contributions 
are the results of actual cooperative work, 
or so closely related that a sharing is im- 
portant to demonstrate the connection, 
and to avoid being “unfair”; (b) quite dif- 
ferent contributions may be awarded in 
one and the same year, regardless of 
whether they are related or not. In the 
second case (which is rather exceptional 
in the history of Nobel prize awards), the 
idea of a shared award may simply be to 
allow more people to get awards! 

The sharing of the awards in the eco- 
nomics prize has followed the first of these 
principles in the sense that the prize cita- 
tion, and/or the further motivation in the 
press bulletin has emphasized the “com- 
mon denominator” of the contributions. 
So far, six prizes out of sixteen have been 
shared, which is less frequent than in the 
natural sciences but more frequent than 
for the prizes in literature and peace dur- 
ing the same period. 

The prize-awarding authority has, how- 
ever, interpreted the “common denomi- 
nator” of shared prizes in economics in 
different ways for different awards. For 
instance, the contributions of Ragnar 
Frisch and Jan Tinbergen were strongly 
linked by intellectual influence, in partic- 
ular from the older laureate to the youn- 
ger. While Ragnar Frisch was a pioneer 
in the development of mathematical theo- 
ries and methods in the dynamics of eco- 
nomic growth and fluctuations, Jan Tin- 
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bergen gave such theories and models a 
form that made empirical quantification 
and statistical tests feasible. The early con- 
tributions by Frisch and the later develop- 
ment by Tinbergen of a qualitative and 
quantitative theory of economic policy, 
emphasizing the relation between policy 
instruments and targets, is another exam- 
ple of the strong intellectual connection 
between these two laureates. Frisch based 
his analysis partly on a system of national 
accounts for Norway (the so-called "oeko- 
cirksystem”) while Tinbergen pursued 
much of his policy analysis in the context 
of econometric models for the Nether- 
lands. 

The prize shared between Tjalling 
Koopmans and Leonid Kantorovich re- 
flected instead simply similarity of mutu- 
ally independent contributions in the field 
of normative economic theory; or more 
specifically a normative theory of the opti- 
mum allocation of resources. Though both 
laureates have made important contribu- 
tions to the mathematical technique of lin- 
ear programming, this was not what they 
were honored for; they received the prize 
for enriching our understanding of basic 
economic issues in normative allocative 
theory by applying new tools of analysis 
to the field. 

The shared prize between John R. Hicks 
and Kenneth Arrow (in 1972) on the other 
hand reflected the work of two different 
generations working with similar prob- 
lems, more specifically in general equilib- 
rium and welfare theory. In the words of 
the press release of the Academy, Hicks 
“initiated” a profound transformation of 
general equilibrium theory, while Arrow 
“provided it with fresh nourishment.” 
While both of them emphasized equilib- 
rium analysis and stability conditions, it 
is perhaps reasonable to say that Hicks, 
using traditional calculus, was mainly in- 
terested in extending the applicability of 
the static equilibrium model of analysis 
for comparative static experiments, while 


Arrow, using more modern mathematical 
tools in this field, concentrated on the is- 
sues of existence, consistency and stability 
of general equilibrium systems. Arrow also 
widened the field of general equilibrium 
analysis by his studies of the importance 
of uncertainty and insurance, and high- 
lighted the (im)possibility of deriving so- 
cial welfare functions from individual 
values. 

Of course, the combination of laureates 
in the field of general equilibrium theory 
could have been done in different, and 
possibly better, ways. Hicks and Arrow 
could, like Samuelson, have been given 
separate awards. But then it would have 
been necessary for one of them to wait 
a number of years. A sharing between 
Samuelson and Hicks, perhaps as early as 
1970, would have been an alternative, but 
that option was, of course, no longer avail- 
able in 1972. A sharing between Arrow 
and Debreu would also have been a logical 
combination — for instance a number of 
years after a single prize to Hicks. How- 
ever, by combining Arrow and Hicks it 
was possible to give a prize for compara- 
tively recent achievements in a situation 
where the large backlog tended to make 
the laureates rather old. 

The prize-sharing between Hayek and 
Myrdal was, again, of a different nature. 
Both were pioneers in macro and mone- 
tary analysis in the thirties — the Austrian 
School and the Stockholm School, respec- 
tively. They both used the concepts of ag- 
gregate savings and investment to explain 
macroeconomic fluctuations, though with 
largely conflicting conclusions. Both later 
broadened the scope of economic analysis, 
by emphasizing the institutional, legal, po- 
litical and ideological framework of eco- 
nomic and social processes. The fact that 
they are often regarded as political “anti- 
poles” did not bother the committee, 
since the prize is conceived as a purely 
scientific award. However, it would also 
be wrong to believe that the prize selec- 
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tion committee was positively attracted far. This situation may change in the fu- 


by the idea of combining political anti- 
poles. 

The common denominator for the 
shared prize to Bertil Ohlin and James 
Meade is, of cour.se, their analysis of trade 
theory, commercial policy and real trans- 
fers. As Ohlin’s main contribution was in 
pure trade theory and Meade’s in “open 
macro” theory, their contributions were 
mainly complementary rather than inter- 
related. 

The contributions of Arthur Lewis and 
Theodore Schultz were also largely com- 
plementary. The common denominator is 
not only that their research deals with 
long-term economic development, in par- 
ticular for less developed countries, but 
also that both of them have analyzed eco- 
nomic development as a broad and multi- 
faceted process. They have also put strong 
emphasis on the role of agriculture and 
its relation to the rest of the economy, 
though using quite different assumptions 
about efficiency in the use of resources 
in the agricultural sector. Schultz has em- 
phasized the apparent efficiency in the 
sector, considering existing resources, 
knowledge, and constraints, while Lewis 
has focused, instead, on the tensions be- 
tween a large and stationary agricultural 
sector, with a low marginal product of la- 
bor, and a dynamic industrial sector, 
which is sometimes in the nature of an 
enclave. 

There has been a clear tendency so far 
for the frequency of prize-sharing in eco- 
nomics to decline. One reason is simply 
that as the backlog of old candidates is 
gradually worked off, the temptation to 
“speed up” the reduction of the backlog 
is receding. Moreover, as original research 
contributions in economics so far have 
usually been made by individual effort, 
■ather than by joint research ventures (in 
contrast to several natural sciences, partic- 
ilarly perhaps medicine), the necessity to 
ihare the prizes is not overwhelming so 


ture, as there is a tendency today towards 
increasing Joint authorship of articles in 
economics. That tendency may also cre- 
ate future difficulties in identifying who 
should be given the main credit for a spe- 
cific scientific contribution. 

Do the Prizes Reflect New Trends in 
Economic Analysis? 

The awards that have been made obvi- 
ously reflect some characteristic features 
of economic analysis during the last half 
century, in particular during the post- 
World War II period. First of all, the 
awards clearly reflect the dominant role 
of the United States in economic research 
in the post-World War II period. Out of 
22 laureates, 12 have been United States 
citizens. However, although all had been 
working in the United States for a long 
time, it is worth noting that three of 
them — Leontief, Koopmans, and De- 
breu — were born and largely trained in 
other countries. (Kuznets was born in Rus- 
sia but took his university training largely 
in the United States; Lewis is a British sub- 
ject.) The only other countries that have 
received prizes (as defined by citizenship) 
are the United Kingdom (5 awards), Swe- 
den (2 awards), the Netherlands, Norway 
and the Soviet Union. The only universi- 
ties whose faculty members have received 
more than one award are Chicago (3 
awards). Harvard (3 awards), Yale (2 
awards) and Cambridge (2 awards). 

Turning to the content of the prize con- 
tributions, the strong emphasis on deduc- 
tive rather than inductive methods in eco- 
nomic analysis shows up strongly. Indeed, 
as compared to most natural sciences, eco- 
nomic research is characterized by a 
rather weak interaction between induc- 
tion and deduction. The increased role of 
formalization and the increased use of 
mathematics are also strongly reflected in 
the awards, the leading examples being 
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the awards to Samuelson, Hicks, Arrow, 
Koopmans, Kantorovich, and Debreu. 
These specific awards also indicate the 
pronounced drift away from partial to 
general equilibrium analysis. This appears 
also in some empirical awards, most 
clearly in the awards for national income 
accounting, input-output analysis and 
large-scale macroeconometric models. 

Beside the trend to increased formaliza- 
tion, the other most pronounced char- 
acteristic of the post-world war trend 
in economics is perhaps the increased 
importance of novel and increasingly so- 
phisticated quantitative methods for sys- 
tematic statistical testing or estimation, 
i.e., econometrics. This development is 
also strongly reflected in the awards, not- 
ably those to Tinbergen, Leontief and 
Klein. Indeed, the heavy quantitative re- 
search during the last decade, often in- 
volving large masses of data, would hardly 
have been possible without the develop- 
ment of the analytical techniques of 
econometrics, input-output analysis, pro- 
gramming, and activity analysis. 

However, it is important to note that 
formalization and sophisticated quantita- 
tive methods have been recognized by the 
prize-awarding authority only insofar as 
they have been judged to have yielded 
a rich content of economics and hence 
contributed to new important insights 
about economic behavior and mecha- 
nisms. The importance which the prize- 
awarding authorities tend to attach to con- 
tent is revealed also by the awards to 
i^’riedrich von Hayek and Gunnar Myrdal, 
whose analyses are characterized by pro- 
found understanding of complex eco- 
nomic and social phenomena, often with- 
out technicalities. In this respect, their 
work stands in contrast to some contem- 
porary research, which is sometimes char- 
acterized by quite narrow, occasionally 
even trivial, content combined with tech- 
nical complexities. 

The awards also reflect the important 


role of macroeconomics during the post- 
war period. Within this field, the in- 
creased attention to monetary and finan- 
cial variables (Friedman and Tobin) from 
about the sixties, and the stronger empha- 
sis on “open-economy aspects” (Ohlin and 
Meade), also appear in the awards. So 
does the quantification of macroeconomics 
(Tinbergen and Klein), a process that was 
enormously facilitated by the develop- 
ment of systems of national accounts 
(Stone) during the post-World War II pe- 
riod. 

New ideas and aspects, and indeed new 
ways of looking at the economic system, 
have also been recognized by the prize- 
awarding authority, as the awards to Sti- 
gler (economics of information and eco- 
nomics of regulation), Schultz (human 
capital), Simon (the behavior within orga- 
nizations), and Lewis and Schultz (the in- 
terest in research on less developed coun- 
tries) testify. 

However, due partly to the existing 
backlog of old contributions, and also to 
a tendency of the prize-awarding authori- 
ties to “play safe,” new trends in economic 
research during the last one or two de- 
cades do not yet show up much in the 
awards made so far. Most likely they will 
do so during the coming years, when the 
emphasis probably will shift somewhat 
from “established” to new research re- 
sults, and perhaps also to younger laure- 
ates. 

A final but difficult question: Has the 
selection committee viewed the award as 
a chance to influence the direction of new 
research in economics? The answer is defi- 
nitely “no,” in the sense that the commit- 
tee has tried to ensure “catholicity” and 
“pluralism” of outlook in its decisions 
about awards, and to emphasize the multi- 
dimensional nature of economic research. 
Somewhat paradoxically, however, just 
this eclectic approach could be regarded, 
perhaps by itself, as a way to influence 
views about fruitful research, by recogniz- 
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Appendix, Membehs ok Prize Commi hee 1969-1984 


Hehtii, Ohi.in 

Stockholm School of Kconomic;. 

Khik Lundbehc; 

Stockhohn School of Kconoimc') 

Inovar Sven.mi.son 
Univer.sity of Slockholm 

Herman Woi.d 

University of Hppiala, flrmersil) ot (iothenburg 

ASSAR I.INDBECK 

llnivcrsit\' of Stockholm 

ftAciNAR Beni ZEE 
University of Uppsala 

Sl^NE UABUSON 

University of Uppsala 

Lars Werin 
LfniversRy of Stockholm 

Inc.emar Si Am. 

University of laind 

Kare-Gohan Maeer 
Stockholm School of Uconoirucs 

ing research fields and methods that are 
not being in favor, for the time, because 
of the bandwagon effects connected with 
new fashions. Thus, it may be argued that 
the prize-awarding authority has demon- 
strated implicitly that there are many dif- 
ferent ways to advance a science like eco- 
nomics: rigorous deductive theorizing, 
vhether by way of verbal, geometric or 
mathematical techniques; the develop- 
ment and application of new concepts, 
dassification and methods of analysis; rig- 
)rous empirical testing of existing hypoth- 
;ses, as well as less formalized confronta- 
ion of various hypotheses with empirical 
act; or “simply” profound observation 


1969-1974 (Chairman) 

1969-1979 (Chairman 1975-1979; 

associate member 1980- ) 

1969-1971 


1969-1980 

1969- (Chairman 1980- ) 

lOT.-v- (Secretary 1969-1980, 1982- ) 

1972-1979 (.Associate member 1980- ) 

1980- (Secretary 1981; associate 

memix'r 1975-1979) 

1980- 


1981- 


and nonformalized theorizing about eco- 
nomic behavior and mechanisms. 
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I, Introduction and Historical Overview 

IE PROMINENCE of transportation eco- 
nomics within the discipline has had 
an uneven history. At the turn of the 
twentieth century, transportation eco- 
nomics featured some of the most impor- 
tant normative analyses that were being 
undertaken: eg., John Maurice Clark 
(1923) and P'rank Taussig (1913) were try- 
ing to develop procedures for allocating 
costs among particular users of transporta- 
tion facilities; Francis Edgeworth (1925) 
and William Ripley (1912) were attempt- 
ing to determine optimal rates for rail- 
roads; Arthur C. Pigou (1912) and P’rank 
Knight (1924) were developing optimal 
pricing and investment rules for roads. 
Unfortunately the field’s prominence was 
not sustained past the 1920s as economists 
began to pay greater attention to the 
mathematical foundations of general eco- 
nomic theory and macroeconomic issues. 
In the next few decades, relatively little 
attention was paid to transportation prob- 
lems. Since the 1950s a slow but steady 
revival of interest in the field has taken 


place, leading to a current intensity not 
witnessed for more than fifty years. 

Early research in transportation eco- 
nomics laid the foundations for a field that 
was ultimately concerned with address- 
ing normative economic issues such as 
optunal freight and passenger fares, and 
the social desirability of regulating the 
carriers’ operations. This concern with 
normative issues has been maintained 
throughout the development of the field. 
However, within the last fe'*' decades 
there have been advances in the concep- 
tual formulation of various problems as 
well as the application of more sophisti- 
cated analytical tools, whose methodology 
led to greater precision in understanding 
positive issues, such as determinants of de- 
mand and the costs of providing various 
transportation services. They have also 
produced stronger analytical foundations 
for normative analyses of issues such as 
optimal pricing and investment levels for 
transportation infrastructure and the de- 
sirability of regulating the transportation 
industries. In addition, contemporary ana- 
lytical tools and conceptual approaches 
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can be, and often have been, used by econ- 

omists in other Eelds. 

Our objective in this paper is to surrey 
the literature in transportation econom- 
ics,‘ exploring two basic themes: first, the 
conceptual developments in the analysis 
of supply and demand, which recognize 
noteworthy aggregation biases in the em- 
pirical work on aggregate data and indi- 
cate that a correct analysis of the issues 
should take place at a highly disaggre- 
gated level; second, the use of these con- 
ceptual developments to evaluate elR- 
ciency aspects of transportation pricing, 
investment, and the impact of govern- 
ment regulation on resource allocation 
and distribution in the transportation sec- 
tor. It is important to acknowledge that 
our survey is based on research through- 
out the world but our institutional per- 
spective and, to some extent, the topics 
hat are covered is based largely on the 
J.S. experience. 

Historically, transportation has at- 
.racted the attention of students in a num- 
ber of disciplines including engineering, 
sconomics, and management science (Ed- 
vard Morlok 1978, published an overview 
f transportation engineering and D. 
!)aryl Wyckoff (1974, 1976) wrote an over- 
iew of transportation management). In 
:s inception, the primary analytical focus 
n each discipline was the railroads and, 

3 some extent, pricing of and investment 
the transportation infrastructure. As 
Dinted out by Alfred Chandler (1977), 
le railroads were among the first modern 
arporations; as such, they presented a va- 

* George Stigler (1981) comments on Paul Joskow 
d Roger Noll’s 1981 survey on regulation, asserting 
at the proper time to survey a body of literature 
after the subject is developed. Admittedly, while 
is not clear when that is achieved, I argue that a 
insiderable degree of stability has been reached 
the ways of looking at transportation problems 
id the sorts of questions that are important to ask. 

■ be sure, there is not complete agreement on 
any answers. However, a strong consensus about 
; "correct” answers might indicate that the field 
stagnant. 


riety of challenging problems; their im, 
pact on economic growth and develop- 
ment well as the private management 
and public regulation of their operations. 
Consequently, a substantial literature ap- 
peared on a variety of economic aspects 
of railroad transportation, especially rates 
and costs (J. M. Clark 1910, and D. Philip 
Locklin 1933 survey this literature; Sylves- 
ter Damus 1981 al.so discusses it), and the 
basic principles of railroad operations and 
their effect on the economy (Stuart Dag- 
gett 1920, 1922; Dionysius Lardner 1850, 
Locklin 1928, Arthur Wellington 1887). 
Perhaps the literature’s most important 
feature is that many issues that were 
raised are still of concern today: e.g., the 
efficiency aspects of rail rates and the cost- 
minimizing level of traffic density on a 
railroad network. 

Another topic that received attention 
was the pricing of transportation infra- 
structure, particularly congested and un- 
congested roads (Jules Dupuit 1849, 
Charles Ellet, Jr. 1840, Knight 1924, and 
Pigou 1912). Again, the basic issues in this 
literature — optimal first-best and .second- 
best pricing of public transportation facili- 
ties — continue to receive attention today. 

One significant aspect of early transpor- 
tation literature is that a number of impor- 
tant economic concepts were developed 
in the context of analyzing transportation 
problems before they were developed and 
incorporated into the mainstream eco- 
nomics literature: for example, Ramsey 
pricing (Dupuit 1844) and economies of 
scope or joint production (Wellington 
1887). In addition, some of the earliest 
analyses of important empirical questions, 
such as whether a particular industry ex- 
hibits economies of scale, can be found 
in that same literature (M. O. Lorenz 
1916). Indeed, a primary explanation for 
the long tradition of empirical work in 
transportation economics is the extensive 
data collection efforts that have accompa- 
nied c^overnment remiLHon. 
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Unfortunately, significant contributions 
to the early literature were unmatched, 
'or the most part, in the next few decades, 
following the 1920s. Given the general 
movement of the profession, away from 
jmpirical and institutional issues towards 
heory and methodology, transportation 
vas used primarily in economic studies 
0 illustrate a particular point (Harold Ho- 
elling 1938) or to motivate an analytical 
3 chnique (Tj ailing Koopmans 1951). To 
:e sure, there were some important ana- 
ytical contributions during this period 
e.g., Martin Beckmann, Charles McGuire 
nd C. B. Winsten 1956). However, unlike 
nuch of the early work, these were not 
'eeply rooted in a realistic institutional 
rainework, nor were they able to shed 
luch light on important transportation 
>olicy. 

A major revival of the field occurred 
.'ith the publication of the classic book 
y John Meyer, Merton Peck, John Stena- 
Dn, and Charles Zwick (hereafter, MPSZ) 
icouornics of Competition in the Trans- 
iortation Industries (1959). This was a sys- 
jmatic and comprehensive analysis of 
•ansportation resource allocation prob- 
jms, using contemporary state-of-the-art 
atistical techniques for the empirical 
.'ork which, in many ways, has come to 
^present the birth of modern transporta- 
on economics.* 

In their study, MPSZ examined the 
haracteristics of various passenger and 
eight transportation modes. They ar- 
ued that a number of services (e g., in- 
srcity railroad passenger service) and cer- 
ain policies with regard to them were 
ontributing to a considerable misalloca- 
on of resources in the United States 
conomy. For instance, it was claimed that 
lere would be a substantial increase in 
le amount of rail’s freight traffic and an 

* Other transportation economists had analyzed 
^veral issues addressed by Meyer et al. but no single 
'ork matched the analytical scope and depth of their 

ook. 


improvement in resource allocation if rail- 
road rates were reduced from regulated 
levels to reflect the cost of providing ser- 
vice. 

Since 1959 the field has grown at a 
steady rate. A number of MPSZ’s conclu- 
sions, which were based on costs and tech- 
nology in the 1950s, have been re-ex- 
amined as the economic environment 
changed. Moreover, current research has 
placed considerable emphasis on meth- 
odological issues as well as procedures for 
applying and improving analytical tools. 
This aspect of the literature will receive 
particular attention here. 

In the next section we identify the most 
important features of transportation. This 
discussion will serve to motivate the evo- 
lution of conceptual approaches toward 
certain aspects of transportation as well 
as to distinguish transportation economics, 
to a notable extent, from other fields of 
economic inquiry. Sections 3 and 4 exam- 
ine positive economic developments in 
the analysis of transportation supply and 
demand. These have primarily drawn 
upon advances in the theory of cost and 
production, and in the theory of consumer 
demand. We then turn our attention (Sec- 
tion 5) to the normative issues of pricing 
and investment; in Section 6 we examine 
the research concerned with the impact 
of regulation on the behavior of transpor- 
tation firms and on the performance of 
transportation industries. The analysis of 
these issues has drawn upon recent devel- 
opments in public finance and industrial 
organization as well as on conceptual ad- 
vances analyzing transportation supply 
and demand. The Conclusion is a discus- 
sion of future directions of research.* 

*This paper will not be concerned with urban 
transportation planning and policy (for thorough 
treatments of this topic see Lyle C. Fitch and Associ- 
ates 1964, Wilfred Owen 1956, 1976). In addition, 
we shall not discuss the relation between land use 
and transportation because this topic has been thor- 
oughly surveyed (Mahlon Straszheim 1972, Jos^ A. 
Gomez-lbanez 1975, 1978, and Meyer and Gomez- 
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If, Salient Features of TTansportation 

Almost everyone acknowledges that 
transportation is a vital service because 
it is a factor in nearly all other economic 
activities. Clearly, a most important as- 
pect of its input is the pervasive presence 
of government. Not only was the railroad 
industry one of the first in the United 
Slates to be brought under government 
regulation, but it and other transportation 
industries have been among the most ex- 
tensively regulated. Specifically, price, en- 
try, exit and operating rules for most 
transportation modes have been subject 
to .some form of governmental control. Its 
justification and impact have been the 
subject of much research. In addition, be- 
cause government provided a great part 
of the infrastructure, there has been con- 
siderable interest in determining how this 
infrastructure should be priced and what 
guidelines should be followed in making 
future investments. 

Because most issues in transportation 
economics ultimately have some “real- 
world” policy implications, it has been es- 
pecially important for economists to incor- 
porate into their models the central insti- 
tutional features of transportation in order 
to draw out fully the policy implications. 
These features include the spatial nature 
of the transportation product, the impor- 
tance of service quality, and problems re- 
lated to peaking demand. As will appear 
below, each feature has had significant im- 
plications for the conceptual development 
of the major areas of transportation eco- 
nomics. 

The spatial nature of transportation has 
significantly influenced analyses of trans- 
portation supply. To begin with, one con- 
fronts the need to define the output of a 


Ibanez 1981). Perhaps contrary to popular beliefs, 
these surveys conclude that transportation policy is 
unlikely to be a major force in molding large-scale 
changes in metropolitan land use, and that it is par- 
icularly unlikely to shape the relative growth rates 
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transportation firm or agency. Generally, 
the appropriate deSnition, which incorpo- 
rates the spatial nature of transportation, 
is the movement of a commodity or pas- 
senger from a specific origin to a specific 
destination over a particular time period; 
in other words, a commodity or passenger 
trip. Given this definition, it should be 
clear that the activity of a transportation 
firm consists of providing many different 
commodity and/or passenger trips over 
its network. The analysis of cost and pro- 
duction in transportation, therefore, has 
gradually come to grips with the spatial 
aspect of the transportation product by 
recognizing that the foundations of the 
subject lie in the theory of the multi- 
product firm as opposed to the traditional 
theory of the single-output producer.* 

In contrast to many other economic ser- 
vices, individuals’ valuations of service 
quality as a percentage of their wage rate 
have been found to be very high (for em- 
pirical evidence, see Table 4). The poten- 
tially overriding importance of service 
quality to the user of transportation has 
had a significant influence on the develop- 
ment of demand analysis. The various 
components of service quality — travel 
time, comfort, reliability, etc. — are recog- 
nized as important attributes of a trans- 
portation mode. The users’ valuation of 
these attributes will depend on the char- 
acteristics of their utility function, itself 
dependent on their tastes and the activity 
to be performed at the destination. These 
features have led investigators to recog- 
nize that all individual users actually face 
a choice among various bundles of attri- 
butes when they consider which mode 

‘Specifically, it has been recognized that a trip 
from Boston to New York is not the same output 
as a trip from New York to Baltimore. Moreover, 
although temporal aspects of the transportation 
product might be accommodated by the multiprod- 
uct theory, empirical problems arise because every 
trip must be considered as a distinct output. Empha- 
sis, therefore, has been concentrated on characteriz- 
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\ will maximize their utility.® In recent 
work, this perspective has been fruitfully 
employed in qualitative choice models of 
transportation demand behavior. 

Demand patterns in transportation are 
similar to those in some other service in- 
dustries in that they are characterized by 
large seasonal and diurnal fluctuations. 
Furthermore, passenger and freight trans- 
portation activity in particular periods, 
specifically during the morning and eve- 
ning rush-hours and before major holi- 
days, constitutes a much greater utiliza- 
tion of transportation capacity than 
activity in off-peak periods. In response, 
the level of capacity in a transportation 
system is generally one that can accommo- 
date peak demand. This leads to two im- 
portant considerations when analyzing 
pricing and investment. First, optimal 
(marginal cost) pricing and investment 
rules in transportation generally have 
been characterized by an attempt to ac- 
count for the congestion externality asso- 
ciated with peaking demand in the pro- 
cess of determining the best short-run and 
long-run utilization of a particular facility. 
Second, because the technology that un- 
derlies the investment in transportation 
infrastructure, which is designed to ac- 
commodate peak demand, is often charac- 
terized by targe scale economies, marginal 
cost pricing can lead to deficits that must 
be covered by a subsidy if transportation 
service is to be financially viable. Because 
large subsidies may not always be availa- 
ble, there has been considerable interest 
in deriving second-best prices that ensure 
financial viability. Second-best price and 
investment guidelines are also of inter- 
est because of regulatory constraints and 
taxes, which distort the relative prices of 
various transportation modes. Bearing the 
central institutional features of transporta- 
tion in mind, we turn our attention in the 

’ This perspective is actually based on Kelvin Lan- 
caster’s (1966) work on demand theory. 


remainder of the survey to the major posi- 
tive and normative issues that have been 
addressed by transportation economists. 

in. Transportation Supply 

Research on transportation supply has 
been primarily concerned with estimating 
firms’ cost functions. This research has 
been motivated by both academic ques- 
tions and policy questions. From an aca- 
demic perspective, there has been consid- 
erable interest in determining whether 
scale economies exist in various transpor- 
tation industries. If so, this is sometimes 
offered as a justification for regulating the 
industries. In addition, there has been in- 
terest in estimating cost functions for the 
purpose of comparing the costs of particu- 
lar modes. Comparative cost analyses are 
potentially useful in assessing whether 
freight and passenger transportation ser- 
vices are being provided at least cost to 
society and in identifying the traffic levels 
at which a particular mode may have a 
cost advantage over other modes. Finally, 
estimated cost functions have been used 
to shed light on productivity growth in 
the transportation industries. Productivity 
growth estimates are helpful in evaluating 
the past and future economic perfor- 
mance of a particular transportation in- 
dustry. 

With respect to policy questions, trans- 
portation cost functions provide guidance 
to regulatory boards which need cost 
benchmarks to help set rates for services 
and to managers for purposes of budget 
preparation and control (Meyer and Ger- 
ald Kraft 1961). 

The earliest analyses of transportation 
costs, specifically concerned with railroads 
(Wellington 1887, Ripley 1912) concluded 
that more than one-half of operating ex- 
penses were independent of the volume 
of traffic. As pointed out by Ernest Wil- 
liams (1943), this generalization was later 
challenged by Lorenz (1916), J. M. Clark 
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(1923), Kent Healy (1940) and others who In this section we examine the concep- 


contend that, over a considerable range 
of traffic densities, it is possible to ad- 
just operations to the needs of traffic in 
ways that make costs highly responsive to 
changes in output. The crude method 
by which this result was obtained — basi- 
cally plotting railroad costs against an ag- 
gregate measure of railroad output (ton- 
miles) — was replaced by the widespre^ad 
introduction of statistical cost analysis in 
the 1940s. (Meyer 1958, discusses statisti- 
cal cost analysis in tran.sportalion, and Jack 
Johnston 1960, di.scusses this general 
methodology.) Continuing improvements 
in computational capabilities have facili- 
tated advances in applying this methodol- 
ogy by permitting more detailed and theo- 
retically sound specifications of costs. In 
addition, as pointed out by Alan Walters’ 
(1963) survey of costs and production, the 
preponderance of available data in trans- 
portation has also facilitated the applica- 
tion of statistical methods, particularly in 
analyzing rail transportation. Since Wal- 
ters’ survey, there has been much statisti- 
cal cost analysis of all modes of trans- 
portation.® 

* For .specific estimates of costs and .scale 
economies — for railroads; L.awrence Klein (1947), 
George Borts (1952, 1954, 1960), Johnston (1956), 
Kent Healy (1961), Joseph De.SaJvo (1969), Theodore 
Keeler (1971b, 1974), Zvi Griliches (1972), Georg 
HasenJeamp (1976), Robert Harris (1977), Donald 
Harmatuck (1979), Richard Spady (1979), Randall S. 
Brown, Douglas Caves and Laurits Christensen 
(1979), Ann Friedlaender and Spady (1981), Caves. 
Christensen, and Joseph Swanson (1981a, 1981b), 
Sergio Jara-Diaz and Winston (1981), Ronald Braeuti- 
gam, Andrew Daughety and Mark Turnquist (1982). 
For motor carriers: Roger Koenker (1977), Spady and 
Friedlaender (1978), Harmatuck (1981), Friedlaen- 
der and Spady (1981), Judy Wang and Friedlaender 
(1981). For urban bus and rapid rail: N. Lee and J. 
Steedraan (1970), Herbert Mohring (1972), Gary Nel- 
son (1972), Randall Pozdena and Leonard Merewitz 
(1978), Philip Viton (1980, 1981a). For inland water- 
ways: Leland Case and Lester Lave (1970), Daniel 
Boger (1979). For ocean transportation: Jan Jansson 
ind Dan Shneerson (1978), Esra Bennathan and Wal- 
jrs (1979). For airlines: Paul Cherrington (1958), 
Richard Caves (1962), George Eads, Marc Nerlove 
and W’hi m Radimhel (1969), Keeler (197*’), Georffe 


tual development of the analysis of trans- 
portation cost functions, moving from the 
simple single-output approach to multi- 
product approaches that are sensitive to 
the specification of the underlying tech- 
nology. In addition, we report some spe- 
cific results for illustrative purposes. Those 
readers interested in detailed discussions 
of modal-specific findings with regard to 
a particular cost issue are referred to the 
papers cited in footnote six. 

A useful starting point for analyzing the 
specification of transportation costs is to 
comider the simple cost model used by 
Harris (1977) to estimate the costs of rail 
freight transportation. In order to under- 
stand fully the improvements that have 
been made in the model, it will be helpful 
to discuss it in .some detail’ The specific 
total cost (I'Q equation is given by; 

TC — )8o + j3](ton-mile.s) 

-h /32(tons) + /? 3 (route miles) + c, 

Dougia.s and James Miller (1974), taiwrence White 
(1979), Caves, ('hristen.sen, and Michael Trethewav 
(1980a, 1983) 

For studies that use cost estimates for comparative 
cost analysis of competing modes — for freight modes: 
Meyer, Peck, Stenason. and Zwick (1959), Friedlaen- 
der and Spady (1981), For urban pa.s.senger modes: 
Meyer, John Kain, and Martin Wohi (196.5), J H. 
Boyd, N. J. Asher, and E J Wetzler (197.3), Keeler, 
Kenneth Small, and Associates (1975), For intercity 
passenger modes: Meyer, Peck, Stena.son and Zwick 
(1959), Keeler (1971a). 

’ For simplicity, we shall be concerned only with 
the fundamental concepts involved in a basic trans- 
portation cost specification. To be sure, dejjending 
on the transportation mode, there are a number of 
important technological considerations that should 
be included in the cost specification and correspond- 
ing discus-sion. For example, in rail freight it is impor- 
tant to draw a distinction between the costs of carry- 
ing bulk and high-value commodities, and to control 
for the effect on costs of the number of carloads 
originating on the rail line and at intermediate 
points. In addition, it is important to describe and 
to justify the various components that comprise the 
cost variable. Although these points are omitted from 
the discussion provided above, readers should under- 
stand that important technological considerations 
pertaining to the cost specificabon for a given mode 
should not be overlooked. 
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where € is an error term that accounts 
for measurement error and omitted influ- 
ences (e.g., factor prices) on costs. Ton- 
miles represents the aggregated output of 
a freight transportation firm (passenger- 
miles is the aggregated output for a pas- 
senger transportation firm) and forms the 
basis of estimates of economies of firm 
;ize. The variable “tons” represents an ad- 
ditional output measure. Its inclusion in 
the specification enables one to avoid the 
restriction, which is associated with simply 
using ton-miles to capture output, that the 
:}ost of moving one ton ten miles is equiva- 
lent to the cost of moving ten tons one 
mile. In addition, the parameter for tons 
:an be interpreted as capturing the effect 
sf the inverse of average length of haul 
(equal to tons ton-miles) on average 
:osts. This interpretabon is u.seful because 
me is often interested in identifying econ- 
omies that can be attributed to making 
longer freight or pa.ssenger movements. 
Finally, route-miles, the actual number of 
miles of distinct routing that a firm can 
and must serve by law (regulation), is used 
as a measure of the firm’s capacity.® Its 
inclusion in a cost specification is justified 
because it captures fixed maintenance and 
transportation expenses. Route-miles can 
be interpreted as an exogenous technolog- 
ical characteristic of the firm’s environ- 
ment because it is determined (histori- 
:ally) through the regulatory process.® 

his variable is important because it en- 
ables one to measure economies related to 
1 firm’s route system (network), whether 
the firm be a railroad, airline or transit 
"ompany. These economies are referred 
to as economies of density because they 
■apture the savings that result from mov- 
ng larger amounts of traflBc over a fixed 
oute system (network). 

* Note; this legal requirement stems from the com- 
mon carrier obligation that accompanies operation 
in a regulated environment. 

’Daniel McFadden (1978a) justifies the inclusion 
if exogenous technological variables in a cost specifi- 
-ation 


Recent literature has attempted to im- 
prove upon this basic cost specificatton in 
a number of ways. First, it has been pointed 
out (Spady and Friedlaender 1976) 
that the specification of output should 
be adjusted to capture attributes that 
pertain to the quality of output, the 
omission of factor prices represents a po- 
tentially serious specification error, and 
the specification of technology that corre- 
sponds to the linear cost function is too 
restrictive.'® The second set of issues, to 
be discussed in detail below, relates to the 
aggregation problems in measuring out- 
put. 

The hedonic transportation cost func- 
tion pioneered by Spady and Friedlaender 
(1978) attempted to address the first set 
of issues. A hedonic cost function differs 
primarily from a traditional cost function 
in that it attempts to control for the effect 
of the quality of output (not merely the 
physical quantity of output) on total costs. 
This cost function can be specified in the 
generic form for a given transportation 
firm as C = C(<f>(p,q), w;t), where 4> repre- 
sents hedonic output that is composed of 
the firm’s physical output y (measured in 
ton- or passenger-miles) and attributes 
that characterize the quality of the output 
q, such as (in principle) the firm’s service 
time; m is a vector of factor prices facing 
the firm, and t refers to a vector of given 
technological conditions such as a firm’s 
route miles. The functional specification 
of the cost function has been based up- 
on advances made in flexible functional 
forms that can be used for econometric 
estimation, particularly the translog ap- 
proximation" (Melvyn Fuss, Daniel Mc- 

’* In a more general setting, the restrictions on 
technology imposed by particular cost functions 
were identified and analyzed by Nerlove (1963), Wal- 
ters (1963), and McFadden (1978a). 

“ To be sure, the translog approximation runs into 
difficulty for zero values of output. In this case, a 
transformation using the Box-Cox metric (Caves, 
Christensen and Tretheway 1980b) can be used to 
apply this functional form. 
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F'adden and Yair Mundlak 1978, survey 
these functional forms), and has thus im- 
posed fewer a priori restrictions on the un- 
derlying structure of technology.’* 

Most recent studies in transportation 
cost analysis have focu.sed on the produc- 
tion activities of individual transportation 
firms and developed cost models that re- 
flect the insights that were gained from 
a detailed analysis of firm behavior. First, 
Braeutigam, Daughety, and Turnquist 
(1982, also DeSalvo 1969) characterized 
the engineering process by which a trans- 
portation firm produces its output and 
u.sed this characterization to develop a 
co.st specification. Second, Jara-Diaz and 
Winston (1981) attempted to incorporate 
the true output of a freight transportation 
firm — an origin-destination specific com- 
modity trip** — into a cost specification, 
thus focusing on the multiproduct aspect 
of a transportation firm’s production ac- 
tivity.'* 

By recognizing that the production pro- 

Strictly speaking, the hedonic specification 
given above imposes a separability restriction that 
output and output quality characteristics are separa- 
ble from factor prices and technological characteris- 
tics. This restriction may not be warranted in prac- 
tice (Caves, Christensen and Swanson 1981b); hence, 
a generalization of the hedonic specification that 
does not impose this separability restriction has been 
used (Friediaender and Spady 1981). 

** In the case of a passenger transportation firm, 
the appropriate output is an origin-destination spe- 
cific passenger trip 

“ Attempts to incorporate multiproducts can be 
found in some aggregate cost studies (for example; 
Klein 1947, Keeler 1974, Hasenkamp 1976, Fried- 
laender and Spady 1981, Caves, Christensen and 
Swanson 1981b) where (freight) ton-miles and pas- 
senger-miles have been used as distinct outputs of 
the transportation firm. This type of output disaggre- 
gation should be understood as product disaggrega- 
tion (i.e., passenger-miles are distinguished from ton- 
miles) as opposed to spatial disaggregation (i.e., out- 
lut between different origin-destination pairs is 
distinguished). Finally, note that the effect of multi- 
ile products on costs can be partially captured in 
a hedonic specification that employs product disag- 
gregation. For example, this can be done in trucking 
(Spady and Friedlaender 1978) by including a varia- 
ble that specifies the percentage of a trucking firm's 
output that consists of less-than-truckload (LTL) ship- 


cess of a transportation firm is appropri- 
ately modeled in a multiproduct frame- 
work, one is able to draw upon the well- 
developed theory of the multiproduct 
firm (Elizabeth Bailey and Friedlaender 
1982, surveyed this theory) to investigate 
questions about the existence and source 
of natural monopoly, multiproduct scale 
economies, and economies of scope in 
transpiortation firms’ operations. Multi- 
product scale economies indicate the be- 
havior of costs as the production levels of 
a given bundle of outputs change propor- 
tionately. These scale economies are com- 
posed of economies of scope and product 
specific economies. Economies of scope 
indicate whether the total cost of produc- 
ing a bundle of outputs jointly is less than 
the cost of producing each output sepa- 
rately, while product-specific economies 
indicate how costs change as the level of 
one output changes, the output of ail other 
products remaining unchanged. These is- 
sues were investigated for a very special 
case, namely the production activity of 
Class III railroad firms, by Jara-Diaz and 
Winston (1981).*® Specifically, a transpor- 
tation cost function that treated the tons 
shipped over specific origin-destination 
pairs as distinct outputs was estimated. 
Two important empirical results of this 
case study are likely to generalize to more 
complex transportation networks. The 
first demonstrates that the estimates of 
scale economies obtained from the multi- 
product approach (where outputs are not 
aggregated over origin-destination pairs) 
can be significantly different from those 
obtained from the aggregate single-output 
approach.*® The second demonstrates that 

As far as I am aware, this is the only totally disag- 
gregate analysis (in a spatial sense) of transportation 
costs. Note also that Class 111 railroads are quite spe- 
cialized; their classification is based, as of 1978, on 
operating revenues of no more than ten million dol- 
lars over a three-year average. 

'* The comparison of the estimates of scale econo- 
mies was effected by first fitting a time-series cost 
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he source of a transportation firm’s multi- 
)roduct scale economies can be identified 
1 terms of that firm’s product specific 
!Conomies and its economies of scope. 
The general reason for the existence of 

I bias in the single product aggregate ap- 
)roach is that it requires the components 
>f an output vector (traffic over a firm’s 
outes) to vary proportionally in order to 
istimate the degree of scale economies 
■orrectly (Griliches 1972, John Panzar and 
obert Willig 1977). Because it is unlikely 
hat traffic will vary proportionally over 

II or most routes, the aggregate single 
)roduct approach will undoubtedly yield 
in incorrect estimate of the degree of 
cale economies. Unfortunately, the quali- 
ative impact of this imprecision is not 
lear. 

Another advantage of the disaggregated 
ir multiproduct approach in transporta- 
ion making it especially attractive for pol- 
cy analysis is that it enables one to iden- 
ify .sources of particular economies and 

0 admit proper tests for natural monopoly 
William Baumol 1977). On the other 
land, because the totally disaggregate 
nultiproduct approach treats the traffic 
low between each origin-designation pair 
s a distinct output, this approach can only 
»e carried out completely for firms with 
ery small transportation networks (i.c., 
irms that serve a small number of origin- 
lestination pairs) in order to have a rea- 
onable number of degrees of freedom, 
^his suggests that some degree of spatial 

( ■ ) was a quadratic function, xi, denotes the ton.s 
hipped over a specific origin-destination pair j,a, 

• a parameter vector, and the presence of factor 
irices has been suppressed for the purposes of this 
i.scussion. An aggregate measure of output, ton 

liles, was then defined as ,Y, - where 

) 

' the distance between each origin-destination pair, 
Ising this aggregate measure of output, a cost func- 
iOn of the form Q == /(X,,A) 1 , was estimated 

(•here /( • ) was again a quadratic function and A 

1 the corresponding parameter vector. It was found 
flat the estimates of .scale economies produced by 
ic disaggregate and aggregate cost models were 
ignificantiy diflferent from one another. 


aggregation is necessary if this approach 
is to be applied to the larger (and more 
typical) transportation firms. Studies of the 
motor carrier industry by Harmatuck 
(1981) and Wang and Friedlaender (1981) 
that aggregate outputs by shipment size 
and length of haul indicate that such ag- 
gregation can be sensibly carried out 
while retaining the advantages of the 
multiproduct approach. It will be worth 
developing in future work a variety of 
procedures which, in combination with in- 
stitutional knowledge of the industry under 
study, can be used successfully for aggre- 
gation.*’ This will enable the multiprod- 
uct approach to be used to its fullest cap- 
abilities in new analyses and in studies 
that attempt to check the accuracy of con- 
clusions reached in previous aggregate 
work. In all fairness to simple aggregate 
cost models, it should be kept in mind, 
however, that they can often be more 
practical than sophisticated cost models 
when one needs a crude but reasonably 
reliable estimate of costs for a particular 
type of movement (Meyer 1958, F'ried- 
laender and Spady 1 980a, discuss practical 
and methodological considerations in 
transportation cost analysis). 

Illustrative results aud applications of 
the various cost models, in the context of 
some major cost issues, are useful. To be- 
gin, cost models have been used as a basis 
for estimating and comparing the costs of 
competing modes of transportation. In Ta- 
ble 1 we report results from the most re- 
cent comparative cost studies for each ma- 
jor form of transportation. As explicitly 
indicated in the table, some of the esti- 
mates refer to full costs (i.e., they include 
the traveler's time costs as reflected by 
his value of time). The estimates indicate 

An interesting research topic would be the de- 
velopment of tests that can be used to determine 
whether too much aggregation of output has taken 
place. Presumably, one would want to employ the 
maximum feasible amount of aggregation if only for 
cost purposes. For an initial analysis of this problem, 
see Wang and Friedlaender (1981). 
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TABLE 1 

COMPARAIIVE THANSPOHTATION CoST ESTIMATES 

A Urban Passenger* 







Pas.senger.s / hour 



1,000 

10,000 30,000 

Cost f)er 

Auto 

$ 4.15 

$4 15 $4.15 

passenger trip 

Rail BART 

$26.85 

$5.63 $3.73 

(1972 Dollars) 

Bus 

$ 4,46 

$2.89 $2.50 

B, Surface Freight*’ 






Manufactured Commodities 

Bulk Commodities 



Official Southwest 

Official Southwest 



Region Region 

Region Region 

Marginal Cost 

Rail 

4 892 2 925 

1 931 981 

(1972 v/lon-rnile) 

Motor Carrier 

4.922 4.602 

4.169 3.972 

C Intercity Passenger* 






Boston-New York 

Chicago Los Angeles 

City Pair Costs 

Rail 

$6.90-$9 50 

$44.0()-$110 00 

(1968 Dollars) 

Bus 

$ 8,40 

$ 54,60 


Auto 

$13.60 

$132.00 


Plane 

$15.00 

$ 60.30 


• Kt?eler, Small and Associates (1975, p 124). Estimates are full costs (including value of time) for six mile 
line-haul work tnp, assuming 12% discount rate, $3.00/hr value of tunc, and optimizing .service quality. 

*’ Friedlaender and Spady (1981, pp. 85, 89). Estimates are marginal co.sls for each commodity-shipping 
region pair evaluated at actual 1972 output levels of motor carriers of specialized commodities and Class 1 
railroads. Costs for Official Region comprise New tlngland, the Mid-Atlantic States, and the East-Central 
States, 

' Keeler (1971, p. 246). Rail, bus, and plane costs are based on cost per passenger mile, auto costs are ba,sed 
on cost per vehicle mile. Rail costs vary due to different assumptions regarding seating plans 


that bus transportation is generally the 
most efficient form of urban passenger 
transportation as it dominates rail for all 
passenger densities and auto for all but 
low passenger densities.** The findings 
clearly indicate that fixed-rail systems, 
iuch as BART, only seem to be justified 
m a full-cost basis for very high passenger 

ensittes. 

“ Keeler, Small and Associates (1975) diflFer from 
Vleyer, Kain and Wohl (1965) and Boyd, Asher and 
iVetzler (1973) in that they consider all major urban 
passenger modes and includes the full costs of urban 
ravel. Nonetheless, the main result regarding the 
'elative efficiency of bus is shared by all of the stud- 
es. 


In the case of surface freight transporta- 
tion, we find that rail’s marginal costs are 
lower than motor carrier’s marginal costs 
for the major commodity groups and ship- 
ping regions. However, it is important to 
note that in the case of manufactured 
commodities, rail’s cost advantage is fairly 
small. Thus, when one accounts for the 
value of motor carrier’s faster service time 
it is clear that rail is at a competitive disad- 
vantage (from a full-cost basis) for these 
types of commodities. 

Finally, we report comparative cost esti- 
mates for short-distance and long-distance 
intercity passenger trips. As can be seen. 
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he cost of the surface modes is lower than 
le cost of air for short-distance trips, 
vhile the opposite result appears to be 
he case for long-distance trips, especially 
vhen one considers full costs (i.e., ac- 
counts for the value of air’s faster travel 
ime). In addition, the results indicate that 
ail and bus are at a competitive disadvan- 
age for long-distance trips (from a full- 
est basis) with respect to air, and auto 
vhen the travel party consists of more 
han a few people. 

As indicated previously, one of the most 
mportant applications of transportation 
ost models has been concerned with esti- 
nating the degree of scale economies in 
transportation industry. In Table 2 we 
rovide estimates of cost elasticities for 
lil, motor carrier, and air transportation 
ased on a variety of studies. It is interest- 
ig to observe, in the case of rail transpor- 
tion, that all of the studies find the exis- 
2 nce of some scale economies, regardless 
f functional or output specification.'* The 
nplications of this finding with regard to 
iigulatory activity in the industry will be 
iscussed later. In contrast, different func- 
onal specifications and output specifica- 
ons in motor carrier cost models have 
id to different conclusions regarding the 
!xistence of scale economies. Interest- 
tigly, the most recent studies that have 

'“Keeler (1983) claims that these economies are 
ttributable to the pre-sence of economies of density 
T the industry that accrue from improvements in 
ine-haul operations (e.g., running longer and more 
requent trains), and capital and maintenance ex- 
xjnses. As noted by John Meyer in private corre- 
pondence, there is some evidence that economies 
)f density may be a function of historical accident 
)r inheritance. For example, some railroads in other 
Jarts of the world (e g., Canada) seem able to handle 
elatively low traffic densities without incurring 
harply higher unit costs. An explanation for this is 
hat these railroads were engineered in the first 
slace to be efficient at relatively low density levels. 
This suggests that the discovery of at least some of 
he economies of density in the U.S. railroad industry 
Jould be explained by U.S. systems being originally 
mgineered with more optimistic or ambitious traffic 
expectations in mind. 


drawn upon the major conceptual ad- 
vances discussed previously find constant 
returns to scale in the industry and, as 
such, suggest that the “scale economies” 
justification for regulation is inapplicable 
to this industry. Essentially, the more so- 
phisticated models utilized in these stud- 
ies reveal that while various economies 
can be achieved in particular motor car- 
rier operations, the contributions of prod- 
uct-specific economies and economies of 
joint production (scope) in motor carrier 
operations lead to overall constant re- 
turns. Finally, cost studies, concerned with 
the existence of scale economies in the 
airline industry, basically find that the 
industry is characterized by constant re- 
turns to scale, regardless of functional 
form. This provides a basis for optimism 
that the deregulated airline industry will 
remain competitive. In future cost analy- 
ses of the industry, it would be useful to 
investigate the robustness of the scale 
economies' estimates with respect to mul- 
tiproduct cost specifications that capture 
the spatial dimension of airlines' output. 

Thus far we have been concerned with 
applications that have attempted to con- 
tribute to our knowledge of the technolog- 
ical characteristics of a transportation in- 
dustry — in particular the degree of scale 
economies — and the comparative cost of 
various modes. Recent applications of cost 
models have also focused on dynamic 
questions such as the extent of productiv- 
ity growth (or decline) in a number of 
transportation industries (Meyer and Alex- 
ander Morton 1975; Meyer and Gomez 
Ibanez 1980; Caves, Christensen and 
Swanson 1980, 1981a, 1981b; Caves, 
Christensen and Tretheway 1981; Fried- 
laender and Wang 1983). 

Essentially, the procedure that is fol- 
lowed in econometric productivity studies 
is to incorporate a time variable into the 
specification of the transportation cost 
function. It should be noted that most 
econometric productivity studies of the 
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TABLE 2 


Ei.A.S'i K;n iEs ok THANsr’t)R rArK)N (’osts with Respect to Outpu t 


Rail" 




Study 

Functional Form 

Output Specification 

Cost Elasticity 

Keeler (1974) 

.\on linear 

Multiple products*" 

(spatial aggregation) 

.57 

Hams (1977) 

Lineal 

Single product 

(spatial aggregation) 

.64 

Kriedlaetider and Spady 
(1981) 

Translog hedonic 

Multiple products*’ 

(.spatial aggregation) 

.895 

C’avcs, Christen.sen. 
and Swanson (1981b) 

7 ra ns log 

Multiple products*’ 

(spatial aggregation) 

605-.716 

Jara-Dia/ and Winston 
(1981; 

Diiadralic 

Multiple products 

(spatial disaggregation) 

.352-.787 

Motor (Carrier 




Cost Elasticity 
at Sample Means 

Koenkcr (1977) 

laig-linear 

Single product 

> 1 

Spady and I'riedlaender 

Translog hedonic 

Single product 

> 1 

(1978) 

Spady and Friedluendcr 

I'ranslog nonhedonic 

Single product 

< 1 

(1978) 

Harmatuck (1981) 

Translog 

Multiple products' 

(spatial aggregation) 

= 1 

Wang and Friedlaender 
(1981) 

7'ranslog 

Multiple products 
(partial spatial 
di.saggregation)** 

= 1 

Air 

Eads, N'erlove, 

iN'onlinour 

Single product 

> 1 

Raduchel (1969)' 

Keeler (1972) 

Linear 

Single product 

= 1 

Douglas and Miller 

Seini-log-linear 

Single product 

= 1 

(1974) 

;^aves, Christensen 

Translog 

Single product 

= 1 

and Tretheway 
(1983) 


eler (1983) discusses in detail the construction of cost elasticity estimates and the range of output densities 
the time frame (short run vs. long run) for which they apply 

these studies passenger-miles and ton-miles were treated as .separate outputs (product disaggregation), 
this study less-than-truckload (LTL) output and truckload (TL) output were distinguished (product disag- 
;ation) 

e term partial-spatial disaggregation is used in this study because outputs were disaggregated by various 
[ths of haul as opposed to specific origin-destination pairs. 

ite: this study was concerned with “local service airlines” that are considerably smaller in every dimension 
3nue, average length of haul, number of aircraft, etc.) than the “trunk" airlines studied by the other 
lors. 
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ransportation industries have been con- 
:erned with estimating cost changes over 
;ime as opposed to output or revenue 
changes. This is largely because most 
transportation industries have been char- 
acterized by price regulation and service 
obligations; as a result, productivity mea- 
sures that focus solely on output or reve- 
nue changes may yield potentially mis- 
leading results. The equation that can be 
obtained by totally diflFerentiating an esti- 
mated transportation cost-function with 
respect to time can be used to simulate 
productivity changes; that is, in the rate 
of growth in total cost within a firm or 
industry over time. These can be allocated 
among other changes; output, factor 
prices, and a residual productivity effect. 

Productivity growth calculations are 
potentially useful. Those based on well- 
specified cost functions can provide con- 
siderable insight into the sources of re- 
cent failures or successes experienced by a 
firm or industry. For example, studies that 
have found low-productivity growth (i.e., 
less than 2 percent a year during 1951- 
1974) in the railroad industry (Caves, 
Christensen and Swanson 1980, 1981a, 
1981b; Meyer and Morton 1975) have 
identified, at a general level, one primary 
source of recent financial problems in the 
industry.*® On the other hand, economet- 
ric studies have not identified precisely 
the specific aspects of, and reasons un- 
derlying, particular railroad operations 
that have contributed to low-productivity 
growth. In general, future work on pro- 
ductivity in the transportation industries 
will be improved if attempts are made to 
pinpoint the major sources of and reasons 
for productivity performance*' as well as 

“Additional results from productivity studies in 
transportation are discussed in Section 6. 

” In this respect, it is useful to point out two trans- 
portation case studies that have identified the rea- 
sons underlying particular aspects of productivity 
performance in transportation industries. First, 
Aaron Gellman (1968) showed that high transconti- 
nental fares resulting from CAB (Civil Aeronautics 


the robustness of the productivity growth 
estimates with respect to varying assump- 
tions regarding the functional form of the 
cost function. 

IV. The Demand for Transportation 

The research on the demand for passen- 
ger and freight transportation has been 
motivated by an interest in estimating key 
parameters of the users of various trans- 
portation modes (e.g., their elasticities 
with respect to modal attributes such as 
price or service time) and their value of 
travel time. These parameters have been 
used to understand the nature of inter- 
modal competition in freight and passen- 
ger transportation, and used as key inputs 
to policy issues in pricing, investment and 
regulation. In addition, models of trans- 
portation demand have been used to fore- 
cast the demand for a new mode. 

The analysis of transportation demand 
has evolved from nonstructural aggre- 
gate engineering models that were 
developed to analyze traffic flows and 
routing (Thomas Domencich and McFad- 
den, 1975, survey and critique these 
models) to structural disaggregate qualita- 
tive choice models (Takeshi Amemiya, 
1981, wrote a general survey of qualitative 
choice models). It is important to note, 
however, that both aggregate and disag- 
gregate models should ultimately be de- 
rivable from individual behavior; at issue, 
primarily, in the aggregate /disaggregate 
dichotomy, is the nature of the data that 
was employed. 

The initial models that were used 
to estimate transportation demand were 
known as aggregate modal split models 


Board) regulations led to the introduction of econom- 
ically inefiBcient aircraft (namely, the turboprop 
DC7), thus hurting productisity performance in the 
airline industry. Second, Edwin Mansfield (1965) 
identified the important technological improve- 
ments that increased productivity in the rail industry 
following World War 11, in particular the replace- 
ment of steam locomotives by diesel locomotives. 
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(Eugene Perie 1964; J. McLynn and R. 
Watkins 1967; Richard Quandt and Bau- 
mol 1966; Kenneth Boyer 1977, and Rich- 
ard l,evin 1978). Aggregate modal split 
models attempt to determine the number 
of trips or amount of tonnage that is al- 
located between a given set of modes over 
a cross-section of city pairs, or mile- 
age blocks, on the basis of relative travel 
times and costs among modes and, in some 
cases, on the basis of certain characteris- 
tics of the pa.ssenge^rs or commodities 
that are transported. While pos.sessing a 
.simple structure, these models were se- 
verely criticized as having little behavioral 
grounding and as using highly restrictive 
linear functional forms (Tae Oum J979a). 

In respon.se to the shortcomings of the 
nonbehavioral modal split models, aggre- 
gate behavioral models of transportation 
demand have been developed. The pas- 
senger demand models (Oum and David 
Gillen 1979) assume that travelers maxi- 
mize their utility, while the freight de- 
mand models (Friedlaender and Spady 
1980b, Oum 1979b) assume that firms at- 
tempt to minimize cost in their use of 
transportation.^* Empirically, the.se mod- 
els overcome restrictions associated with 
the modal split models by utilizing flexible 
functional forms. It should be stressed that 
the basic unit of observation of these mod- 
els is still an aggregate share of a particular 
transportation mode at the regional or na- 
tional level. Potential drawbacks of this 
aggregation level will be discussed shortly. 

The next phase in the evolution of trans- 
portation-demand analysis, behavioral dis- 
aggregate demand-analysis is, on the one 
hand, consistent with the progression of 
conceptual development in transporta- 

** A concise derivation of a representative version 
of the passenger demand model is contained in Hal 
Varian 1978, p. 133. The freight demand modeb 
are derived by specifying a neoclassical cost-function 
for a given firm and deriving the demand for freight 
transportation, which is treated as an input into the 
production process, by Shephard’s lemma: Winston 
1983. 


tion costs in that it takes a more disaggre- 
gate approach to the activity, but its de- 
velopments have paralleled, rather than 
evolved from, recent improvements in ag- 
gregate transportation demand-models. 

A number of theoretical and empirical 
advantages of disaggregate over aggre- 
gate demand-analysis are responsible for 
the recent popularity of the former in the 
transportation field. F’irst, models that 
derive from the disaggregate approach 
are grounded in a theory of individual be- 
havior, which is generally consistent with 
the basic unit of empirical observation. 
Note, this consistency is generally lacking in 
aggregate demand-models. Second, the 
disaggregate approach is conducive to 
a much richer empirical specification, 
which captures important characteristics 
of the decisionmaker, than is an aggregate 
approach. Finally, one is able to get a bet- 
ter understanding of the degree of inter- 
modal competition because a disaggregate 
model is estimated using the actual attri- 
butes of the inodes for a given movement 
and the characteristics of the individual 
or commodity that require transportation. 
For example, in the case of freight trans- 
portation one uses the actual shipment 
size and service characteristics for a given 
movement to judge whether it is sensible 
to characterize particular modes as com- 
petitors for the shipments under study. 
In aggregate studies, this consideration is 
obscured as movements are aggregated 
into shares at the regional or national 
level; in the process of aggregation a sig- 
nificant amount of information regarding 
the “competitive interface” is lost.** Con- 
sequently, as we shall see, estimates of im- 
portant effects, such as market elasticities, 
are generally more accurate in a disaggre- 
gate modeling context. 

“ The notion of a competitive interface among 
modes simply refers to those dimensions along which 
competition among modes could take place (e.g., in 
freight transportation: shipment size, and length of 
haul). 
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Notwithstanding the conceptual 
strengths of disaggregate demand models, 
it is important to recognize that there are 
a number of practical limitations to this 
type of analysis. First, there are considera- 
ble data requirements that must be met 
in order to estimate a disaggregate trans- 
portation demand model. Not only does 
one have to obtain a sample of individuals’ 
mode-choices, but one must also collect 
data on the characteristics of all modes 
{chosen and unchosen) that are included 
in each decisionmaker’s choice-set. In ad- 
dition, even with the advances in com- 
puter software that have been made in 
recent years (Amemiya 1981, and Carlos 
Daganzo 1979 describe widely-available 
computer programs that can be used to 
estimate disaggregate demand-models) 
disaggregate demand models can be diffi- 
cult to estimate, particularly when there 
are a large number of alternative choices 
under consideration and/or the specifica- 
tion of demand is complex. Finally, mod- 
els estimated from aggregate data can be 
more practical than models estimated 
from disaggregate data in the context of 
large-scale analyses of transportation flows 
(Alex Anas 1981). That is, in practice, most 
disaggregate transportation demand stud- 
ies have been limited to a fairly narrow 
sample population (e.g., commuters in the 
San Francisco Bay Area; shippers of manu- 
factured commodities). 

Early work in disaggregate transporta- 
tion demand modeling can be found in 
Thomas Lisco (1967), D. Quarmby (1967), 
Domencich, Kraft and J. Valette (1968), 
Charles Lave (1969, 1970), Quandt (1970), 
Robert McGillivray (1970), Moshe Ben- 
Akiva (1973), and others. Although be- 
havioral disaggregate models of trans- 
portation demand have been in use since 
Stanley Warner’s study (1962), the major 
developments in economic and statistical 
ideas that form the basis for recent work 
are in two papers by McFadden (1973, 
197'*t ■r*'t IT*''*’'"' h’' Df'-T' 


and McFadden (1975). In this research, 
the individual decisionmaker is modeled 
as making the discrete choice of one of J 
particular modes (auto, bus, air, etc. for 
passengers; truck, rail or barge, etc. for 
shippers). The chosen mode is assumed 
to maximize the decisionmaker’s utility. 
The basic model that captures this behav- 
ior is a random utility model, which is 
specified for a given individual as 

= VOS; X(,S) c(X<.5) i = 1, . . . ,J, 

where Ui denotes the utility correspond- 
ing to the i-th transportation mode; it 
is divided into an observed component 
(termed the “mean” or representative 
utility), which is a known vector function, 
V, of the attributes of the mode, Xi, the 
socioeconomic characteristics of the deci- 
sionmaker, S, and an unknown parameter 
vector, >3, and an unobserved component, 
e, which contains the unobserved tastes 
of the decisionmaker and other unob- 
served influences. The individual will se- 
lect mode i if Ui > Uj for all i 9^ j. Since 
the utilities are random across individuals 
this event is a probability Pu namely 

Pi = Prob[Ui > Uj for all i ^ j]. 

To obtain a specific functional form for 
the mode-choice probabilities, one makes 
an assumption regarding the distribution 
of the es. If it is assumed, for instance, 
that the errors are distributed according 
to the extreme value distribution, then 
one obtains the following expression for 
the mode choice probabilities: 

3=1 

this is known as the multinomial logit 
model (MNL). If one assumes that the er- 
rors are normally distributed, then one ob- 
tains a multinomial probit model.** 

** Unfortunately, probit models do not have closed 
form expressions for the choice probabilities and thus 
can be more difficult to estimate than logit models. 

nft ■ * -nH V Hf ■ r-'- ’ * •<»h* 
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The multinomial logit model has re- 
ceived widespread use in disaggregate 
transportation demand-analysis. An exten- 
sive exploration of various specifications 
of urban passenger mode-choice, using 
this model, has been done by Kenneth 
Train (1976) and McFadden, Antii Talvitie 
and Associates (1977). In addition, there 
have been several applications of this 
model in the context of household auto- 
mobile type-choice (Lave, ed. 1980; Fred 
Manncring and Winston 1982). In the area 
of intercity freight transportation de- 
mand, a different discrete choice-model, 
the multinomial probit model, has been 
used by Winston (1981a) to estimate the 
choice of alternative freight transporta- 
tion modes. Finally, Alan Grayson (1982) 
and Steven Morrison and Winston (forth- 
coming) have used multinomial logit mod- 
els to estimate the demand for intercity 
passenger transportation. Estimates of 
some key parameters based on disaggre- 
gate and aggregate demand-studies are 
presented below. 

Although passenger and freight disag- 
gregate demand-analyses have shared a 
common methodology, it is worth point- 
ing out the major differences between the 
analyses. First, identification of the actual 
decisionmaker is more difficult in freight 
than in passenger-demand. That is, in pas- 
senger demand studies the decisionmaker 
is easy to identify — generally the head of 
household and/or principal driver (trav- 
eler) — while in freight transportation, al- 
though the decision is embedded in the 
larger production, distribution, and loca- 
tion problems faced by a firm, it could 
be made, ultimately, by a shipping or re- 

bility in specifying the error structure. This feature 
enables them to overcome a restriction in the MNL 
model where errors of each alternative must be un- 
correlated. (For further discussion of this problem 
and proposed test procedures: Jerry Hausman and 
McFadden 1980, and Hausman and Oavid Wise 
1978; for a complete discussion of probit models: 
Daganzo 1979). 


ceiving manager; or could reflect, quite 
simply, the solution to a firm’s overall 
profit-maximization problem. Clearly, dif- 
ferent freight demand models can result 
depending on how one characterizes the 
decisionmaking process (Winston 1983). 
An additional difference between passen- 
ger and freight demand models concerns 
their ultimate use. As will be discussed in 
more detail, passenger demand models 
have been particularly useful in address- 
ing issues, such as alternative pricing 
schemes for urban highways, which re- 
quire estimates of travelers’ value of time, 
while freight demand models have been 
especially helpful in addressing questions 
regarding the desirability of rate regula- 
tion in the freight transportation industry. 
To be sure, as we will see, there are some 
similarities in the questions that these 
models are used to address. 

Recently, the basic mode-choice frame- 
work has been extended to accommodate 
analysis of joint choices. These involve a 
discrete choice (e.g., mode) and an addi- 
tional discrete (e.g., destination) or contin- 
uous (e.g., vehicle utilization or quantity 
shipped) choice (Steven German 1976, 
Richard Westin and Gillen 1978, Train 
1980, James Berkovic and John Rust 1981, 
McFadden and Winston 1981, Yu-sheng 
Chiang, Paul Roberts, and Ben-Akiva 1981, 
Mannering and Winston 1982, Morri- 
son and Winston, forthcoming; also, Kain 
1964 has published an aggregate joint- 
choice study). Joint-choice models are im- 
portant because they characterize trans- 
portation choice in the context of other 
activities that either affect or are affected 
by the transportation decision. For exam- 
ple, in intercity passenger vacation travel 
it is important to understand how the 
mode-choice decision relates to the choice 
of destination. As such, joint-choice mod- 
els are more realistic than conventional 
single-choice models, from a theoretical 
point of view, because important endoge- 
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nous choices are jointly analyzed instead 
of being treated as exogenous. In addition, 
this improvement in realism can lead to 
changes in estimation results.^ 

Essentially, the structure of a Joint- 
choice model can be represented as fol- 
lows. Let U denote the following indirect 
utility function** 

Vm. Y- ri,S.P„Zi, 

* = . I 

where 

P unknown parameter vector 
i: the discrete choice of an alternative i 
r,.' price of alternative i 
Y- income of decisionmaker 
S: additional socioeconomic characteristics 
P,: price of a continuous choice x 
Z(. attributes of alternative t and other influ- 
ences 

€(• unobserved attributes of alternative i 
T); unobserved characteristics of the decision- 
maker. 

The continuous choice, x, conditional on 
the discrete choice, /, can then be derived 
by Roy’s Identity, namely: 

“ As an illustrative case, consider the estimation 
of a mode-choice price elasticity from an intercity 
freight mode-choice model that treats shipment size 
as endogenous (i.e.. a joint-choice model of mode 
and shipment size) versus a mode-choice model that 
treats shipment size as exogenous In general, it can 
be argued that the price elasticity obtained from 
the joint-choice model will be larger than the one 
obtained from the mode-choice model That is, in 
a joint-choice model the effect of, say, an increase 
in the price of rail will have a negative impact on 
an endogenous shipment size (all else being constant) 
because the shipper would be induced to decrease 
shipment size in anticipation of being more likely 
to use the alternative (and relatively less expensive) 
mode (e.g., truck). Further, because shipment size 
is included in the inode choice specification, this de- 
crease in shipment size will reduce the probability 
of using rail because smaller shipment sizes lead to 
the use of truck. This effect on mode choice will 
combine with the direct effect on mode choice 
caused by the change in relative prices in the mode 
choice equation, to lead to a larger mode-choice 
price elasticity than in the case where shipment size 
is treated as exogenous (i.e., not influenced by the 
change in the relative prices of the modes). 

“The following formulation is particularly rele- 
vant for passenger transportation. The McFadden 
and Winston (1981) formulation Ls more appropriate 
for freight transportation. 


dV/dP, 

^ bvidY 

while the discrete choice probabilities are 
given by 

Pi = Prob j(Ci, . . . €j, T}) 

\V(i, Y- n, S, P^, Z,, €,,7/) 

> VU, Y- 0, S, Px, Zy, Cj ,T)) 
for all 

In practice, a number of alternative for- 
mulations have been used to model joint 
choices in transportation. These include 
formulating a choice set that combines a 
discrete choice with a particular interval 
of a continuous choice (e.g., a choice could 
consist of shipping by rail with a shipment 
size between forty-thousand and fifty- 
thousand pounds: Chiang, Roberts anc 
Ben-Akiva 1981), and analyzing the 
choices sequentially (Train 1980).“ In fu- 
ture work it will be worthwhile to apply 
joint -choice models to a variety of prob- 
lems in transportation demand including 
firm location and freight mode choice, and 
business or pleasure trip departure time 
and urban passenger mode choice. 

lllustrativeapplicationsand results: The 
primary output of any estimated choice 
model consists of estimates of the coeffi- 
cients, jS. of a particular utility function. 
These coefficients can be used to calculate 
estimates of price and service time elastic- 
ities of demand and decisionmakers’ value 

Specification of functional forms for llie coiiliiiu- 
ous and discrete choices and estimation procedures 
can be found in Jeffrey Dubin and McFadden (1981): 
also, McFadden and Winston (1981). 

” For example, the sequential procedure consists 
of first estimating mode choice for work trips condi- 
tional on the other choice (e.g., automobile) then 
estimating the auto-choice model, using the pre- 
dicted utilities obtained from the mode-choice 
model as un explanatory variable. If one assume; 
that the errors for each model are distributed accord- 
ing to the generalized extreme value distribution 
(GEV), one obtains a nested logit model (McFadden 
1978b). 
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of travel time.** In Table 3 we present 
some illustrative elasticity estimates for 
the major forms of transportation.*® As can 
be seen, elasticity estimates in freight 
transportation vary widely, according to 
commodity group. As such, it is difficult 
to make any generalizations regarding the 
magnitude of freight transportation elas- 
ticities. It is interesting to note that ser- 
vice-time elasticities can often be as large 
as price elasticities, particularly in the case 
of perishable commodities, and that the 
use of disaggregate models provides po- 
tentially more accurate estimates of 


Unfortunately, standard errors were not calcu- 
lated for the value-of-time or elasticity estimates re- 
ported here. However, these measures are ba.sed on 
parameter estimates that were estimated with a rea- 
sonable amount of statistical precision Further, 
given the benefit of a considerable amount of work 
in the area, it is fair to say that the elasticity and 
value of time estimates that pertain to urban passen- 
ger transportation demand are fairly robust with rc- 
spiect to alternative specifications and data sets. On 
the other hand, it is probably the case that more 
studies are needed in the areas of intercity freight 
and pa.ssengcr demand before we can have complete 
confidence in the elasticity and value-of-time esti- 
mates that have been obtained thus far 

In general, the total elasticity of demand for a 
mode in a market, with respect to a modal attribute 
(e.g,, price) consists of three comtjonents: The first 
and usually the largest consists of modal diver- 
gence — the amount of patronage a mode will gain 
or lose from other modes operating in the same mar- 
ket in response to a change in its price in that market; 
second, destination divergence — the amount of pa- 
tronage a mode will attract to a given market from 
other markets in response to a change in its price 
in that market. The final component consists of “trip 
generation," i.e., the additional quantity of trips by 
fxjople who were already taking trips in the market 
and the quantity of trips by people who were not 
taking any trips that a mode will attract to a given 
market in response to a change in its price in that 
market. In essence, the last two components contrib- 
ute to increasing (or decreasing) the amount of pa- 
tronage in a given transportation market, while the 
first component contributes to allocating the patron- 
age among modes. 

It should be noted that the elasticities reported 
in Table 3 that are obtained from disaggregate de- 
mand and aggregate modal split modeb are properly 
referred to as mode diversion elasticities in that they 
treat market size as fixed. For further discussion see 
Morrison and Winston (forthcoming). 


elasticities.** That is, elasticity estimates 
from a disaggregate model indicate a 
greater degree of intermodal competition 
(through changes in price or service-time) 
for certain commodities than elasticity es- 
timates from aggregate models. 

The cost and on-vehicle time elasticity 
estimates for major urban transportation 
modes are generally of similar magnitude, 
indicating particularly, that reductions in 
on-vehicle time can be as effective as fare 
reductions in increasing public transit rid- 
ership levels. However, the small mag- 
nitude of these elasticities suggests that 
public policies, such as an increase in 
automobile tolls and initiatives by transit 
agencies (e.g., reducing on-vehicle time) 
are not likely to cause relatively large 
changes in urban travelers’ work trip mode 
choices. In addition, given that the pub- 
lic transit cost elasticities are generally in- 
elastic (i.e., less than 1.0) fare increases 
can lead to revenue increases. 

In contrast to elasticity estimates for 
urban passenger transportation, service- 
time elasticity estimates for intercity bus 
and rail transportation tend to be larger 
than the price elasticity estimates. Fur- 
ther, their large magnitude (i.e., greater 
than 1.50) indicates that reductions in ser- 
vice time could be significantly effective 
in increasing rail and bus-market share. 
Generally, the cost and service-time elas- 
ticities for air and auto are inelastic. This 
is not too surprising in view of the fact 
that these modes already possess a rela- 
tively large share of the United States' m- 
tercity travel market. 

The parameter estimates of mode- 
choice models can also be used to calculate 
estimates of how decisionmakers value 
travel time. The value of travel time rep- 

** In addition to possible specification inadequa- 
cies, the basic source of imprecise market elasticity 
estimates, from an aggregate transportation de- 
mand-model, is due to its use of average values for 
particular variables as opposed to actual values fac- 
ing each decisionmaker. 



76 Journal of Economic Literature, Vol. XXIH (March 1985) 


retents the marginal rate of substitution 
of money for travel time, i.e., the amount 
ol money decisionmakers are willing to 
sacrifice for a reduction in the amount of 
time that they or the commodity they ship 
sjxnd.s in travel. As pointed out by 
(.' j. Oort (1969, and Gary Becker 1965), 
this V aloe depends on the utility or disutil- 
ity that a decisionmaker attaches to time 
spent in a particular mode and to the op- 
portunity cost of travel. Hence, a high 
value placed on travel time could indicate 
that decisionmakers attach a significant 
amount of disutility to time spent in a 
given mode and/or that they attach a high 
opportunity cost to travel time, given 
their activity at the destination. 

In Table 4 we present some illustrative 
value of travel-time estimates for the ma- 
jor forms of transportation.^ As can be 
.seen, there is a wide disparity among esti- 
mates in the case of freight transportation 
'fhat is, for perishable commodities (e.g., 
fresh produce) the value of travel time 
leads to a notably high, implicit, discount 
rate while this is not the case for low-value 
manufactured products. (See explanation 
at the bottom of Table 4.) The finding of 
a relatively high value of rail and truck 

Operationally, the value of travel time is calcu- 
lated from a disaggregate demand-model based on 
utility maximization as the ratio of the estimated 
coefficient for travel time (which is in units of utility 
per unit of time) to the estimated coefficient for 
travel cost (which is in units of utility per dollar). 
The resulting estimate is thus in the appropriate 
units of dollars per unit of time. This procedure was 
used to obtain the value of time estimates reported 
in Table. 4. 

“Small (1978) and Nils Bruzelius (1979) discuss 
the value of travel time in the context of disaggre- 
gate demand-analysis. Critiques of value of travel- 
time estimates can be found in Ian Heggie, ed. (1976) 
and David Hensher (1976, 1978). Additional value- 
of-time esttmates in different contexts can be found 
in a number of studies: Leon Moses and Harold Wil- 
liamson (1963), Lisco (1967), Luke Chan (1975), Train 
(1976), Small (1982, 1983) for estimates in an urban 
mode-choice context, and Reuben Gronau (1970) 
and Arthur DeVany (1974) for estimates in an inter- 
city passenger-demand context, based on aggregate 
demand models. 


travel time for perishable commodities 
most likely reflects the disutility (i.e., possi- 
bility of spoilage or damage) that is associ- 
ated with the time that a perishable com- 
modity spends on a surface-freight mode. 

Estimates of the value of time in urban 
transportation also exhibit some disparity. 
The finding that the value of transit on- 
vehicle time is lower than the value of 
auto on-vehicle time most likely reflects 
the relative benefits of traveling by transit 
(i.e., being able to read, not having to fight 
automobile commuter congestion, etc.)®* 
while the high value of transfer wait-time 
reflects the disutility of having to interrupt 
a journey by transit and spend time wait- 
ing in a station for a connection. Finally, 
the high value of walk-access-time most 
likely reflects the disutility involved in 
time spent walking to a bus stop or rail 
station before one gains access to either 
of these modes. 

The value of travel time estimates for 
intercity pa.ssenger transportation indi- 
cate that the value of time associated with 
travel on surface modes is not particularly 
high. This suggests that these travelers do 
not perceive that time spent on these 
modes is particularly onerous nor do they 
attach a high opportunity cost to their 
travel time in terms of the time foregone 
from activities at their destinations. On 
the other hand, the estimates indicate that 
the value of time associated with air travel 
is rather high. This is most likely a result 
of the perceived opportunity cost of air 
travelers’ time, as indicated by their use 
of a mode that places a premium on speed. 

In addition to providing insights about 
users, value of travel-time estimates have 
been used as important inputs into cost- 
benefit issues in passenger and freight 


Note; this estimate pertaim to on-vehicle time. 
That is, it does not capture other components of the 
total trip-time such as wait-time, transfer wait-time 
and so on, which are often regarded as more onerous 
than on-vehicle time. 
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TAHLK 4 

Vai,i;e of Transportation Time Estimates* 


A. Freight* 


Rail 


Truck 


Value of travel lime as 
a percentage of ship- 
ment value 


21 % 

(perishable 

agriculture) 

6 % 

(primary and 
fabricated metals) 


18% 

(perishable 

agriculture) 

8% 

(primary and 
fabricated metals) 


B 


C 


Urban Pas.senger*’ 

Auto On- 
Vehicle Time 

Transit On- 
Vehicle Time 

Walk Access 

Time 

Transfer - 
Wait Time 

Value of time as a [ler- 
centage of wage rate 

178% 

74% 

338% 

165% 

Intercity Passenger* 

Auto 

Bus** 

Rail** 

Air 

Value of travel time as 
a pt'rcentage of wage 
rate 

6% 

79% -87% 

54-79% 

149% 


• Winston (1979) 

‘‘McFadden, Talvitie and Associates (1977). Estimates for work trips 
' Morrison and Winston (forthcoming), F.stimates for vacation trips 

* It is common practice in passenger transi>orlation studies to express value of time estimates as a percentage 
of the wage rate to facilitate various comparisons that can be made While there is no common practice 
for reporting value of travel-time estimates in freight transjsortation, one can interpret the value of travel 
time as a percentage of the shipment value as an implicit discount rate inclusive of storage costs (Winston 
1979). 

••In the case of bus the lower value apfilies to low-income travelers and the higher value applies to high- 
income travelers In the ca.se of rail the lower value applies to high-income travelers and the higher value 
applies to low-uicoine travelers 


transportation, such as evaluating alterna- 
tive pricing schemes in urban highways 
(Small 1983), identifying the optimal 
scheduling of work-trips (Small 1982), de- 
termining whether to build a transit line 
(Christopher F'oster and Michael Beesley 
1963, Glenn Westley 1978), assessing the 
desirability of railroad mergers (Harris 
and Winston 1983) and airline mergers 
(Dennis Carlton, William Landes, and 
Richard Posner 1980). These estimates are 
most important from a policy perspective 
because "value of time savings” typically 
account for a large fraction of the claimed 


benefits in transportation improvements,*® 

Finally, the parameter estimates ob- 
tained from disaggregate choice models 
can also be used to forecast the demand 
for a new mode of transportation (Mc- 
Fadden, Tahatie and Associates 1977, 
Lawrence B. Wilson 1977, and Winston 

** Other useful inputs to cost -benefit questions in 
transportation are estimates of travelers compensat- 
ing or equivalent variations with respect to changes 
in the price or service quality of a particular mode. 
Small and Harvey Rosen (1981) have developed pro- 
cedures to obtain estimates of these measures from 
estimated disaggregate demand mod^. 
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1981c). In lhe.se .stiidie.s, disaggregate de- 
mand inodeLs were used to forecast the 
demand for fixed urban rail transit 
(BARI’), air freight transportation, and 
ocean container service on the w'est coast 
of the l.f.S., respectively. Forecasts of the 
potential demand for new transportation 
modes can often be of interest from 
a marketing perspective, h’or example, 
it is likely that forecasts of the demand 
for intermodal (rail-truck) freight tran.s- 
porlation will tie of particular interest to 
freight carriers in the recently deregu- 
lated freight transportation environment. 

V. Pricing and Investment 

7’he importance of transportation in the 
functioning of the public and private sec- 
tor has generated considerable interest in 
the development of appropriate pricing 
and investment rules. Initial efforts con- 
sisted of deriving “first-best” rules which 
parallel those that have been developed 
in other areas of public economics (An- 
thony Atkinson and Joseph Stiglitz 1980). 
Recent work has recognized that the nec- 
essary conditions for first-best rules to be 
useful in transportation (e.g., the absence 
of substantial scale economies and of 
government-induced price distortions in 
competing modes) may not be satisfied. 
Thus, second-best rules have been devel- 
oped. It is significant that empirical calcu- 
lations of first-best and second-best prices 
and investment levels have drawn upon 
contributions made in the estimation of 
cost- and demand-functions. Indeed, one 
major development has been the emer- 
gence of specific estimates of optimal 
prices for transportation services. 

The development of first-best pricing 
and investment rules in transportation 
has mainly focused on urban transporta- 
tion; in particular, on the problem of de- 
riving optimal tolls and investment guide- 
lines in the presence of congestion on 
urban roads. The approach that is taken 


in this literature can be traced to the 
early work of Ellet (1840), Dupuit (1849), 
Pigou (1912) and Knight (1924). It parallels 
the theoretical development of peak-load 
pricing in public utilities (Marcel Boiteux 
1949, Jacques Dreze 1964). The basic ana- 
lytical framework was pioneered by Pigou 
(1912) and modeled formally in a short- 
run framework by Walters (1961). Moh- 
ring and Mitchell Harwitz (1962) recast 
the analysis into a long-run framework 
and established the relationship between 
optimal tolls and optimal long-run utiliza- 
tion of the road network. This analy.sis was 
generalized by Robert Strotz (1964) to 
handle a variety of assumptions regarding 
the characteristics of the road network.^® 

The pricing and investment problem 
can be formulated in terms of maximizing 
net social benefits, A'R, for trips over a 
road. It can be specified for multiple peri- 
ods as 

Max NB =--- 
Q,,w 

i [JJp,(Z)dZ - C>,AC,((;,,m)j - piw), 

where P,{Z} represents the inverse de- 
mand curve in period t, Z d variable of 
integration, AC, is the average cost func- 
tion in period I and includes all the ex- 
penses of user and publicly supplied in- 
puts (including the users’ value of travel 
time), Qt the flow of trips in period /, w 
the width of the road, and p the invest- 
ment cost over the T periods. The optimal 
pricing and investment rules obtained 
from the first order conditions are given 
by 

’"Additional refinements and extensions have 
been made by M. Bruce Johnson (1964), Mohring 
(1965, 1970), William Vickery (1969), and Donald 
Dewees (1979). 
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and 




that is, the price of a trip should be 
equated with its short-run marginal cost,®'' 
and the marginal cost of an additional unit 
of investment in the facility (e.g., urban 
roads) should be equated with the mar- 
ginal value of the benefits to the users of 
the facility (e.g., reduced user costs from 
time savings) attributable to the invest- 
ment. As shown by Mohring and Harwitz 
(1962), if there are constant returns to 
scale in road construction, the road will 
be exactly self-financing (i.e., toll revenues 
will cover costs) with optimal pricing and 
investment. If there are decreasing re- 
turns to scale it will earn a surplus, while 
if there are increasing returns to scale it 
will operate at a deficit. 

Using this basic framework, Keeler and 
Small (1977) drew upon cost estimates 
from a highway cost function and value 
of travel-time estimates from a disaggre- 
gate demand model and found that the 
user tolls and vehicle speeds for urban ex- 
pressways in the San Francisco Bay Area 
were significantly below optimal first-best 
levels during most time periods except 
slack periods. More specifically they found 
that optimal peak tolls (using a six percent 
interest rate) range from about three cents 
per vehicle-mile in the least-populated ar- 
eas, to about 15 cents per vehicle-mile in 
Oakland and San Francisco. This contrasts 
with actual user charges (i.e., gasoline 
taxes) of slightly more than one cent per 
vehicle-mile. From a policy perspective 
it can be argued, in some cases, that an 
increase in tolls to optimal first-best levels 
would actually lower full-trip costs by re- 
ducing congestion significantly and conse- 
quently the time-related costs of urban 
travel. The basic first-best pricing and in- 


The optimal congestion toll that must be set to 
ensure this equality is given by Qt-dAGIdQt. 


vestment framework was also used by 
Morrison (1983) to estimate optimal tolls 
(landing fees) and investment levels at 
congested airports. In general, he found 
that current fees are too low in peak peri- 
ods and too high in oflF-peak hours, indicat- 
ing that some airports are overused during 
peak periods.** 

Second-best considerations can be moti- 
vated in transportation for two basic rea- 
sons.*® First, one can point to public poU- 
cies that lead to pricing distortions in a 
particular mode such as auto, where prices 
are widely believed to be held below mar- 
ginal costs during peak periods (e.g., 
Keeler and Small 1977). These distortions 
could also occur because of government 
policies such as input taxes, investment 
and operating subsidies, etc. Second, the 
presence of scale economies might pre- 
vent marginal cost (first-best) pricing from 
covering costs, especially in the absence 
of a subsidy. The next body of literature 
to be discussed has offered some possible 
solutions to these problems. 

The general implication of public poli- 
cies that prevent the price of a particular 
mode of transportation from equaling its 
marginal cost is that the optimal price for 
a competing (or complementary) mode of 
transportation will not be at its short-run 
marginal cost.*® Assuming constant mar- 


“ Additional empirical applications concerned 
with first-best pricing and investment in transporta- 
tion can be found in Vickery (1963), Friedlaender 
(1965), Walters (1968, 1978), Holla Park (1971), Mar- 
vin Kraus, Mohring and T. Pinfold (1976), Viton 
(1977, 1981b), and Bennathan and Walters (1979). 
Overviews of the problem are found in R. J. Smeed 
(1968), Meyer and Straszheim (1971); discussions of 
the distributional issues involved are in Foster (1975) 
and Small (1983). 

*♦ Meyer and Straszheim (1971) discuss the possible 
inappropriateness of second-best rules in actual 
transportation applications. 

♦“H. Levy-Lambert (1968), M. Marchand (1968), 
Roger Sherman (1971), and James V. Henderson 
(1977) discuss this result in the context of transporta- 
tion, and Boiteux (1951), Alan Manne (1952), and 
R. Rees (1968) provide more general discussions. A 
parallel development of the analysis of the second- 
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giml utility of income, it can be shown 
(Ralph Tiirvey 1971) that the (second-best) 
price of the /-th mode, given price distor- 
tions in the other modes, is 


J'i - AfC. ~ 


i% dP, dQ, 


(Pj-MQ). 


That is, the i-th mode’s price should devi- 
ate from its marginal cost in accordance 
with the price-marginal cost distortions 
in competing (or complementary) modes 
weighted by the magnitude of cross-price 
effects and the slope of its inverse demand 
curve. 

Although it is clear in many issues con- 
cerned with determining optimal trans- 
portation prict\s that second-best pricing 
rules are appropriate, thus far few re- 
searchers have carried out an empirical 
analysis that uses this approach (excep- 
tions; Henderson 1977, Stephen Glaister 
and David Lewis 1978). Clearly, carrying 
out such empirical analyses, as well as in- 
vestigating their implications for the accu- 
racy of results, from first-best partial equi- 
librium pricing rules is an important area 
for future research. 

In addition to their implications for pric- 
ing rules, public policies that lead to price 
distortions may also have implications for 
investment rules. That is, the first-best in- 
vestment rule equates marginal benefits 
with marginal investment costs. However, 
as shown in Mohring (1970), William 
Wheaton (1978), Friedlaender (1981), 
Friedlaender and Subodh Mathur (1982), 
this rule will not be generally optimal in 
the presence of distortions caused by reg- 
ulation of output or fuel taxes. For in- 
stance, in the presence of fuel taxes, the 
optimal second-best investment rules 
require larger increases in investment 
which, in efiPect, operate like a subsidy, 
relative to first-best levels. Unfortunately, 


best occurred in international trade (James Meade 
1955), and in the general theoretical extension of 
that analysis (Richard Lipsey and Lancaster 1956). 


(he complexity of the problem prevents 
one from derivinfr simple formulae that 
characterize optimal second-best rules to 
be followed. On the other hand, there is 
some empirical evidence, in the case of 
the surface freight transportation indus- 
try (Friedlaender 1981, Friedlaender and 
Mathur 1982), that suggests the welfare 
cost may be fairly small if first-best invest- 
ment rules are followed when .second-best 
investment rules are appropriate. Clearly, 
more evidence is needed to determine 
whether the welfare implications of this 
Issue justify greater attention to the prob- 
lem. 

The second issue that has motivated 
the development of second-best rules 
concerns the existence of significant scale 
economies that prevent marginal cost 
pricing from covering costs. As pointed 
out by Baumol and David Bradford (1970) 
in their survey, the short-run static solu- 
tion to this problem is satisfied by the 
Rairney pricing conditions:^' assuming 
cross-elasticities of demand are zero, the 
percentage deviation of prices from mar- 
ginal costs should be inversely propor- 
tional to the own-price elasticity of de- 
mand, and the financial constraint is 
indeed met by the resulting prices. 

The development of “Ramsey-type” 
pricing rules has had a long tradition in 
transportation (Arthur T. Hadley 1886, E. 
Porter Alexander 1887, C. Colson 1910). 
Recently a number of empirical applica- 
tions using Ramsey rules and elasticity 
estimates obtained from transportation 
demand models have been carried out. 
Train (1977), drawing on Boiteux’s (1956) 
solution to the problem, estimated opti- 
mal second-best prices for rapid-rail and 
bus given their respective financial con- 
straints. He found for a plausible set of 

Dupuit’s work (1844) is generally regarded as 
the first treatment of the problem. An elegant gen- 
eral analysis, which takes a somewhat different per- 
spective than Frank Ramsey’s (1927), is in Boiteux 
(1956). 
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assumptions that, under second-best pric- 
ing, bus prices would rise relative to rapid- 
rail prices and that bus service would sub- 
sidize to a significant degree the operation 
dF rail service. Levin (1981a, 1981b) and 
Winston (1981b), drawing on a theoretical 
extension of the Ramsey Rule provided 
by Braeutigam (1979), estimated Ramsey 
trices for rail in the context of intermodal 
(truck-rail) competition. They found that 
under Ramsey pricing rail prices for low- 
value (bulk) commodities would rise sig- 
nificantly relative to the rail prices for 
high-valued manufactured commodities.** 
While representing an efficient pricing 
solution for transportation firms and agen- 
cies that face significant financial con- 
straints, it should be kept in mind that 
Ramsey pricing is plagued by equity prob- 
lems. They result from setting higher 
mark-ups over marginal costs for agents 
with relatively inelastic demands. In addi- 
tion, there are dynamic problems associ- 
ated with Ramsey pricing. For example, 
it has been argued in the context of rail 
freight transportation that Ramsey-type 
oricing** in the 1940s and 1950s and its 
associated markups, created incentives for 
shippers to change their underlying de- 
mand elasticities (e.g., through plant relo- 
cation) in ways that almost guaranteed 
Ramsey pricing would be undermined.** 
Future research in the area of transpor- 


An integration of Ramsey pricing with the sec- 
ond-best pricing rule (Turvey pricing) discussed on 
3age 73 has been carried out by Winston (1982). 
That is, prices have been derived to cover a financial 
constraint taking into account price-marginal cost 
divergences elsewhere. This leads to optimal depar- 
tures from nonmarginal cost pricing. 

" More specifically, rail engaged in value-of-ser- 
vice pricing, which set rates according to commodity 
value. This pricing procedure is analogous to Ramsey 
Pricing in that it is likely that shippers of high-value 
commodities (who face higher rates) would have 
lower elasticities of demand because transportation 
expenses accounted for a lower percentage of the 
final commodity cost. 

William Tye and Herman Leonard (forthcom- 
ing) and William Brock and W. David Dechert (1982) 
criticize static Ramsey pricing. 


tation pricing and investment should pay 
more attention to the actual process of 
implementing particular rules. Clearly, a 
given rule may indeed represent a poten- 
tial Pareto improvement over an existing 
rule. However, given political and infor- 
mational realities, for a rule to be imple- 
mented it may have to be demonstrated 
that the rule can represent an actual Par- 
eto improvement, especially in a world 
of changing technology. Interestingly, in 
the early 1960s some attention was paid 
to this issue (Vickery 1963, Johnson 1964). 
However, recent theoretical and empiri- 
cal contributions to pricing and invest- 
ment in transportation have not, for the 
most part been complemented by the 
development of processes of implemen- 
tation and of redistribution that are nec- 
essary for a rule to effectuate an actual 
Pareto improvement (an exception is 
Small 1983). To be sure, the development 
of such processes is an extremely challeng- 
ing task. Nonetheless, this work should be 
carried out if economists are to have sig- 
nificant input into this area of transporta- 
tion policy.** 

VI. Regulation 

As pointed out in Section 2, one of the 
most significant features of transportation 
is that a considerable amount of the inter- 
city freight or passenger service that has 
been provided has been subject to rate, 
entry and e.\it regulation. Early writings 
in this area essentially described the spe- 
cific regulations and their history (Stuart 
Daggett 1920, 1922; Locklin 1928, I. L. 
Sharfman 1931, James C. Nelson 1936, 
and more recently Gabriel Kolko 1965, 
George Hilton 1969, 1972), while the bulk 
of recent literature on regulation, di- 
rected mainly toward the surface freight 
and air transportation industries, has 

** For examples of the possible roles that transpor- 
tation economists can have in actually influencing 
pricing policies see Dr^ze (1964, p. 35). 
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drawn upon some conceptual advances in 
cost and demand analysis discussed previ- 
ously and tried to quantify I he welfare ef- 
fects of various regulations and to assess 
the likely impact and desirability of de- 
regulation. Indeed, as pointed out by Stig- 
ler (1981), one of the most fundamental 
changes within the last few decades, in 
the study of regulation, is that there have 
been several attempts to estimate empiri- 
cally the eflFects of a public policy. Within 
the context of economic regulation, the 
studies on transportation regulations by 
Meyer, Peck, Stenason and Zwick (1959) 
and by Caves (1962) are regarded gener- 
ally as classics. In addition to this research, 
recent work has analyzed the behavior of 
transportation firms under regulation 
with particular attention focused on vari- 
ous economic objectives that these firms 
may have in a regulated environment. 

A. Behavior of Regulated Traiiftportation 

Firms 

Until recently, most transportation 
firms in the U.S. have been subject to some 
form of price, entry, exit, and (in princi- 
ple) rate-of-return regulation. Various re- 
searchers have attempted to understand 
the behavior of regulated transportation 
firms using a variety of assumptions re- 
garding these firms’ objectives. 

For instance, under the a.ssumption that 
excess profits were competed to zero by 
noncollusive service quality competition, 
Douglas and Miller (1974) investigated the 
eflFects of the Civil Aeronautics Board’s 
(CAB) price regulation on the amount of 
capacity that is oflPered in the airline in- 
dustry. Through the use of comparative 
statics analysis, they derived the relation- 
ship in a stylized market between the in- 
dustry fare level, as set by the CAB, and 
the amount of capacity to be provided. 

"In a related study. White (1972) analyzed the 
effect of price regulation on product quality using 
the airline industry as an example. 


The authors then provided some empiri- 
cal evidence suggesting (subject to the 
zero profit constraint) that the regulated 
fare came close to maximizing the amount 
of capacity provided. As we shall discuss 
in Section 6.3, the implications of this find- 
ing are particularly significant with regard 
to evaluating the welfare eflFects of CAB 
regulation. 

In a somewhat different vein, Russell 
Cherry (1978) and Marilyn Flowers 
(1972) have drawn upon the seminal work 
of Harvey Averch and Leland Johnson 
(1962) in industrial organization and ana- 
lyzed the efficiency implications of regula- 
tory constraints on earnings in the motor 
carrier and public transit industries, re- 
spectively. In contrast to a number of 
studies of this problem in other industries 
(Joskow and Noll 1981), these analyses 
found the presence of a regulatory con- 
straint on earnings has led firms in each 
industry to provide its service in a manner 
that fails significantly to minimize costs. 
In particular, it appears that the labor 
force employed by these industries has not 
been efficiently utilized. 

Finally, there has been some recent 
work, particularly applied to the transit 
industry (Flowers 1972, Nelson 1972, 
C. A. Nash 1978, Glaister and J. J. Codings 
1978, Dieter Bos 1978), that has analyzed 
firm behavior under a variety of manage- 
rial maximization objectives, including; 
profit, welfare, ridership, and passenger- 
miles. Collectively, these studies have 
identified the tradeoffs that managers 
must make in terms of efficiency and dis- 
tributional consequences, in attempting 
to achieve a particular goal for their com- 
pany in a regulated environment. 

Given the current movement toward 
significant deregulation of the transporta- 
tion industries, it will be necessary for fu- 
ture researchers to analyze the behavior 
of transportation firms in a more competi- 
tive environment: namely, one which is 
characterized by decentralized price de- 
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termination and minimal legal barriers to 
entry and to exit. This impending change 
in the competitive environment indicates 
that a number of important issues con- 
cerned with pricing, service levels pro- 
vided, markets served, as well as mergers 
and acquisitions will have to be addressed 
if we are to understand the reasons behind 
particular firm behavior and the perfor- 
mance of transportation industries in the 
coming years. 

B. The Impact of Regulation on Surface 

Freight Transportation 

Analysis of the welfare eflFects of regu- 
lation in the surface freight transportation 
industry brings us back to some issues that 
were raised in the early literature. Essen- 
tially, the three primary eflFects of regula- 
tion on allocative efficiency can be charac- 
terized as; first, the static deadweight loss 
from rate regulation, caused by setting 
rates in excess of long-run marginal cost; 
second, the dynamic welfare loss from ex- 
cess capacity, attributed to exit regulation 
that has precluded abandonment of ser- 
vice; and, third, the adverse eflPect of regu- 
lation on technical change and productiv- 
ity. The first and third effect have been 
important in the rail and motor carrier 
industry, while the second has been of pri- 
mary importance in the rail industry. 

Although concerns about welfare effects 
of rate regulation in the rail industry can 
be traced to the work of J. M. Clark (1910), 
Locklin (1925), Hotelling (1938), Healy 
(1957), Meyer, Peck et al. (1959), among 
others, the initial attempt to estimate em- 
pirically the deadweight loss from rail rate 
regulation was carried out by Roy Harbe- 
son (1969). He used the comparative cost 
methodology which consisted of calculat- 
ing the difference between truck and rail 
marginal cost (adjusting rail’s marginal 
cost to account for its inferior service qual- 
ity) and multiplying this difference by the 
amount of traffic that should be reallo- 
cated to rail (on the basis of lower freight 


costs). He concluded that the welfare loss 
was quite large (roughly two billion dollars 
a year in 1963 dollars). Similar conclusions 
in terms of the magnitude of resource mis- 
allocation from rail rate regulation were 
reached by Thomas Moore (1975). Boyer 
(1977) and Levin (1978) obtained esti- 
mates based on the use of aggregate 
freight demand modal split models and 
standard consumers’ surplus measures 
that suggested the welfare loss was virtu- 
ally negligible (i.e., roughly one-hundred 
million dollars) when the relative levels 
of service quality provided by rail and mo- 
tor carrier were included. Most recently, 
Winston (1981b) took into account the fact 
that rate regulation has occurred in both 
the rail and motor carrier industries. An 
estimate of the freight system welfare loss, 
which lay between Harbeson’s estimates 
and those of Boyer and Levin, was 
obtained with the use of a disaggre- 
gate freight demand model. Interestingly, 
Boyer’s and Levin’s estimates have turned 
out to be based on flawed calculations 
which, when corrected, yielded results 
that were fairly consistent with Winston’s 
(Levin 1981a). 

In summary, there now appears to be 
considerable agreement that rate regula- 
tion has not imposed as large a social cost 
as Harbeson initially claimed. On the 
other hand, there is also agreement that 
the cost has not been trivial (i.e., on the 
order of one-billion dollars a year, in 1977 
dollars). Unfortunately, it is not clear that 
deregulation will eliminate this welfare 
loss because of the possibility that railroads 
will exercise market power in order to 
achieve financial viability (Levin 1981b). 
In other words, a regulation requiring 
rates to be set at marginal cost might be 
needed to eliminate the welfare loss. 

The question regarding the existence of 
scale economies and the presence of ex- 
cess capacity due to regulatory restrictions 
on abandonment of service has been ana- 
lyzed primarily in the rail industry. Stud- 
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ies that have been based on estimated 
railroad cost functions indicate that the 
welfare loss from excess capacity in the 
rail industry is nearly 2.5 billion dollars 
annually (Friedlaender 1969, 1971; Fried- 
laender and Spady 1981; Harris 1977; 
Keeler 1974, 1976; also, Michael Conant 
1964).^’ This view is also supported by 
studies that pinpoint the industry s low 
traffic density as an important source of 
its current financial plight (Harris and 
Keeler 1981; Levin 1981c). Thus, there 
appears to be a consensus-, welfare losses 
from regulatory restrictions that have pre- 
vented the abandonment of low density 
lines are not only greater than those from 
rate regulation but, on an ab.solute level, 
are quite substantial.^* Under deregula- 
tion, it is widely believed that a significant 
amount of the excess capacity that has 
plagued the industry for many years 
would be reduced. ■** 

F’inally, some research concludes that 
regulation has had an adverse impact on 
technical change and productivity in the 
surface freight transportation industry: 
Paul MacAvoy and James Sloss (1967) ar- 
gue that rate regulation retarded the in- 
troduction of trainload service for coal. In 
addition, Aaron Gellman (1971) contends 
that railroad regulation stifled innovative 
aspects of piggyback operations, delayed 
the introduction of aluminum hopper cars 

This view is shared even though there are poten- 
tial diflFerences among studies regarding the role of 
track. As pointed out by Spady (1979), the amount 
of track a firm has is largely a reflection of its common 
carrier obligations, although it certainly embodies 
some of the firm’s capital stock. A policy recom- 
mending that rail firms be allowed to abandon track 
does not necessarily imply, however, that the firms 
are overcapitalized. Rather it implies they have ex- 
cessive common carrier obligations. 

*• It should be pointed out that the rail industry 
has also suflFered from excess capacity in terminals 
and yards, and excessive work rules and labor costs 
(Harris and Keeler 1981). 

‘•This is not to say that improvements in yard 
and terminal operations, labor cost.s, and work rules 
will necessarily occur. 


and that backhaul restrictions in trucking 
have discouraged the industry from devel- 
oping innovative, adaptable equipment to 
carry liquid or dry freight. 

More recently, there have been some 
studies based on transportation cost func- 
tions that have provided an overview of 
the impact of regulation on productivity 
growth. In the case of railroads. Caves, 
Christensen, and Swanson (1981a) com- 
pared the productivity of U.S. railroads in 
the regulated environment with the pro- 
ductivity of Canadian railroads in a less 
regulated environment. Based on compar- 
isons between typical and specific U.S. and 
Canadian railroads during the period in 
which the only major change in the U.S. 
and Canadian environments was the di- 
vergence in regulatory policies, they find 
that if U.S. railroads’ productivity growth 
had been at the same rate as the pro- 
ductivity growth of the Canadian rail- 
roads’, U.S. railroad costs would be several 
billion dollars less each year. In the case 
of regulated motor carriers of general 
commodities, Friedlaender and Wang 
(1983) find very modest productivity 
growth. However, they point out that reg- 
ulation’s contribution to this performance 
is not clear. Taken collectively, this body 
of re.search suggests that the most impor- 
tant welfare concern regarding regula- 
tion’s effect on surface freight transpor- 
tation may have been its inhibition 
of technical change and productivity 
growth. As such, it should be expected 
that the greatest benefits from deregula- 
tion are likely to be seen in these areas. 

Given the passage of the 1980 Rail Stag- 
gers Act and the 1980 Motor Carrier Act, 

“Another issue that relates to the dynamic cost 
of regulation is its efTect on management incentives, 
the ability to recruit individuals with various man- 
agement skills, etc. While this issue is diGBcult to ana- 
lyze quantitatively, nonetheless it is believed that 
regulation has had an adverse effect on management 
quality in the regulated freight transportation indus- 
try. 
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future research must take a forward look 
toward competition in a deregulated sur- 
face freight transportation industry. In 
particular, how can the transition to de- 
regulation be managed effectively? What 
will the new competitive environment 
(rates, service, labor practices, antitrust 
enforcement, etc.) be like? Questions 
about the future of the rail and motor car- 
rier industry, such as the contestability of 
markets and overall market structure, the 
desirability and likelihood of continued 
merger activity, the long-run financial via- 
bility of the railroad industry, the distribu- 
tional consequences of deregulation, and 
the likelihood of intermodal operations 
and ownership will have to be studied 
thoroughly. 

C. The Impact of Regulation on Air 

Transportation 

Turning to passenger transportation, 
the most prominent form of regulation 
that has been studied has been intercity 
air transportation.®' Specifically, as in the 
surface freight transportation industries, 
rates, entry and exit have been regulated. 
What is different about the airline indu.s- 
try, however, is that while entry into city 
pair markets was limited, flight frequency 
was explicitly not regulated. As such, air- 
lines engaged in intensive service compe- 
tition through service frequency (schedul- 
ing) and through in-flight amenities. For 
the airline traveler, there are a number 
of potentially important issues related to 
the frequency of service. Douglas and 
Miller (1974) include the ability to get a 
flight at a desired departure time (the dif- 
ference between the desired departure 
time and the closest scheduled departure 
time is called “frequency delay”) or to 
minimize delay when getting a different 

To be sure, other passenger inodes, such as bus 
and rail, have been regulated. Some discussion of 
these modes is in Keeler (1971a) and John Wells et 
al , ed. (1972). 


flight, if the best-scheduled flight is un- 
available due to capacity constraints (this 
delay is called “stochastic delay”). 

The importance of service quality and 
the presence of industry regulation have 
led to a body of research that attempted 
to incorporate service quality consider- 
ations in an evaluation of the impact of 
regulation on fares and service. This issue 
has been analyzed in two ways. First, theo- 
retical models of optimal fares and service 
(capacity) under different market struc- 
tures and degrees of regulation have been 
developed (DeVany 1975b, Douglas and 
Miller 1974, Eads 1975, Gary Dorman 
1983, Richard Schmalensee 1977, Panzar 
1979).®* The predictions of these models 
have been used to compare equilibrium 
levels of fares and service in the regulated 
environment vis-a-vis those in a deregu- 
lated environment. Second, empirical 
analyses of the welfare effects of fare and 
entry regulation have been carried out 
(Richard Caves 1962, William Jordan 
1970, Eads 1972, Keeler 1972, 1978; 
Douglas and Miller 1974, John Trapani 
and Vincent Olsen 1982). In particular, 
airline cost-functions have been used to 
obtain estimates of the markup of regu- 
lated fares over long-run marginal cost, 
thus providing a basis for as.sessing the po- 
tential impact of entry on unregulated 
fares. The welfare loss from these higher 
fares was then compared with benefits 
that travelers have received from the con- 
comitant increase in service quality, more 
specifically increased flight frequency, 
that was provided in the regulated U.S. 
environment. Generally, each of these 

*’The theoretical issue .iddressed here, namely 
characterizing market equilibrium with explicit con- 
sideration of service characteristics, is potentially of 
general interest because it may be im()ortant in 
many other economic situations. Additional analyses 
of this issue, in a transportation context, are in Doug- 
)a.s(1972), DeVany (1975a) and John Schroeter (1983) 
for taxi markets, and DeVany and Thomas Sa\ang 
(1977) for trucking markets. 
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strands of research has concluded that air- 
line regulation not only has led to higher 
fares than would be expected in a deregu- 
lated environment, but also has led to a 
suboptimal combination of fares and ser- 
vice quality, which has eroded the excess- 
profits that the airlines were expected to 
earn in the regulated environment.*® 
Thus, a strong consensus has emerged 
from this literature that has supported 
deregulation of the industry.*^ 

Recent work has attempted to evaluate 
industry performance during its transition 
to a deregulated environment. To begin, 
Bailey and Panzar (1981) present evi- 
dence that suggests most airline markets 
are likely to be contestable (i.e.. perfor- 
mance should approach the competitive 
norm). Meyer and Clinton Oster (1981) 
in their analysis of the industry’s early 
experience with deregulation, conclude 
that, although there have been co.sts asso- 
ciated with this policy, it still appears that 
the deregulation of the industry will have 
a beneficial effect in the long run. Recent 
work by David Graham, Daniel Kaplan, 
David Sibley (1983) concludes that the air- 
line industry has operated more efiBciently 
under deregulation, but casts doubt on the 
claim that airline markets are contestable. 
P’inally, Caves, Christensen, and Trethe- 
way (1982) have compared productivity 
growth performance in the airline indus- 
try, in the deregulated era, with airline 
productivity performance in the regu- 
lated period. They conclude that it is ap- 
propriate to attribute several billion dol- 
lars of cost savings to relaxed regulation. 
It will be the task of future research to 
evaluate these findings carefully as well 
as to monitor various effects: efficiency 

“ These excess-profits were actually encouraged, 
given the high rate-of-return that corresponded to 
the CAB'S regulated fare levels (Keeler 1978). 

“ To be sure, the call by economists for deregula- 
tion of the airline industry can be traced to earlier 
sources than the studies cited above: for example, 
Lucile Keyes (1951), Michael Levine (1965). 


and distributional (Olsen and Trapani 
1981) of air deregulation. 

VII. Summary and Additional Research 
Directions 

This survey has attempted to spotlight 
the modern microeconomic approach to- 
ward analyzing transportation activity. 
Emphasis has been on conceptual devel- 
opments in supply and demand, and on 
the use of these contributions in the con- 
text of analyzing pricing and investment 
as well as regulatory issues. 

In retrospect, it should be clear that 
these conceptual developments have led 
to improvements in our understanding of 
many issues that are important in trans- 
portation economics. To be sure, it is de- 
batable whether these developments and 
particular studies that have made use of 
them have led or will lead to profound 
changes in actual policy.*® Nonetheless, 
conceptual developments in the past few 
decades have marked considerable prog- 
ress in the field. They have forged a solid 
analytical base from which we can care- 
fully analyze important positive and nor- 
mative transportation economics prob- 
lems. 

In years to come, it will be important 
to use this base to explore the broader 
implications of transportation activity on 
local, regional, or national economies. Spe- 
cifically, analyses concerned with the im- 
pact of investments in transportation in- 
frastructure on an economy, and the effect 
of transportation system performance on 
macroeconomic stability, aggregate pro- 
duction, and aggregate consumption will 
be neces.sary in the future. While it may 
be argued that it is appropriate to combat 
macroeconomic problems with macro- 
economic remedies (i.e., fiscal and mone- 

“ In this respect, it will be worthwhile to identify 
academic economists’ contribution to the current 
ICC debate about appropriate pricing policies to- 
ward rail-captive shippers. 
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tary policies) one major lesson that has 
emerged from the literature on transpor- 
tation economics is that aggregate analy- 
ses, and policies based on them, may be 
inappropriate. Thus, we may find that mi- 
crobased policies — at least toward trans- 
portation — may be effective macroreme- 
dies. 

To be sure, there has been considerable 
research on the relation among transpor- 
tation systems and the health of urban 
economies (Meyer and Gomez-Ibanez 
1981). In addition, other pieces have 
appeared in the literature that attempt 
to consider the importance of transpor- 
tation for the health of a particular econ- 
onry (Gardner 1850, Friedlaender 1968, 
George Wilson 1969, David Kresge and 
Roberts 1971; also, Albert Fi.shlow 1965, 
Robert Fogel 1964). The time has now 
come, however, for a more concerted ef- 
fort. Given the benefit of a solid microeco- 
nomic base for understanding the behav- 
ior of individual agents, exploring the 
broader economic implications of trans- 
portation should be fruitful. 
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The crisis in economic theories. Edited by 
Giovanni Caravalk Seminari di econo- 
mia, vol. 1. Milan: Franco Angeli, 1983. Pp. 
346. Lit. 30,000, paper. JEL 84-0315 
In the 1960s and 1970s some fundamental 
issues in economic theory were debated; these 
included the capital theory controversies; the 
nature of equilibrium and its relationship to 
the short period and the long period (the 
meanings of which were also analyzed in meth- 
odological discussions and the interpretations 
of the “true” nature of Keynes' contributions); 
and Marxian economics in the light of Piero 
SrafiFa’s contributions. The University of Peru- 
gia organized a .series of lectures by leading 
contributors to, and/or interpreters of these 
debates. The present volume is a valuable col- 
lection of the lectures, together with a record 
of the vigorous discussions to which they gave 
rise. It has been edited by Professor Giovanni 
Caravale who also provides a succinct over- 
view in the Introduction. The principal contri- 
butors are Jan Kregel — the meaning of equilib- 
rium in classical and neoclassical economics, 
of the short and the long period, and of the 
relationship of both to Keynes’ method and 
contributions; Mark Blaug — who in three lec- 
tures summarizes the arguments of his 1974 
lEA pamphlet on the Gambridge controversies 
and then joins battle in the discussion with crit- 
ics of his assessment; Nicholas Kaldor — on why 
mainstream economic theory is "useless" for 
explaining the workings of a decentralized 
market economy; Luigi Pasinetti — on "updat- 
ing” Keynesianism for today’s problems; John 
Eatwell — his lecture is basically the same as 
his influential 1979 Thames Paper in which he 
argues that Keynes’ revolutionary contribution 
IS the principle of eflFective demand which, set 


in a long-period context, may be grafted onto 
the “surplus approach” theories of value and 
distribution associated with Sraffa’s revival of 
classical political economy; and Ian Steed- 
man — who presents in three lectures the cen- 
tral core of his well-known book, Marx after 
Sraffa. I concentrate on Kregel’s and Blaug’s 
sections because of space limitations and be- 
cause I have written on Eatwell and Steedman 
elsewhere. My comments on Pasinetti’s and 
Kaldor 's contributions, which are in Italian, re- 
flect discussions with Andrea Boitani, who has 
translated and interpreted them for me. 

Kregel’s lectures are a fine blend of historical 
and theoretical analysis. He argues that for 
classical economists, especially Smith and Ri- 
cardo, the overriding emphasis was on the dy- 
namic interlocking relationships that occurred 
during the process of development of the econ- 
omy. Their concept of equilibrium was as the 
end product of the former process which itself 
occurred in histoncal time. For example, Smith 
thought that increases in productivity due to 
the division of labor would esentually come 
to an end and that competition betw'een capi- 
talists would lower the rate of profits until an 
equilibrium stationary state w'as established. 
Kregel argues that J. B. Clark thought he was 
in the classical tradition but that in fact he de- 
parted from it with his static method and the 
concept of a stationary state, “the equilibrium 
of the system at a point of time.” Such station- 
ary states, when put together, were meant to 
illuminate the dynamic process from which 
they were imaginary abstractions To Kregel 
this procedure plays down dynamics in theory 
and as a real world phenomenon and focuses 
instead on given initial endowments and the 
problems of choice such as we get in modern 
general equilibrium analysis. "The question is 
not, if I increased the production of guns will 
the evolution of the system be different than 
if 1 produced more butter . . . the question 
is, if today 1 produce more guns rather than 
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less, how much butter could 1 produced (p. 
69). Kregel then discusses Marshall s method, 
pointing out that it is a mistake to think of 
his "periorls" as periods ol time — rather they 
contain the equilibrium that is implied at a 
point in time, the characteristics of which dif- 
fer according to which lactor.s are locked in 
the ceteris paribus pound. Marshall hoped that 
by e.vamining each case, one at a time, all could 
be put together ewentually to provide a 
comprehensive explanatory analysis. Keynes 
adopted this method for the Ceneral Theory 
in order to analyze overall employment and 
output, successively relaxing what was re- 
garded as ('xogc'tious as he passed from his sta- 
tionary model through his stationary equilib- 
rium model to his shifting equilibrium model. 
The real world ‘ out there” remains the same; 
it IS the econornist who captures more and 
more of its relationships by this procedure. 

While Blaug chooses to concentrate on the 
detailed results of the capital theory debates, 
especially reswitching and capital-reversing 
(he is not alw'ays sure which is which), he too 
turns to methodological issues in his assessment 
of the Cambridge theories. He argues that 
Cambridge and neoclassical theories share the 
same methodology, “the equilibrium disease" 
(p 107) and he is inclined to say a plague on 
both your houses for this. However, because, 
in his view, the neoclassical tradition has a 
more coherent set of results, he prefers to stick 
with them, feeling that Sraffa’s system is very 
restricted, that Joan Robinson’s Accumulation 
of Capital does not get past steady state analy- 
sis and that Garegnani’s critique of the genera! 
equilibrium versions of neoclassical analysis is 
incoherent. He also feels that it is not enough 
to show logical mistakes in a theory, it is also 
necessary to show how likely the exceptions 
are to be met empirically. This led to an ex- 
change between Kregel and Blaug on the na- 
ture of parables which Kregel won. "We reject 
a parable that does not present, in a simple 
way, an argument that can be generalised” (p. 
201). It was clear to the discussants that the 
version of neoclassicism which Blaug’s critics 
had in mind was not always that which he had 
in mind. And despite his knowledge of classical 
economics he was not always clear that the 
central question was a theory of the rate of 
profits in the economy as a whole — a theory 


which as Pasinetti (1962, p. 278) has said, has 
to be “macroeconomic because it could not 
be otherwise.” 

Pasinetti argues that the monetarist claim 
that the present crisis must be attributed to 
Keynes is false. By creating the conditions for 
recovery and supporting unprecedented rates 
of growth, Keynesian policies effectively dealt 
with the problems of the postwar period. They 
did not perform well during the seventies’ high 
inflation era; but they were not designed for 
almost full employment, inflation prone econo- 
mies. It is not Keynes’ fault that Keynesian 
economists have not been able to go “beyond 
Keynes.” 

A second Keynesian revolution ("beyond 
Keynes”) may require a larger and qualita- 
tively different public intervention rather than 
the return to laissez faire advocated by many 
Panglossian new macroeconomists. Pasinetti 
does not provide easy solutions but points out 
that one obstacle to more pervasive public in- 
tervention is the inflexibility of public adminis- 
tration. Innovative economic policy requires 
a profound reform of the administrative mech- 
anism. 

Kaldor has become more and more scathing 
in his attack on the use of the notion of equilib- 
rium in economic theory, by which he means 
Walrasian general equilibrium. He maintains 
that the capitalist market is principally a mech- 
anism for production and accumulation under 
conditions of increasing returns. Thus it cannot 
be portrayed as general equilibrium theory 
does, as a simple mechanism for allocating 
scarce resources under constant returns. Kal- 
dor argues that the study of equilibrium posi- 
tions and of their properties is irrelevant to 
the understanding of the real world, which is 
bound to be in perpetual disequilibrium. But 
can disequilibrium be defined without any ref- 
erence to equilibrium'!' His dissatisfaction with 
the Walrasian notion of equilibrium is under- 
standable, but Walrasian equilibrium is not the 
only notion of equilibrium accepted in eco- 
nomic theory, even in neoclassical theory. Kal- 
dor used a different notion of equilibrium in 
his models of growth and distribution of the 
fifties and sixties, as did Joan Robinson, Keynes, 
Sraffa and the classicals. It may be, therefore, 
that specific ad hoc notions of equilibrium 
could be used as organizing concepts to tackle 
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particular problems, provided that their limita- 
tions are borne in mind. 

The threads which hold these essays and dis- 
cussions together are the methodological issues 
concerning the problems of modeling time in 
economic theory and the diflFering “visions” 
of capitalism and its characteristics. The result 
is a series of stimulating, provocative but self- 
contained essays, only loosely held together 
but given as much perspective and coherence 
by the editor’s Introduction as such a heteroge- 
neous collection could allow. 

C. C. Hahcourt 
Jesus College, Cambridge 

Rekerence 

Pasinetfi, Luigi L. “Rale of Profit and Income Dis- 
tribution in Relation to the Hate of Economic 
Growth," /teti Econ Stud. Oct. 1962,29. pp 267- 
79 

Macroeconomics after Keynes. A reconsider- 
ation of the "Ceneral Theory. ” By Victoria 
Chick. Cambridge, MA: MIT Press; London: 
Allan, 1983. Pp. x, 374. $30.09 cloth; $13.95 
paper. ISBN 0-262-53045-7. JEL 84-4)018 
In contrast to its subject matter, this book 
as a whole is less than the sum of the parts. 
There are many subplots and digressions offer- 
ing stimulating discussions of basic issues in 
macroeconomics that are usually swept under 
the carpet. These alone make it well worth 
reading. On the other hand, I do not think 
that the author achieves her major stated ob- 
jective, which is to offer a convincing case for 
abandoning the IS/LM models of the textbooks 
and bringing the General Theory back into 
mainstream teaching. 

The development of Keynes’ system and its 
comparison with textbook models occurs 
largely in Parts II and III. The former develops 
Keynes’ aggregate demand and supply curves 
and also contains two chapters on the labor 
market. Part III deals with monetary and finan- 
cial matters, including the determination of 
the rate of interest. Later chapters on the mul- 
tiplier and monetary and fiscal policy also have 
a fairly direct bearing on the Keynes versus 
Keynesians theme. 

At one level, the attack on Keynesians 
clearly fails because the author’s own represen- 
tation of Keynes is little different from the stan- 


dard Keynesian model that she seeks to dis- 
credit. In Chapter 4 we find that the building 
blocks of the aggregate supply curve are a stan- 
dard production function, a neoclassical de- 
mand for labor curve, and the assumption of 
a given money wage (p. 66). In Chapter 6 we 
are told that consumer expienditure depends 
on real income and investment on the interest 
rate. In Chapter II an exogenous nominal 
money supply confronts a money demand 
function that depends on nominal income and 
the interest rate. All of this is very close to 
the most standard of textbook Keynesian mod- 
els. Indeed, much of the author’s own compar- 
ative statics analysis is IS/LM, whether slightly 
disguised as in Chapter 11 or in its full naked 
glory as in the chapter on monetary and fiscal 
policy. 

The author’s basic objection to the standard 
model seems to be that its simultaneous nature 
disguises the causal structure of the General 
Theory and lends credence to the view that 
nominal wage fixity is the source of involuntary 
unemployment. Yet her own version of Keynes 
is neither free of simultaneity nor immune 
from the implication that a lower money wage 
may be associated with a higher level of em- 
ployment. Certainl>’ her Chapters 7 and 8 pro- 
vide good reasons why money wages are likely 
to be sticky and why, therefore, an increase 
in aggregate demand is likely to be more effi- 
cient than wage cuts as a means of increasing 
employment. But this is surely noncontrover- 
sial among Keynesians. 

One may also quarrel with the author’s 
rather abrupt dismissal of the Phillips curve. 
While her formal analysis states that the money 
wage is fixed until full employment is reached 
(assuming a noninflationary environment), she 
does acknowledge that sesere recessions will 
eventually give rise to falling wages. This 
would seem to open the door to a Lipsey-style 
Phillips curve, which then has implications for 
the durability of unemployment equilibrium. 

If the author is less than wholly successful 
in discrediting Keynesians in relation to 
Keynes, she does nevertheless succeed in rais- 
ing basic questions which, she claims, neither 
the master nor his disciples have treated ade- 
quately. For example, while we know that in 
the simplest Keynesian model an increase in 
planned investment is ultimately matched by 
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an equal increase in saving, this does not tell 
US how the extra investment is financed in the 
first place. The author argues that the conven- 
tional answer to this question, which runs in 
terms of unintended inventory decumulation, 
is unsatisfactory. She also stresses the central 
role of "idle balances" in Keynesian analysis 
and asks whether in fact there is any such thing 
as an "idle balance,” other than cash itself, 
given that bank deposits are unlikely to be held 
idle hy profit-maximizing banks. In addition 
to thought provoking analyses of questions 
such as these, the book contains di,scussions of 
topics including the meaning of income and 
saving, the principles of aggregation, the dif- 
ference's between microeconomics and macro- 
economics, and the possibility of "secular stag- 
nation.” Also of interest are the many examples 
backing up the proposition that " ‘right’ theory 
is decided by history as well as logic" (p. 191). 

This is not an easy book to read, and there 
are few definite answers. There are many 
points of possible disagreement, and on occa- 
sion one suspects that the anonymous textbook 
under attack must have been written some 
time ago. Nevertheless, this is a most stimulat- 
ing book. At a minimum, it serves a valuable 
function in reminding us thai some of the most 
fundamental i.ssues in macroeconomics are far 
from settled and in urging us to look behind 
the curves that we shift about so freely in our 
classrooms and our writings. 

John McCaixum 
Universite du Quebec a Montreal 

Democratic economic policy: A theoretical in- 
troduction. By Bruno S. Frey. Oxford; Rob- 
ertson, 198,3. Pp. vi, 303. £17.50. ISBN 0- 
85520-547-4, JEL 84-0024 

The common paradigm of the theory of eco- 
nomic policy is still represented by an ap- 
jroach which assumes that a unitary being 
called “the government" maximizes a welfare 
function in which the arguments are economic 
objectives such as price and economic stability. 

Tie job of the economic adviser, so it is 
claimed, is to articulate the welfare function 
uid the trade-oflfs within it, to identify the ar- 
uments as dependent variables within a com- 
lutable model of the economy, and to specify, 
ubject to boundary conditions and constraints, 
vhich policy measures will maximize the wel- 


fare function. As I have argued elsewhere (Pea- 
cock 1979), whatever its value as a pedagogic 
device, the theory of economic policy is grossly 
misleading as an encapsulation of what govern- 
ments and their advisers actually do. This is 
also Frey’s position, but he wishes to go further 
and specify what the role of the economic ad- 
viser ought to be when full account is taken 
of the way economic policy is actually formu- 
lated. In doing so, he provides us with a most 
interesting and stimulating development of an 
approach to economic policy in which he can 
fairly claim to be one of the pioneers. 

The key to the exposition is to treat the gov- 
ernment as an endogenous part of the eco- 
nomic system. The government has to take de- 
cisions, but these are taken not by enlightened 
philosopher-kings fully conversant with wel- 
fare economics, but a coalition, often loose, of 
“mean, sensual” utility maximizers, who have 
to transact with those who vote them into of- 
fice, those who serve them as bureaucrats, and 
interest groups seeking to exploit the political 
process by their market power. .Sorting out the 
market relationships between these groups is 
admirably done by Frey using simple and ef- 
fective modes of exposition based on the eco- 
nomic theory of politics but with copious exam- 
ples based on his vast knowledge of political 
decision-making in Europe and the U.S. 

The more difficult tasks are yet to come. 
Given the complexity of forces determining 
the outcome of political decisions, can one di- 
rect these forces towards some social consen- 
sus? Here Frey runs into familiar difficulties. 

It is extremely important for students to know 
what the conditions are that govern the achiev- 
ing of social consensus by specifying the consti- 
tutional rules and conventions implied by the 
democratic process. The “economic adviser” 
begins to play a larger role in the exposition 
as a sort of “honest broker” whose function 
is to inject some economic reality into the pol- 
icy debate. At times, however, as for example 
in the chapter on income distribution, he be- 
comes the “peaceful persuader” hoping that 
his advisees will appreciate the virtues of the 
“maximin principle” as the best expression of 
their mutual interests. The switching of roles 
is not always made clear, but for the intelligent 
undergraduate it is a useful exercise to spot 
the changeover. 





Part IV of the books turns more specifically 
to the role of the economic adviser himself 
and here Frey plays his trump card. The re- 
viewer is waiting with his trick question. 
Would anyone listen to the advice of an econo- 
mist who might appear to be a dispassionate 
prig and not a utility-maximizer like the rest 
of us? There are moments earlier in the book 
when it looks as if the economic adviser is be- 
ing oversold, but all’s well that ends well. 
There is a most perceptive passage in the final 
chapter in which Frey applies utility maximiz- 
ing to economists where both income and pres- 
tige are important arguments in their welfare 
functions. Naturally he stresses that the market 
demand for economic advice is “suboptimal,” 
offering reasons for government support for 
research on economic policy to which we will 
all, as good utility maximizers, say “Amen.” 
Finally, in keeping with his approach, he op- 
poses a benevolent dictatorship of economic 
advisers of the kind implied by the standard 
theory of economic policy. There must be com- 
petition in economic advice-givmg, as with any 
other service, to maintain its quality and to 
force economists to respect the preferences of 
others. 

In short, this is the sort of book that should 
give the instructor added stimulus to teach 
well, combining as it does originality of treat- 
ment with a sensitive appreciation of the stu- 
dents' needs. 

Alan Peacock 

University of Buckingham, England 
Reference 

Peacock, Alan T, Economic analysts of govern- 
ment and related themes. Oxford: Robertson, 
1979. ch. 1. 

Oligopoly theory. By James W. Frieoman. 
Cambridge Surveys of Economic Literature 
series. Cambridge, New York and Mel- 
bourne; Cambridge University Press, 1983. 
Pp. xvi, 240. $34.50 cloth; $12.95 paper. 
ISBN 0-521-23827-7. JEL 84-0323 

To a large degree, recent advances in the 
modeling of industrial structure and behavior 
are based on applications of the theory of non- 
cooperative games. The fact that available in- 
dustrial organization texts, at least those tar- 
geted to the undergraduate market, do not 


incorporate the new knowledge has beer 
source of growing frustration to teachers of 
dustrial organization who want to incorpora 
the recent advances in their coursework. 
date, those wishing to Bll this lacuna have bee 
forced to resort to reading lists of journal art 
cles, most of which were written for an aud 
ence more sophisticated than upper divisio 
undergraduates. Thus, many of these instruc 
tors will find James Friedman’s Oligopoly Tht 
ory an attractive alternative as a supplemen 
to traditional textbooks. (Friedman state 
clearly in the Preface that he has not writtei 
a text on industrial organization.) While he ha 
not produced the most readable of texts, PYied 
man does introduce most of the basic model: 
commonly employed in the professional litera 
ture at a level accessible to well-prepared un 
dergraduates. Students familiar with simph 
derivatives should be able to use it as Friedmar 
eschews formal proofs for verbal exposition o 
the logic underlying most of the results pre 
sented. 

Friedman begins by presenting and discuss 
ing in detail the basic two-firm Cournot quan 
tity model for homogeneous products in th( 
context of a numerical example. Complete in 
formation is assumed, as it is for all the model 
discussed. The two-firm model is then general 
ized and extended to the n-firm analysis, a pat 
tern repeated frequently as new topics are in 
troduced. h’riedman then examines variou: 
criticisms of the Cournot model: the choic, 
of quantity rather than price as a decision vari 
able, the assumption that firms will not resisf 
conjectures of rivals’ behavior that are not con 
firmed by experience, and the single period 
static nature of the analysis. The discussion o 
criticisms of Cournot models is used as a plat 
form for introducing more advanced work or 
these issues in later chapters, particularly th< 
more sophisticated reaction functions di; 
cussed in Chapter 5. 

In addition to his treatment of Cournot mod 
els and the more general discussion of reactioi 
functions just referred to, Friedman has chap 
ters dealing with competition when product 
are differentiated, both in settings with fev 
and many firms, the roles of advertising an< 
capital as strategic variables, and the literatur 
on strategies that may be employed by estab 
lished firms to influence the entry decision 
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of potential cornpetilors The final chapter ex- 
amines several of the models presented earlier 
from the pe. speefive of formal game theory 
T’he ehaplers on competition with differenti- 
ated products are notable for an excellent dis- 
cussion of the Lancasterian characteristics ap- 
proach to modeling product variety. The 
Hotelling and Chamherlinian models are al.so 
presented, but m Ic.ss depth, T’he chapter on 
reaction functions is .similarly noteworthy for 
ils discii.ssion of the limitations of ateinporal 
reaction functions and problems faced in the 
development of models of intertemporal stra- 
tegii interaction. 

't his book does not offer a comprehensive 
tri'atment of oligopoly issues. The author slates 
in the l^refacc that his intent is to cover what 
he believes to be "the important and lasting 
elements of the field,” along with selected ma- 
terial he believes to be promising. On balance 
this reviewer concurs with Friedman's choice 
of topics. It is hard to fault him for topics in- 
cluded, although certain omissions may be 
questioned. Despite a chapter devoted to entry 
considerations, the well-recogni/.ed link be- 
tween ea.se of exit by established firms and the 
expected benefits of entry to potential new- 
comers to an industry is never mentioned. Is- 
sues concerning the new contestability analysis 
are completely ignored. Work on consistent 
conjectures is given a summary dismissal that 
belies its prominence m subsequent journal lit- 
erature. 

Friedman states his hope that, in addition 
to advanced undergraduates, this volume will 
be useful to graduate students and economists 
specialized in other fields. Undoubtedly many 
will find it of value. However, those looking 
for a general guide to the literature on the 
topics introduced will be disappointed. While 
the discussions of the various topics are inter- 
nally complete, references to the associated lit- 
erature are sparse (only ninety for the entire 
book) and will appear highly selective to indi- 
viduals who have worked in these areas. 

Stevkn S. Wildman 
Economists Incorporated 

[Klein, Lawrence R.J Global econometrics: 
Essays in honor of Lawrence R. Klein. Ed- 
ited by F. Gerard Adams and Bert G. 
Hickman. Cambridge, MA and London: 


MIT Press, 1983. Pp. vii, 422. $45.00. ISBP 

0-262-0 1 07 1 -2. JEL 84-032 

On looking into the festschrift for Lawrence 
Klein, one might rationally expect to find con 
tributions of high quality in a variety of field; 
in economics, including aggregation theory: 
econometric models both macro and micro, 
econometric theory, multi-country modeling, 
economic policy analysis, and forecasting. And 
in fact one is not di.sappointed, for this volume 
contains all of these and more. It is not the 
geographic span of the contributions that de- 
serves the term "global" so much as it is the 
variety of topics within economics. There are, 
however, three papers explicitly dealing with 
global modeling, one comparing international 
experience in short-term forecasting, two deal- 
ing with specific country models Japan and 
Canada) and a study of international differ- 
ences in the share of .services in economic 
growth. T’hus only seven of the nineteen pa- 
pers deal with topics that are in .some sense 
"global econometrics.” The title, then, may be 
taken as descriptive of the global scope and 
impact of Klein's econometric work, which this 
volume salutes. 

Of the remaining twelve papers, four deal 
w'ith theoretical topics, Paul Samuelson write, 
on envelope aggregation theory and includes 
a long appendix on thermodynamics, which 
he argues "is i.somorphic to envelope aggrega- 
tion.” 

Albert Ando w'rites on Robert Lucas’ equilib- 
rium business cycle theory, showing that nei- 
ther of Lucas’ original 1972 and 1973 paper, 
nor Sargent's 1976 paper offer satisfactory 
foundations for such a theory. Among other 
weaknesses, Lucas’ 1973 paper equates an ag- 
gregate supply defined as the sum of the loga- 
rithms of outputs in specific markets to an ag- 
gregate demand defined as the logarithm of 
the sum of demands in .specific markets. The.se 
and other weaknesses of Lucas’ work have 
been recognized for some time and are gradu- 
ally being repaired by the laborers in the new 
classical vineyard, such as Cukierman and 
Wachtel (1979). The nit-picking nature of An- 
do’s paper is however fully justified by the self- 
righteous tone of Lucas and Sargent (1978). 
Perhaps a little more humility on both sides 
of this debate would help matters. 
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Papers by Lau on optimal income distribu- 
tion with interdependent utilities and Liviatan 
on inflation and deficit finance round out the 
section of theoretical papers, fiiconometric 
methodology is represented by some lovely 
graphs of densities of two-stage and limited 
information estimators by Anderson, Kuni- 
tomo, and Sawa and papers by McCarthy and 
Dhrymes on the efficiency and moments of 
various restricted reduced form estimators in 
simultaneous systems. Krelle discusses aggre- 
gate production functions as linear or qua- 
dratic approximations of micro relations, while 
Helliwell and Margolick oEFer a model of choice 
of technique of electricity generation in the 
pulp and paper mills of British Columbia. 

Stefan Schleicher applies the theory of opti- 
mal control of hierarchical systems to coordina- 
tion of the models of Project LINK. Kravis, 
Heston, and Summers show that the oft-cited 
rise in the share of services in GNP with higher 
per capita income is due to the higher price 
of .services rather than to an increase in the 
share of services expressed m constant prices. 
The data lead them to conclude that low 
productivity growth in services is the cul- 
prit. 

Supply-side aspects of economic policy are 
discussed by Robert Ball Jere Behrman and 
Paul Taubrnan examine evidence from micro- 
data on the effects of inflation and unemploy- 
ment on the distribution of income, finding, 
among other things, that inflation redistributes 
income away from earnings to other compo- 
nents of income. C'hickashi Moriguchi de- 
scribes Japan's macroeconomic management 
during the 1970s, focusing on the slowdown 
in economic growth. Mitsuo Saito briefly de- 
scribes and simulates a large multisector 
econometric model of japan, arguing that the 
high saving rate is a key factor in Japanese 
economic growth. His results appear contra- 
dictory to Moriguchi’s argument that a .slow- 
down in investment called for more expansion- 
ary fiscal policy in the late 1970s. 

The final section includes a global model of 
changes in oil prices by Adams and Marquez, 
a decomposition of international income multi- 
pliers by Hickman and P’ilatov, the impact of 
external economic expansion on Canada by 
Sawyer, Dungan and Jump, and a comparison 
of short-term forecasting by OKCD and a 


group of West European economic research 
institutes by Waelbroek and De Roo. 

While the papers are diverse both in topic 
and specific gravity, their overall quality level 
is high and the volume is a welcome tribute 
to Lawrence Klein. 

Stanley W. Black 

University of North Carolina at Chapel Hill 
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Netv directions in economic justice Edited by 
Roger Skurski. Notre Dame, IN’ and Lon- 
don. University of Notre Dame Press, 1983. 
Pp. xiv, 231. $20.95 cloth; $10.95 paper 
ISBN 0-268-01460-4. JEL 84-0332 

These essays derive from a series of lectures 
delivered at the University of Notre Dame in 
1979-1980. The contributions are diverse not 
only m ideological perspective but also in 
philosophical style and method of argument. 

The most striking of the essays, at least to 
this reviewer, are those by James Buchanan 
and Robert Cooter. Buchanan tackles the issue 
of fairness in income distribution head on, 
thereby filling a gap some have seen in the 
treatment of endowments and property rights 
in his important book The Limits of Liberty. 
Buchanan’s contractarian approach bears im- 
portant similarities to Rawls’ (as he notes), and 
leads, as with Rawls, to a predominant focus 
on background rules and institutions — the 
"starting points" of economic interaction — 
rather than on specific distributive outcomes. 
Buchanan argues that the search for agree- 
ment on fair starting points would necessarily 
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lend to substantial taxation ot inheritances and 
to egalitarian provision of education as require- 
ments of justice. Even more surprising, in view 
of Buchanan’s “conservative' rejjutation, is his 
argument that in certain, carefully circum- 
scribed, cases, hiring quotas of the affirmative 
action sort could be Justified. These heresies 
are balanced by an able defense of market dis- 
tributions under fair background conditions 
and a (somewhat strained) argument that losers 
in the genetic-cultural lottery should, in fair- 
ness, bear their bad luck without complaint. 
The es.say is a refreshing reminder of Buchan- 
an’s independent iniiidedness and analytical 
energy. 

Robert (iooter contributes the most abstract 
essay, which contrasts the mathematical foun- 
dations of utilitarian and contractarian ethics. 
He argues that utilitarianism’s basic ethical no- 
tion is that of maximizing goodness while con- 
tractarianism is characterized by a search for 
fair bargains. Utditarianisrn thus finds formal 
expression in mathematical optimization tech- 
niques, while contractarianism relies on game 
theoretic equilibrium concepts — fixed points 
in reaction functions. Contractarians are not 
at base trying to maximize something and 
therefore economists’ usual apparatus of social 
welfare functions does not capture their ethical 
standpoint. Cooter shows how deontic logic, 
the logic of the law, can be used to produce 
consistent rules of action w'ithout any underly- 
ing maximizing structure. The es.say, in aiming 
to describe rather than evaluate these alterna- 
tive conceptual frameworks, shows with grace 
the value of mathematical ideas in clarifying 
deep differences in ethical understandings. 

Among the other es.says, Stephen Worland 
contributes an articulate and well informed 
analysis and critique of Adam Smith’s theory 
of justice. The philosopher David Norton 
sketches an intriguing view of justice grounded 
on the value of “.self-fulfilling individuality,” 
an Aristotelian conception of the good life re- 
quiring a social order that makes “meaningful 
work” widely available. Perhaps owing to 
space limitations, his essay is longer on asser- 
tion than argument. The same is true of Her- 
bert Gintis’ dense and somewhat jargon-ridden 
case for extending rights of democratic control 
from political to economic life. Gintis and his 
colleague Samuel Bowles have made this argu- 
n''“nt ■’t morf» lf»nffth and morf> fran-r r ntiv 


in articles Gintis footnotes in the present essay. 

Denis Goulet contributes a wide-ranging 
and rather undisciplined essay on the relations 
among religion, global justice, and the role of 
the U.S. in the world economy. Gar Alperovitz 
presents an analysis of the distributive conse- 
quences of price inflation in necessities like en- 
ergy, and reviews alternative policy responses 
to this “new” inflation. Alperovitz’ essay fits 
oddly in this volume because of the absence 
of philosophical reflection on justice. 

In sum, then, this collection of essays, al- 
though too scattered to provide a really ade- 
quate introduction to new developments in 
thinking about economic justice, does provide 
some fresh ideas and intriguing perspectives 
on the issues. 

Michafi. S. McPherson 
The Brookings Institution and 
Williams College 

Rkkerenck 

Kuch.xnan, James M The limits of lihertij. Chicago' 
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Reason in human affairs. By Herbert A. 
Simon. Stanford, CA; Stanford University 
Press, 1983. Pp. viii, 115. $10.00. ISBN 0- 
8047-1 179-8. JEL 83-0944 

This little book, based on the Harry Camp 
.Memorial Lectures at Stanford University in 
February 1982, provides a lucid summary and 
synthesis of Herbert Simon’s ideas about the 
nature of rationality and its implications for 
human evolution, social organization and pub- 
lic policy. It contrasts his views with those of 
libertarian individualism, those of the closely 
related neoclassical equilibrium theory of eco- 
nomics and those of Social Darwinism. It is 
a reflective, engagingly written essay on the 
philosophical and scientific foundations of so- 
cial science and public policy. 

Bounded rationality and satisficing behavior 
are by now well-known concepts. This is per- 
haps the clearest and most cogently illustrated 
expression of them. Rationality is limited for 
two fundamental reasons. First, it is instrumen- 
tal: It operates on factual and value input 
(evoked alternatives and preferences). Any 
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erroneous choice no matter how faultless the 
ratiocination. Any differences or changes in 
values lead to varied and conflicting choices. 
The resolution among them cannot be ob- 
tained by rational thought itself. 

He illustrates with Mein Katnpf drawing on 
a distinction between hot and cold reason, the 
former being that reason exercised in an efiFort 
to persuade. He suggests that Hitler’s argu- 
ments were quite up to the standards we ex- 
pect in partisan political discourse. The princi- 
ple defense against them could not have been 
reason itself but contrary factual beliefs and 
values. 

The second fundamental limitation that 
bounds reason is its fallibility. It works more 
or less serially on one problem at a time. It 
can usually find only proximate solutions to 
mental problems or models that only approxi- 
mate the real world problem at hand. The ex- 
perimental basis for rejecting subjective ex- 
pected utility (SEU) theory as a correct 
representation of human decision-making is 
noted (Kahnemann and Tver sky). He points 
out that the goodness of rational decision de- 
pends more on the adequacy of the approxi- 
mating assumptions and data supporting them 
than on the computation of maximizing values 
(p. 16). It is, therefore, quite possible that alter- 
native rules of behavior based on quite differ- 
ent premises could lead to sufjerior outcomes. 

The behavioral decision model emphasizes 
three points. 1) Decisions are made among par- 
tial, locally specific, not comprehensive alter- 
natives at any one time. 2) Detailed scenarios 
about the future are not worked out. 3) Atten- 
tion is focused sequentially on one decision 
problem after another. Given these character- 
istics it is unlikely that a single, comprehensive 
utility function is used as a criterion for all deci- 
sions. Rather different values are evoked in dif- 
ferent choice contexts. The result is that “great 
inconsistencies can result from fluctuating at- 
tention" (p. 18). Therefore, attention must be 
“focused” Simon suggests that one mechanism 
for doing so is provided by the emotions which 
assure that “new problems of high urgency (ob- 
tain) a high priority on the agenda” (p. 21). 

Simon now turns to “intuitive rationality” 
which would be the basis for Friedman’s 
widely cited “as if’ hypothesis. It seems to Si- 
mon to be based on the brain’s “elaborate dis- 
crimination net that permits recognition of any 


one of tens of thousands of different objects 
or situations" (p. 26). The ability to exploit this 
capability requires preparation, which in the 
case of “world class expertise” requires about 
ten years of intensive learning and practise. 
The intuitional mode of rational thought is 
quite compatible with the behavioral mode be- 
cause “all serious thinking calls on both . . . 
search-like processes and the sudden recogni- 
tion of familiar patterns . . . without (which) 
search through complex spaces would proceed 
in a snail-like fashion” (p. 28). 

Simon closes this section with observations 
about the role that emotion plays in learning, 
expressing the view that “most human beings 
are able to attend to issues longer, to think 
harder about them, to receive deeper impres- 
sions that last longer, if information is pre- 
sented in a context of emotion — a sort of hot 
dressing” (p. 32). He reminds us again of Hit- 
ler’s influence. One also thinks of Marx’ emo- 
tive phrases. He draws the moral that though 
“works capable of evoking emotion have sp)e- 
cial value just by virtue of that capability, if 
we wish to use them to educate we must evalu- 
ate .. . their scientific validity ’ (p. 33). And, 
we might add, we should do so in the cold 
light of cold reason! 

Simon now moves to a discussion of rational- 
ity from the point of view of its results, i.e. 
the view that the outcome of a process that 
is not rational in its instrumentality can be 
thought of as rational in its results. This is the 
nature of the theory of evolution. .Not surpris- 
ingly the author begins by comparing Darwin- 
ian variation and selection with the Simonian 
“alternative-generator-outcome-test” mecha- 
nism and finds them quite similar. This leads 
to some interesting questions. Can one draw 
inferences about the long-run character of so- 
cial evolution by analogy with the long-run 
character of the biological process? In particu- 
lar, if evolutionary variation and selection lead 
eventually to rational, equilibrium solutions is 
it not possible that boundedly rational satisfi- 
cers might also do the same? Moreover, is a 
regime of “tooth and claw ” competition most 
conducive to the (possible) long-run result or 
is there a role for altruism to augment the pur- 
suit of private advantage? 

Simon does not pose these questions directly 
but their answers emerge from his concise 
summary and critical appraisal of evolutionary 
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theory. It is often held that evolution produces serial attention to big problems. While routine 

an optiinai distribution of specialized species administration of simultaneous policies can be 

through the efficient filling of environmental dealt with in parallel, crises require the focus 

mche.v. Simon urines th,t this idea is wronfr. of attention. This leads to faddish, single issue 

This is because evolv ing organisms create new orientations, a tendency that is greatly exacer- 
niches. rthere could be no fleas until there bated by the popular media. Second, multiple, 

were dog.s. ' ) Moreover, the mechanisms of ge- sometimes conflicting values cannot be sub- 

netic r('.structuring are now known (through sumed under a social welfare indicator. Third, 

di.scoverif's of quite recent vintage) to provide faced with potential cooperation, how brittle 

the Darwinian proce.ss with a virtually inex- are the mechanisms of rationality in the face 

haustible sourct' of continued variation. of uncertainty about the actions of another 


.Selection focuses are entirely local and foster 
fitness to local, current condition, s. Instead of 
survival of the fittest, there is "survival ol the 
litter'" But as these local changes unfold new 
niches emerge tfiat arc hospitable to variations 
possibly not >et generated, whose presence if 
and when their possible existence is realized 
will further modify the enviroiitiiental terrain 
Thu.s evolution does not produce a stationary, 
rational equilibrium even in the long run, but 
only "lots of local adaptations to the current 
environment, and at the same time constant 
movement toward a target that is itself contin- 
ually moving" (p, 22) 

Cultural evolution allows for even more 
complicated patterns of adjustment includ- 
ing — indeed primarily involving — Lamarkian 
acquisitions of cultural traits among pheno- 
types. Thus, it is likely that boundedly rational 
satisficers driving and being driven by the 
forces of behavioral rationality and cultural 
evolution will share the .same long-run dynam- 
ics as the rest of nature, namely, endless search 
and unending change. 

In the process "pure altruism” cannot .sur- 
vive, but "weak altruism” or "enlightened .self- 
interest” can give groups, with a sufficient 
number of individuals who are governed by 
it, a competitive advantage. 

All of the above is tightly rea.soned — if 
charmingly argued. The book concludes with 
less formal reflections on the implications for 
social organization and public policy. The need 
for government rests 1) on the existence of 
externalities that can only be dealt with by 
neans of collective action and 2) on the need 
or stable calculation of the consequence of in- 
’ividual behavior which can be enhanced by 
ippropriate institutions. Limitations of govern- 
nent are, however, to be emphasized. First, 
irgamzations, like individuals, can only give 


party when there is partial conflict of interest” 
(p. 86). 

Institutions can be strengthened, however. 
The use of markets for routine exchange can 
be extended by appropriate mechanisms for 
“internalizing externalities” (as it has been put 
by others). Adversary proceedings within the 
judicial process can be extended to involve all 
who are significantly aflPected by the outcome. 
Management science and operations research 
techniques can be advanced. Their success will 
be based on the ability "to model the main 
interactions among the many facets of prob- 
lems and hence, to think clearly about trade- 
oflfs ” Institutions can be made to work better 
if individuals have a better knowledge of their 
function. But since "it is probably reasonable 
to assume . . . that people will act from self- 
interest ... a major task ... is to create a 
social environment in which self-interest has 
reason to be enlightened” (p. 107). 

I came across two flaws, non sequiturs really. 
One of them: “altruists will live in trait groups 
with a higher proportion of altruists than are 
present in the trait groups, inhabited mostly 
by nonaltruists” (p. 61). But these are small 
oversights in a gem of lucid, elegant prose. Yet 
some readers may be offended, including those 
who think their rationality all-inclusive and 
those who limit their choice of analytic tools 
to the equilibrium genre. A few others who 
have contributed to the development of paral- 
lel and coextensive ideas may feel chagrined, 
however admiring and assenting they may be, 
because their names will not be found among 
those tiny few cited. Indeed some readers may 
not yet know nor will they be informed by 
this book that various scholars have been de- 
veloping “behavioral,” “evolutionary,” “adap- 
tive" economics for a quarter century and that 
their company has been proliferating at a rapid 
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pace in recent years. These workers may be 
consoled by the realization that Simon has not 
said it all here. He has described only a few 
of the cornerstones needed for a new founda- 
tion and a compelling case for why they must 
be placed. Elaborating and augmenting eco- 
nomic theory on this basis is an endless task 
that still remains. 

Richard H. Day 

University of Southern California and 
Industrial Institute for Economic 
and Social Research, Stockholm 
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Reality and rhetoric: Studies in the economics 
of development. By P. T. Bauer. Cam- 
bridge, MA: Harvard University Press, 1984. 
Pp. viii, 184. $15.00. ISBN 0-674-74946-4. 

JEL 84-0693 

Reality and Rhetoric: Studies in the Econom- 
ics of Development is a collection of ten brief 
essays, two of them presented for the first time, 
the others, all of recent vintage, reprinted with 
modifications. (Professor B. S. Yamey collabo- 
rated in all of the essays, as coauthor in four 
of them.) Readers familiar with the evolution 
of development economics since the late nine- 
teen forties will note, some with frowns and 
some with approving smiles, resemblances be- 
tween the new essays and Lord Bauer's earlier 
volumes (The earlier publications include Eco- 
nomic Ann/ysis and Policy in Underdeveloped 
Countries. 1957; Dissent on Development, 
1972, 1976; Equality, The Third World and 
Economic Delusion, 1981.) He reiterates aver- 
sion to mainline doctrine for its disregard of 
peoples' capacities to develop economically 
without centralized direction and control. He 
uses the thrust of Reality to discredit the Rhet- 
oric of centrally managed development and 
international aid. 

Four of the ten essays are confrontations in 
detail between the two styles — democratic and 
authoritarian — of development and develop- 
ment economics. Three essays concentrate on 
colonial and post-colonial development in 
Ghana and Nigeria. Two essays are denuncia- 


tions of multinational aid to “less developed 
countries” The tenth essay is an assault against 
clerical views of underdevelopment and its 
cure, especially views expressed by Pope Paul 
VI. The views of Keynes and Marxists on un- 
derdevelopment are dismissed, with the papal 
letters, as misrepre.sentations of reality — of the 
causes and remedies for poverty. 

The four essays on contrasts in styles of de- 
velopment deny the dualism of countries, the 
wealthy and the poor, the North and the South. 
They find no substance in the doctrines that 
the LDCs subsist on low levels of national in- 
come because they lack natural resources or 
because they are oppressed by countries luxu- 
riating at high levels of income. The basic fount 
of development is people and their culture, 
and the proof is to be found within as well as 
between countries. These resources of people 
and culture can be productive of economic and 
social growth if they are not constrained and 
repressed. They generate entrepreneurship, 
growth of capital and trade if they have free- 
dom of access to markets and the guidance 
of market prices, if they are permitted to move 
from less to more productive sites, if their per- 
sons and properties are protected by firm but 
limited government. Lord Bauer identifies 
three kinds of economies: the custom-domi- 
nated that endure poverty in the midst of re- 
sources sufficient for growth; the market-orien- 
tated that escape poverty even in the context 
of resource scarcity; and the centrally planned 
economies that debilitate capacity for growth 
by a mixture of domestic controls and foreign 
aid. 

Governments in centrall) planned econo- 
mies, individually or linked together in inter- 
national agencies, are guilty not only of 
constraint on economic development. They 
politicize economic behas ior in ways that limit 
individuals' freedom, pit class against class and 
waste resources on administration of controls. 
There are controls on international commerce 
and migration that generate hostility between 
nations and races. Economic choices of govern- 
ment agencies dominate economic choices of 
individuals and, by their inefficiency, benefit 
only the governing few. The acquisition and 
exercise of political power is all important. 

Three chapters of Reality and Rhetoric draw 
on development experience in Ghana and Ni- 
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geria to illustrate contrasts in economic, politi- 
cal and social impact of market freedom and 
central control. British colonial policy for a few 
decades before the nineteen thirties favored 
development in the style of market orienta- 
tion. Rapid development of agriculture in the 
private sector opened the colonie.s to interna- 
tional trading and substantial gains in well-be- 
ing. Policy was reversed in the 1930s, with iin- 
fwsition of state CA'poit rnonopolic.s on farm 
products and of import licensing Surneroiis 
other constraints on trade and treedoin fol- 
lowed; "despoli.'-m and klcptocracy are now 
rife in what was once British C.'olonial Africa. 
And so IS poverty. These chapters are built on 
a foundation of Lord Bauer s own e.vpcrience 
in Africa. 

Two chapters excoriating official foreign aid 
to LDCs, from one developed country or mul- 
tinational, may be compressed to this morsel 
of indictments: foreign aid 

has tended to obstruct development more 
than it has promoted it. 
pauperizes l.,DCs, 

does not have beneficial feedback for donor 
countries, 

does not encourage democrac\- and market 
systems in the Third Wo’rld, 
cannot be justified as restitution for past 
wrongs committed against poor nations by 
wealthy ones, 

by government should be only for relief from 
unforeseeable disaster 

multinational administration aggravates the 
defects of aid to LDCs. 

Lord Bauer supports these indictments with 
instances of the impact of aid in many coun- 
tries. His probe into the structure, policies and 
politics of multinational aid agencies sustains 
his doubts that aid by united nations does more 
for the poor at less cost to the rich than aid 
by single nations in their own styles. 

Development economics and some of its 
practitioners are not treated gently m Rhetoric 
2 nd Reality. Nor are economics and econo- 
nists of other specialities. In the final chapter, 
‘Further Reflections on the State of Econom- 
cs,” Lord Bauer deplores the style of evolution 
n the subject since World War II. Much of it 
las become “price-less economics,” contemp- 
uous of market forces. It has “subordinated 


knowledge to political purpose." Development 
economics, Marxist economics and economics 
of other varieties contain “propositions and as- 
sertions that conflict starkly with reality.” Sins 
now prevalent in economics would not have 
been tolerated by neoclassical economists, 
D. H. Robertson among them. 

Rhetoric and Reality has no tables of statis- 
tics, diagrams, behavioral equations or plan- 
ning models. It is a sophisticated satellite view 
of the worlds of economics and politics that 
will not be easy to refute. The author's faith 
ill the capacity of individuals, linked together 
by prices in markets and by ballots in voting 
booths, to promote well-being deserves careful 
attention and debate. 

Edward S. Shaw 

Stanford University 

Theories of comparative economic growth. By 
KwanG Choi .Ames: Iowa State University 
Press, 1983 Pp. ^'iii, 298. $19.95 paper. ISBN 
()-~8 138- 1 77 1 -4 , JEL 84-0694 

This book is concerned with “why growth 
rates differ so greatly in one country or region 
as compared with another” (p. 6). Its chapters 
can be divided into two broad categories; 
Chapters 1-7 present critical reviews and em- 
pirical re-examinations of traditional growth 
theories, technological change and growth, in- 
vestment and export-led growth hypotheses, 
Kaldor growth theory and the role of the pub- 
lic sector as a growth retardant. Chapters 8- 
10 review Mancur Ol.son’s theory that common 
interest organizations (e g., labor unions, car- 
tels) have become growth-retarding institu- 
tions in democracies like the U.S., and formu- 
late hypotheses to lest it. Recent OECD cross- 
national data and U.S. regional data are used 
to test afresh each growth hypothesis. The 
econometric methods are standard. Less devel- 
oped countries are excluded. 

Chapter 2 provides an historical perspective 
and a good summary of various theories of eco- 
nomic growth. Chapter 3 investigates the im- 
pact of technology transfer on growth rates 
through a number of catch-up hypotheses. In 
this chapter, the author could have answered 
some of his own questions (p. 80) regarding 
the impact of technological diffusion on growth 
if he had referred to more detailed work availa- 
ble (e.g., Parvin 1969, instead of the quoted 
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^>arvin 1975). Although Choi mentions Ger- 
schenkron's (1962) advantages of backward- 
ness hypothesis (p. 71), he does not mention 
i^arvins (1975) refinement of it; the concept 
of “optimum level of backwardness” which 
'lelps explains the maximum possible income 
,ain from technological difi'usion. 

Chapter 4 explores the logical and empirical 
relationship between capital formation and 
growth, and Chapter 5 examines export-in- 
iuced growth theories. Chapter 3 and Chapter 
could have been tied together, since the 
ansfer of technology to a less developed 
auntry embodies both export and investment, 
ad affects growth rates in the transferer of 
■chnology as well as the transferee. 

Chapter 6 critically and empirically exam- 
es Verdoorn’s law and Kaldor’s law. Ver- 
lorn’s empirical work indicated a constancy 
the ratio of productivity growth and output 
owth in the long run, and Kaldor’s theory- 
tributes the self-sustained growth of the 
onomy to economies of scale and Verdoorn’s 
w. Standard statistical methods are used to 
pport the above proposititxis, although 
jwthorn’s reformulation of Verdoorn’s law 
slds insignificant statistical results. 

The author favors the proposition that auton- 
nous market expansion induces technological 
ogress and productivity improvement which 
omotes income growth. But technological 
ogress is not strictly a function of the extent 
the market, since a large portion of research 
d development funds in the technological 
ider country (e.g., the U.S.) comes from the 
iblic sector. Moreover, technology transfer 
r most countries is a bargain (if not manna 
3m heaven) when it occurs at a price less 
an the production cost of the same technol- 
,y. Absorption of technology from abroad 
nnot be considered endogenous change. A 
ore general theory of growth which resolves 
e conflict between technological progress 
d market (demand) expansion as the prime 
•terminants of growth, or a theory that illumi- 
les the organic interaction between the two 
ocesses ought to be developed. 

Ghapter 7 turns to the public sector and em- 
rically examines the hypothesis that growth 
the public sector adversely affects the 
owth of the private sector. A review of the 
erature together with the empirical analysis 


results in a lukewarm support for the hypothe- 
sis. A comparison of growth in Eastern Euro- 
pean countries with that of Western countries 
could perhaps be useful here. 

Evaluating his own empirical analysis in sup- 
port of OLson’s institutional sclerosis theory, 
the author states that his method is not to be 
considered as “the most preferred” (p. 272). 
1 think he should give himself more credit; his 
work here is at least a good beginning. 

On occasions the author stops his probing 
and analysis short of reaching the heart of the 
problem. He is an excellent reporter of existing 
theory but not the best critic, and his horizons 
are limited to orthodox theory. For example, 
the author might have inquired whether the 
economic regime (the system itself) can de- 
velop sclerosis. Did not slavery, which was af- 
flicted with sclerosis, give way to feudalism, 
and, in turn, feudali.sm to capitalism, each 
transformation introducing a more rational al- 
location of resources and thus long-run eco- 
nomic growth'r* Is socialism as a new regime 
an exception in causing a slowdown in eco- 
nomic progress, or is it a more advanced stage 
and will it enhance progress’:* Certainly a book 
written on comparative economic growth 
should not ignore the advent of socialism, 
which is competing with capitalism in growth- 
manship all across the globe. 

Nor does the author inquire into the causes 
of relatively rapid growth in advanced coun- 
tries and slow growth in less developed coun- 
tries, in spite of technological diffusion. Since 
Olson’s political economy of comparative 
growth is discussed, why not the political econ- 
omy of growth in the less developed countries, 
especially since it is suspected that the slow 
and the fast growths are linked? 

The obvious question why the subject of eco- 
nomic growth is so important and complex is 
also not adequately dealt with. If we assume 
that one important rea.son is the contribution 
of growth to increased material well-being, 
then we must question why the determinants 
of technological choice and/or income distri- 
bution are not examined. Why are enxiron- 
mental repercussions of growth ignored, since 
it is possible for a dollar increase in income 
to inflict more than a dollar of external damage 
cost? I am not referring to welfare aspects or 
normative economics that the author shies 
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away from (p. ,56), but to po.sitive repercussions 
of growth. The book would have been more 
useful if the above important problems or ques- 
tions were acknow'ledged and discussed. 

The book rafses important que.slions, and as- 
fiftiiibies relevant material, but as the author 
admits at the outset, ”. . no linn conclusion 
IS reached as to why some countries or regions 
have experienced more rapid growth than oth- 
ers" (p. vii). Nevertheless, the book is a good 
.summary of the literature. It represents sub- 
stantial and patient work, In general it is pre- 
cise, clear and informative, and will serve stu- 
dents and teachers w'cll. 

Ma.vouchkh Pahvin 

University of Akron 

Ki:i'i:hi;nck.s 
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Military spending. Facts and figures, world- 
wide implications and future outlook. By 
WASStLY LkONTIEF AND FaYK DUCHIN. 
New York and Oxford: Oxford University 
Press, 1983. Pp. xiv, 124. LSBN 0-19- 
503191-1. JEL 84-0075 

Despite extensive discussion of the impor- 
ance of military spending in recent years, very 
ittle of the debate has turned on the macro- 
3conomic effects of such expenditures. To be 
ure, some politicians have gone so far as to 
dairn that military spending is beneficial in the 
jnse that it creates jobs, boosts output and 
timulates technological change. However, 
ew if any of these claims are backed by careful 
udy; most seem to be based on a naive 
.eynesian view of such spending as just an- 
ther form of government expenditure. 

The goal of the short work under review is 
evaluate the effects of various levels of mili- 
ry sfiending on output and consumption in 
teen regions of the world economy. The con- 
ision, summarized in the final chapter, is that 


. virtually all economies are able to increase 
total output and per capita consumption us they 
progressively reduce their military spending 
from the very high levels assumed in some sce- 
narios through the baseline case to levels lower 
than those that would be anticipated in the ab- 
sence of multilateral control agreements fp. 66], 

To reach this evaluation, the so-called World 
Model was employed. This is an input-output 
framework which includes estimated technical 
coefficients to represent the structure of pro- 
duction in each of the regions under study. 
It was supplemented by import and export 
coefficients which capture interregional flows 
of capital and of sectoral outputs. Particular 
attention was paid to breaking out production 
of military goods and services although, natu- 
rally, lack of accessible data required that sub- 
jective judgment be employed in some cases. 
Still, the authors argue that the con.sistency im- 
posed by the structure of the input-output 
model would make it difficult to conceal pro- 
duction for military use. 

The model was put through its paces in a 
series of seven scenarios. E2ach of these traced 
the evolution of the world economy at ten-year 
intervals between 1970 and 2000. The baseline 
scenario is essentially a projection based upon 
the estimated structure of the World Model 
for 1970. However, .some coefficients were 
modified using 1977 data and retained for sub- 
sequent years. These included military good 
export shares (of regional GDP), import coeffi- 
cients for military goods and other charac- 
teristics of the military .sector. Among the 
exogenous variables in this exercise were con- 
sumption in the Middle East and in African 
oil-producing nations, employment in devel- 
oped regions, and the balance-of-payments in 
most resource-poor developing areas. 

Under this baseline case, per capita con- 
sumption and GDP increased in all regions. 
World per capita consumption rose by 69 per- 
cent between 1970 and 2000 while GDP per 
capita grew by 64 percent. Those aggregate 
projections, however, did mask considerable 
regional variation. The fastest growing regions 
were the oil producers, high income Asia and 
the Soviet Union. Daggers included Latin 
America, low income Asia and arid Africa. 

Of course, the whole point of the exercise 
was to investigate the sensitivity of these pro- 



jectioas to varying assumptions about military 
spending. Consequently, two alternative sets 
of scenarios were considered. Under scenario 
Dl, North America and the Soviet Union were 
assumed to reach military parity at two-thirds 
of the base level of spending. In other regions, 
military spending as a proportion of G’DP was 
reduced to 75 percent of the base value by 
1990 and to 60 percent by 2000. 

The result of this exercise was an increase 
in per capita output and consumption in all 
regions. In the aggregate these measures were 
only slightly larger than in the baseline case. 
However, the major differences are to be 
found in the distributional efiFects. The princi- 
pal beneficiaries were those regions whose 
economies are expected to be slowest grow- 
ing — Africa, low income Asia and Latin Amer- 
ica. Although they continued to lag behind 
more developed areas, growth did accelerate 
rapidly in those regions under the reduced mil- 
itary spending assumption. 

A second set of alternative scenarios investi- 
gated the effects of increased military spending 
above baseline levels. Not surprisingly, given 
the linearity inherent in the structure of the 
input-output model, the results were just the 
opposite of those obtained in the case of re- 
duced expenditures. That is, income and con- 
sumption per head fell in all regions save the 
Middle East and centrally planned Asia. 

Since military expenditures are made by 
government and since most regions are net 
importers of military goods and services, it is 
fairly clear why consumption should vary in- 
versely with defense expenditures. What is 
more intriguing is the question of why the 
GDPs of major arms exporters should vary in 
the same manner. Leontief and Duchin ex- 
plain this phenomenon in terms of lower labor 
productivity in the arms-producing sectors of 
developed economies. Although some sectors 
(civilian aircraft production is one) contract 
with a fall in military spending, reallocation 
of production yields an overall net increase in 
output. 

The amount of work that must have gone 
into constructing the World Model seems 
mind-boggling. Although Military Spending is 
not especially well written, it does provide the 
reader with a large volume of data, the careful 
examination of which can yield many interest- 


ing insights. The authors provide extensive ap- 
pendices showing regional effects under the 
alternative scenarios. Certainly, the volume 
ought to be required reading for development 
economists. 

Dennis Hanseman 
L/niversity of Cincinnati 

(Reynolds. Lloyd G.j Comparative develop- 
ment perspectives: Essays in honor of Lloyd 
C. Reynolds. Edited by Gustav Ranis, et 
al. Westview Replica Edition. Boulder, CO: 
Westview Press in cooperation with the Eco- 
nomic Growth Center, Yale University, 
1984. Pp. xvii, 497. $35.00 paper. ISBN 0- 
86531-984-7. JEL 84-0372 

This particularly wide-ranging festschrift re- 
flects Lloyd G. Reynolds’ interests first in labor 
economics and then in development econom- 
ics. The development economist is most likely 
to be drawn to the book, with twelve of the 
nineteen papiers in that siibfield. Four of those 
papers analyze the empirical record on impor- 
tant issues. Howard Pack on sources of pro- 
ductivity gains in Israel, the Philippines and 
the United States; Peter Gregory with an up- 
beat analysis of employment growth in post- 
1940 Mexico; Bela Balassa on the relative effect 
of external shocks and domestic policies on de- 
veloping country performance; and Robert L. 
West on the energy requirements of a techno- 
logically modernizing agriculture. 

Two of the papers provide first class insights 
into the development process; Henry Bruton 
touches the well springs of economic growth 
by analyses of the remaining severe constraints 
in countries dramatically relieved of foreign 
exchange (and hence capital) shortage; Carlos 
Diaz-Alejandro illuminates practical problems 
in application of classical trade rules with an 
insightful comparative analysis (with Australia 
and Brazil) of Argentine economic growth over 
a one-hundred-year period. 

Richard Freeman tells much about the 
sources of economic w'isdom with a comparison 
of conclusions from Lloyd Reynolds’ early, 
small sample, tabular analysis of labor markets 
with contemporary effort based on large data 
sets, symbolic logic and sophisticated statistical 
techniques. It seems that Reynolds’ substitu- 
tion of intimate knowledge for formal statisti- 
cal significance brings wisdom at an early age. 
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In this volume, the analog to Hoynokh early 
work, and the antithesis of mindless technical 
manipulation is Carlos Diaz-Alejandro s analy- 
sis — steeped in the atmosphere of develop- 
ment process so that one understands why Ar- 
gentina followed particular policies and 
therefore how change might now be intro- 
duced and how other countries could learn 
from that experience. 

The development economist, attracted by 
the title, will encounter une.xpected titillations- 
an interesting interpretation of sharply diver- 
gent financing of the performing arts in Eu- 
rope and America (by J. Michael Montias). and 
a professional confirmation of the layman's su.s- 
picion that protection of the American auto- 
mobile industry, whose scale rallies political 
forces to its rescue, primanli defends poor 
management (by Walter Adams). 

This book, .so varied in approaches, attitudes 
and data suggests comment on the current 
.state of thinking about development Clearly 
the import substitution model is in disrepute. 
This is most explicit in Pack and Balas.sa; Diaz- 
Alejandro is equally specific, but includes a 
good deal of perspective as to why extreme 
import substitution strategies were chosen. 
By implication the anakigous Fel'dman- 
Mahalanobis, USSR-India-China, Ilarrod-Do- 
mar approaches would suffer as well. The cur- 
rent, contrasting simplification is outward 
looking, trade (export) led growth. But, caveats 
do occur. Carlos Diaz-Alejandro points out that 
one of Argentina’s serious problems arose from 
following a multilateral trade policy into a pe- 
riod of tight trade restrictionism and severe 
political problems with countries with which 
it had surplus as well as those with which it 
had deficit. Australia followed a much less 
trade-pure, bilateral strategy and weathered 
the storm better. Bruton’s discussion of non- 
traditional capital constraints raises complex 
issues having to do with the extent to which 
increased resource productivity may facilitate 
trade rather than the reverse. Strongly empha- 
sized by both Pack and Balassa are the econo- 
mies-of-scale which can only be realized 
dirough trade oriented development. What is 
not treated is the issue of what product mix 
would occur with an optimal allocation of capi- 
al and specifically whether much capital 
vould then be in industries with substantial 


economies-of-scale. After all they are dealing 
largely with economies that allocated sparely 
to agriculture and to the nonagricultural activi- 
ties stimulated by agriculture. 

’fhe collection reflects the profession’s ten- 
dency to leave agriculture on the periphery. 
It is, of course, not ignored. John C. H. Fei 
and Gustav Ranis collaborate on a quaint view 
of the “cultivation firm" they describe as 
springing up in Taiwan; Cynthia Taft Morris, 
on Basic Human Needs, walks up to food but 
does not carry to the growth implications. West 
takes for granted an emphasis on a technologi- 
cally dynamic agriculture and then raises rele- 
vant questions about capital and energy inten- 
sity suggesting a potentially major macro 
impact on the world’s energy resources. 'Fhe 
basic issues however are whether basic human 
needs of poor people in developing countries 
can be met without the .seed-fertilizer revolu- 
tion; and. a.ssuining they cannot, what are the 
resource and organizational requirements for 
that revolution; to what extent can that revolu- 
tion stimulate disproportionately low energy 
(and capital) consuming growth in other sec- 
tors; the fertility cfifects of such a strategy 
(touched upon by Michael Todaro); and, in 
view of Gerald Helleiner’s plea for an interna- 
tional economy, what would be the optimal 
allocation of capital and energy across coun- 
tries from a production and welfare point of 
view. Diaz-Alejandro makes it clear that there 
are structures of agriculture which negate an 
impiortant multiplier role — the vacant Pam- 
pean towns with their notable lack of local link- 
ages (Haile Selassie’s Ethiopia would be even 
more striking); he notes the severe problem 
of lags in an agriculture-based strategy; yet, 
he also states that support of agricultural re- 
search and extension was the single most eflFec- 
tive Argentine policy since 1955. 

John W. Melloh 
International Food Policy 
Research Institute 
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The DRI model of the U.S. economy. By Otto 
Eckstein. New York, London, Sydney and 
Toronto: McGraw-Hill, 1983. Pp. xiii, 253. 
$24.95. ISBN 0-A)7-0 18972-2. JEL 84-0097 



f Large-scale econometric models have 
I clearly passed the test of the market, and the 
I late Otto Eckstein was equally clearly at the 
forefront of their success. Nevertheless, the 
models have come under increasing fire from 
. the academic profession, being attacked for 
their supposed “spectacular failures” (Lucas 
and Sargent 1978), and incredible identifica- 
tion assumptions (Sims 1980). Eckstein’s book 
combines a summary of the structure of the 
Data Resources Quarterly model of the U.S. 
economy with a spirited attack on some of the 
criticisms levied at the models. The author 
skillfully blends details on the mechanics of 
the model, useful to a DRI customer, with ma- 
terial on its overall philosophy and structure, 
suitable for an advanced undergraduate or be- 
ginning graduate student. 

The book starts with three introductory 
chapters, all previously published. The first de- 
scribes the historical development of the DRI 
model culminating in the 1981 version, which 
is the focus of the book. The second combines 
- a discussion of the philosophy and methodol- 

• ogy of econometric modeling in general, with 
some specific macroeconomic properties of the 
DRI model. The third chapter introduces the 

‘ supply of labor, capital, and energy. The book 
then follows the course of an undergraduate 
macroeconomics textbook, with chapters on 
the financial system, consumption, investment, 
government spending, net exports, and the de- 
' termination of prices and wages. The book fin- 
ishes with brief chapters on the disaggregation 
■ of unemployment and output, and (a sign of 

• the times) on energy. 

The first chapter reveals the fact that fiscal 
policy has only a small, transitory effect on 
CNP unless monetary policy is accommodat- 
ing. The multiplier for government spending 
falls from 0.7 to zero in eighteen months. By 
Contrast, this multiplier is over two if interest 
rates remain fixed. The model thus displays a 
very steep LM curve reminiscent of the St. 
Louis reduced form model. Because of the 
dominance of monetary policy, the reader 
yearns for a di.scussion of the financial sector 
of the model only to find it postponed to a 
successor volume. This omission greatly re- 
duces the value of the book. 

The importance of money reflects “old mon- 
etarism” rather than the “new classical ap- 


proach, "and Ekikstein addresses the challengt 
of the newer approach in Chapter 2. He exam- 
ines the speed of adjustment of expectations 
in the wage equation by testing whether there 
is more than one lag term on past inflation 
in the wage equation. The rejection of the sin- 
gle lag restriction is interpreted as being unfa- 
vorable to “Rational Expectations.” But this 
does not distinguish between contractual iner- 
tia and slow adjustment of expectations. Since 
there are important macroeconomic differ- 
ences between the two, distinguishing them 
deserves greater attention than is given in the 
book. 

Expectations are also important to the deter- 
mination of expenditures in the model. Each 
of the chapters on expenditure components 
follows a similar outline. A partial equilibrium 
model is posited, suggesting variables to be in- 
cluded in the expenditure equations, which are 
then supplemented by other “plausible” varia- 
bles. Proxies for expectations are added in the 
form of a distributed lag on past values of the 
relevant variable. But, not only are these ex- 
pectations not the predictions of the model it- 
self, they are sometimes different in different 
equations of the model. For example, income 
and output expectations are generated by a 
geometric lag with a decay factor of 0.1 (so 
that, for example, the first two lags coefificients 
are 0.90 and 0.09). Because the weights sum 
to unity, these "expectations” inevitably lag 
behind the upwards trend movement of real 
variables. Hence, output “surprises” (the dif- 
ference between realized and expected out- 
put, included in many equations) are almost 
always positive. In fact, not one is negative be- 
tween 1961 and 1969, 1971 and 1974, or 1975 
and 1979. 

The "expectations" in the equations, then, 
are certainly not unbiased projections of future 
values, and their mechanical formulation does 
not allow announced changes in tax law or pol- 
icy rules to have any effect on expected income 
or output. Inflation expectations are modeled 
similarly as a Pascal lag on past inflation, and 
are also inconsistent between sectors. For ex- 
ample, bond buyer’s inflation forecasts have 
a speed of adjustment of 0,79, while wage bar- 
gainers (who may also trade in bonds) have a 
slower speed of adjustment of 0.85. While the 
extensive use of expectational variables is a 
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step forward from older models, the step is 
not v'ery large. 

Only a small fraction of the 375 stochastic 
equations in the model are documented in the 
hook, but those included are quite revealing. 
Extensive^ use is made of dummy variables in 
equalion.s, for example, to account for the im 
pact of the 1980 credit controfs on consumer 
.spending This seems reasonable, but it is diffi- 
cult to discover how much of either the impres- 
sive dynamic tracking performance of the 
model or of the reduction of forecast error over 
an ARIMA model is simply due to dummj' vari- 
ables, and how much is due to the "economic 
structure" of the model. Only the latter is of 
use in forecasting the future. 

.Some estimated equations have rather shaky 
statistical foundations. For example, the ap- 
pearance of lagged dependent variables in 
equations estimated with .serial correlation cor- 
rections and the prevalence of low Durbin 
Watson statistics (sometimes even lower than 
the /? -Squared of the equation) are a cause for 
concern. Of course, any econometric equation 
can be criticized, and the proof of the pudding 
must be in the eating But Eckstein notes that 
a “single equation . . . can destroy the simula- 
tion properties of a model,” (p. 33) so scrutiny 
of individual equations is important to uncover 
the source of the model’s properties. 

There will be many readers who will find 
their prejudices about large-scale macroecono- 
nietric models confirmed by this book — 
whether they are for or against them. Support- 
ers can point to the exceptionally accurate dy- 
namic tracking performance of the model ov'er 
the period 1966^1980. Yet detractors will also 
find comfort in the cavalier treatment of the 
implications of rational expectations and struc- 
tural change. Readers with either point of view 
will, however, agree that the book yields in- 
valuable insights into the philosophy behind 
the development of the DRI model. Eckstein's 
lucid writing style will be sorely missed by the 
profession. 

Stephen R. King 

Stanford University 
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This volume, the seventh in an annual series, 
repre.sents one of the first efforts to undertake 
a comprehensive review of the 1979-1982 ex- 
perience with declining inflation in the United 
States. It contains nine essays that examine 
monetary-fiscal policy during the period, ad- 
justments in individual markets (particularly 
labor markets), and the international conse- 
quences of U.S. anti-inflation policies. A com- 
mon theme, linking the individual studies, is 
the effort to determine if the adoption of 
a more “credible” anti-inflation emphasis in 
monetary policy altered the cost of reducing 
inflation. 

The first essay by Philip Cagan and the late 
William Fellner concludes that wage inflation 
did slow more rapidly in 1982 than would have 
been expected by past experience. This is a 
controversial conclusion that is not shared by 
several other studies. In their statistical work 
Cagan and F’ellner find that prices had a small 
effect in the determination of wages whereas 
the change rather than the level of unemploy- 
ment had a relativel) large effect. Thus, the 
appreciation of the foreign exchange rate 
(through its effect on prices) and the duration 
of demand restraint after 1979 (a high level 
of unemployment) count for less than in some 
other studies. At the same time some studies — 
particularly those by R. J. Gordon — find noth- 
ing abnormal about the slowing of price infla- 
tion. Thus, the implication is that the extra 
wage restraint, if it occurred, was absorbed by 
an unanticipated widening of profit margins. 

It should be noted that the wage series used 
by Cagan and Fellner shows more deceleration 
after 1981 than other available wage-rate mea- 
sures (see page 278 of the following essay by 
Kosters). 

Disagreements about the behavior of wages 
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will become increasingly significant as the eco- 
nomic recovery continues. Some economists 
predict an acceleration of inflation based on 
the recent rapid fall in unemployment; others 
predict continued moderation because the 
level of unemployment remains high. 

The second essay by Cagan is a review of 
monetary policy and its effects on the economy 
since 1979. He emphasizes the effect on infla- 
tion expectations — arguing that although they 
had little eflfect on interest rates, they were 
responsible for an appreciation of the dollar 
and a rise in money demand. Considerable ef- 
fort is devoted to examining the causes of shifts 
in money velocity. The section on domestic 
macroeconomics issues concludes with an es- 
say by Fellner on the appropriate mix of fiscal- 
monetary policy w'ith a focus on the saving- 
investment consequences. Compared to other 
reviews, Cagan and Fellner seem less surprised 
by the response of the economy to monetary 
restraint — the sustained rise in interest rates, 
and the extent to which the monetary restraint 
fell on the foreign balance rather than domes- 
tic demand. 

Two essays by Gottfried Haberler and Sven 
W. Arndt explore the international dimensions 
of the recession and the role of U.S. economic 
policy. Haberler views the recession as a pre- 
dictable result of a worldwide effort to reduce 
inflation while minimizing the importance of 
disruptive events such as the rise in oil prices. 
He also does not view the debt difficulties of 
the developing countries as a likely cause of 
a banking collapse, arguing that they should 
carry out the austerity programs of the IMF. 
The most interesting part of his essay is de- 
voted to a strong defense of the current system 
of flexible exchange rates. Haberler argues that 
the high value of the U.S. exchange rate is a 
reflection of its domestic economic policies and 
does not represent a failure of the system of 
flexible rates. He also argues that other coun- 
tries would be worse off with a combination 
of current U.S. policies and fixed exchange 
rates. Arndt agrees that current exchange rates 
are a product of the specific combination of 
economic policies in the United States. He ex- 
amines the international effects of those poli- 
cies and addresses the issue of foreign govern- 
ments’ options given the policy mix chosen by 
the United States. 


The effects of disinflation on specific sectors 
of the economy are evaluated in two papers 
by John C. Weicher on the housing market 
and Murray F". Foss on corporate liquidity. The 
study bv Foss is of particular interest because 
of his examination of a sample of individual 
firms in contrast to the usual emphasis on econ- 
omy-wide averages. He Ends greater evidence 
than in the aggregate data that recessions may 
have lasting effects on the solvency of some 
firms. 

The volume concludes with two essays on 
the labor market by Marvin H. Kosters and 
Mark Perlman. In contrast to the earlier paper 
by Cagan and Fellner, Kosters argues that in- 
creased competition, stemming from deregula- 
tion and a rise in the exchange rate, was a 
major factor behind any departure of wage be- 
havior from that of prior recessions. He points 
out that wage behavior has not been closely 
comparable across business cycles and that the 
diversity is particularly marked for union set- 
tlements He expresses doubt that the outbreak 
of concessionary wage bargaining will, in itself, 
have a major impact on future wage trends. 
The paper by Perlman undertakes a more de- 
tailed examination of the institutional arrange- 
ments surrounding collective bargaining — par- 
ticularly the role of federal legislation. He too 
emphasizes foreign competition; and in exam- 
ining the options for policy he seems to view 
the high exchange rate as a permanent phe- 
nomena to which American industry should 
adjust rather than a temporary phenomena 
from which industry should be. insulated. 

Barry P. Bosw’orth 
The Brookings Institution 

Exchange rates in multicoutitry econometric 
models. Edited by Paul de Crai'we and 
Theo Peeters. New York: St. Martin's 
Press; London: Macmillan Press, 1983. Pp. 
xi, 287 $35.00. ISBN 0-312-27402-5. 

JEL 84-0717 

One of the major shortcomings of existing 
multicountry econometric models, it has long 
been claimed, is that monetary linkages in 
these systems were far less developed than real 
(trade) linkages; partly related, they generally 
lacked consistent exchange rate modeling. Af- 
ter ten years experience with floating ex- 
change rates the proprietors of these systems 
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now appear to be on their way to close this 
sap. Evidence to this effect is provided by this 
volume, which brings together nine papers 
presented at a conference in Leuven, held in 
November 1981 . It attempts to provide a sur- 
vey as well as a critical discussion of the multi- 
faceted re.search that has been done on inte- 
grating exchange rate modules into multicoun- 
try econometric models. 

Four papers describe exchange rates subsys- 
tems for the multicountry models of Project 
LINK (Hickman), the Federal Reserve Board’s 
MGM (Hooper, Haas, and Symansky), the Japa- 
nese EPA World Economic Model (Amano), 
and the Commission of the EEC’s EUROLINK 
(Ranuzzi). Above all, the reader will be struck 
by the wide differences in approaches imple- 
mented in these models. In three of them, re- 
duced form approaches of some sort have been 
followed. The builders of MCM go furthest in 
their attempt to incorporate portfolio balance 
effects into their model; however, these do not 
come in significantly in most cases. In addition, 
market fundamentals are represented by rela- 
tive prices, interest rate differentials, and cu- 
mulated relative current account differentials. 
Both EUROLINK and LINK, in that order, im- 
pose significantly stronger prior exclusion re- 
strictions on their equations. In the latter case, 
exchange rates are primarily determined by 
purchasing power parities and current ac- 
counts. In the EPA model, the underlying phi- 
losophy was to preserve the structural ap- 
proach to exchange rate determination as 
much as possible. Based on fully specified trade 
and capital flow subsystems the set of balance- 
of-payments identities is then used to deter- 
mine the vector of exchange rates in the sys- 
tem. Since this is known in general to generate 
unstable solution paths, a sophisticated search 
process involving exogenous inequality con- 
straints is used to find feasible solutions. 

Rather different in general, and specifically 
with regard to its exchange rate sector, is the 
Liverpool Model (Minford, loannidis, and Mar- 
waha). This is a rational expectations equilib- 
rium business cycle model. Exchange rates are 
modeled assuming explicitly absence of risk 
premia and equalization of expected returns 
across countries. Of particular interest for ob- 
servers of European economies will be the last 
aaper (Basevi and Calzolari), dealing with the 


specification and estimation of central bank in- 
tervention functions. While in the portfolio 
balance version of an asset market approach 
the change in net foreign assets plays a promi- 
nent role, none of the models in this volume 
attempts to endogenize interventions. Yet for 
the major European currencies the constraints 
imposed by the European Monetary System 
are of crucial importance, as demonstrated in 
this paper. 

The first three chapters are primarily con- 
cerned with methodological problems in ex- 
change rate modeling. In a provocative paper, 
leading off the volume, J. Melitz questions the 
value of econometric exchange rate models 
per se. His basic argument is that the hypothe- 
ses implemented in econometric models are 
inherently too simplistic and bound to be lim- 
ited to a representation of only a few theoreti- 
cal arguments. Somewhat related, the second 
paper (Helliwell and Boothe) deals with the 
implications of the choice between alternative 
exchange rate theories for a given model, here 
a medium-sized model for Canada. Finally, in 
Chapter Three, we find a useful survey of the 
extensive literature on the relation between 
the current account and exchange rates (Black- 
hurst). 

Where do international model builders 
stand, as judged from this volume? Nobody 
would claim these days that there is a generally 
accepted and unified theory of exchange rate 
determination. On the contrary, almost all ex- 
isting theories appear to have been rejected 
by empirical evidence of some sort. Still, it 
seems odd that even existing theories have 
been incorporated in these models by bits and 
pieces only. 

Econometric exchange rate models are often 
dismissed with reference to their dismal per- 
formance as forecasting devices, as demon- 
strated in a number of recent papers (e.g., 
Meese and Rogoff). It must, however, be un- 
derstood that the proper way to interpret the.se 
exchange rate models is not to look at their 
predictive accuracy. It is imperative that the 
effects of changes in the market fundamentals 
on exchange rates be captured adequately in 
simulation experiments. Any exchange rate 
subsystem that provides these linkages is an 
improvement over early international models 
with exogenous rates. Pure time-series models. 
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though superior in short-term forecasting, do 
not support such analyses. 

Unfortunately, the volume does not repre- 
sent important work done at several other re- 
search centers: most notably, the OECD IN- 
TERLINK model and the FAIR Multicountry 
model, both of which are rather diflFerent from 
the pack in their treatment of exchange rates. 
In addition, much has been done since the pa- 
pers were written. A comparative evaluation 
of response characteristics of exchange rates 
in the four major systems (EPA, INTERLINK, 
LINK, MCM) to standardized exogenous 
shocks has been performed recently; the re- 
sults will be published in a forthcoming special 
issue of the European Economic Review. Fur- 
ther improvements of the models discussed 
here are presented elsewhere (Klein and 
Krelle 1983). 

Despite these shortcomings with regard to 
coverage and timeliness, the present volume 
provides an appropriate overview of the devel- 
opment of exchange rate modeling in multi- 
country econometric systems. The interested 
reader will find it a useful reference as well 
as a standard against which future work can 
be evaluated. 

Peter Pauly 

University of Pennsylvania 
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This collection of papers was presented at 
a workshop sponsored by the International In- 
stitute for Applied Systems Analysis (IIASAj in 
November 1980. Its purpose was to review 
multisectoral, computable general equilibrium 
(CGE) models applied to different types of 
economies. IIASA has sponsored or hosted a 
variety of work on CGE models, and was a 
natural location for such a workshop. 

Methodologically, CGE models started with 
input-output analysis and can be seen as being 
firmly in the tradition of multisectoral, econo- 
mywide planning models. More recently, a sec- 
ond strand of CGE modeling has developed 
from the theoretical work on solution algo- 
rithms for Walrasian general equilibrium sys- 
tems due to Herbert Scarf. Until quite re- 
cently, these “Scarf algorithm” models have 
focused on issues of tax incidence and welfare 
costs of different tax schemes applied to devel- 
oped countries, a quite different focus than 
that of the literature on planning models. In 
both strands, however, the major emphasis has 
been on simulating the workings of a multi- 
market, general equilibrium system, and then 
using the simulation model as a laboratory for 
controlled experiments. 

In the past few years, the two traditions have 
become more intermingled, especially in the 
area of modeling international trade. The pa- 
pers at the IIASA workshop, however, are all 
in the first tradition, with no references to tax 
or trade models applied to the United States. 
Indeed, from reading the papers, one has a 
.sense that many possibilities for fruitful cross- 
fertilization have been missed because the dif- 
ferent strands of CGE models have been devel- 
oped in relative isolation. The IIASA confer- 
ence provided a useful forum for such contacts, 
bringing together a variety of modelers. Since 
then, there have been other conferences 
which have included work from both strands, 
and one is beginning to see lessons being 
passed back and forth: for example, Applied 
General Equilibrium Analysis, edited by H. 
Scarf and J. Shoven, Cambridge, Cambridge 
University Press, 1983. 

The book contains thirteen papers in four 
groups: (1) models applied to developing coun- 
tries, (2) models applied to centrally planned 
economies, (3) models applied to developed 
countries, and (4) problems of modeling eco- 
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nornic-dernographic interactions. I’here is also 
a very interesting summary of a wrap-up dis- 
cus.sion by a number of participants. 

In general, the papers reported work in 
progress on a number of projects that have 
since been completed (or nearly so). Thus most 
of the papers have the flavor of preliminary 
reports; heavy on model specification and light 
on the analysis and interpretation of results. 
With the exception of notable papers by Dervis 
and Padkaminer, the articles do not really dis- 
cuss policy issues, but approaches to modeling 
them, I’he fairly long publication lag — the con- 
ference was in the fall of 1980 and the book 
appeared in 1983— also makes the papers a bit 
dated, especially given the rapid develop- 
ments in the field over the past few years. 

To the specialist, the book’s major contribu- 
tion is that it brings together in one place good 
descriptions of a variety of models, especially 
work sponsored by IIASA. 'I'o both specialists 
and nonspecialists, the papers represent a fa,sci- 
nating collection of approaches to modeling 
actual economic systems. While all the mod- 
elers start from the neocla.ssical general equi- 
librium model, with varying degrees of enthu- 
.sia.sm, none of them stay with it. All of the 
models attempt to incorporate institutional 
and structural rigidities that the authors feel 
are a crucial part of the economies they are 
studying — and the variety of economies is 
quite wide. Especially interesting were sugges- 
tions about modeling systems characterized by 
relatively rigid prices in various markets and 
about linking medium, long, and short-run 
models. Anyone who wishes to build a model 
of an actual economy, be it multisectoral or 
macroeconomic, would do well to browse 
through these papers for lessons. 

Sherman Robinson 
University of California, 

Berkeley 

Striking a balance: Making national economic 
policy. By Albert Rees. Chicago and Lon- 
don; University of Chicago Press, 1984. Pp. 

X, 118. ISBN 0-226-70707-5. JEL 84-0727 
It has been observed that economics is rap- 
idly becoming a national sport. Almost every- 
one participates — mostly as Monday morning 
quarterbacks. There is a cadre of professionals 
who set the rules and call the shots and the 


media has assembled specialists who report 
and editorialize on all facets of the game. In- 
deed, the technical jargon of economics is now 
commonplace; Ml, crowding out, GNP, infla- 
tion, seasonally adjusted rates; and the fre- 
quency of “business briefs” on television is ri- 
valed only by sports reports and weather 
forecasts. 

Like any spectator sport, successful partici- 
pation requires knowledge of the rules, a basis 
for interpreting the calls of the officials, and 
a clear set of criteria for what constitutes a 
good win. It is here that economics manifests 
itself as a challenging sport. There are many 
ways to win; The goals may include a half- 
dozen scores, and the weights that are ac- 
corded by various spectators to the scores may 
be quite different. Moreover, there are often 
many strategies appropriate to achieving a 
given goal, and the astute spectator may well 
place value on how the game is played; Are 
the goals being met in an “efficient" and/or 
“fair” fashion? Given the complexity of, and 
interest in, economics, it is important that pro- 
fessional economists take seriously the need to 
make the discipline comprehensible. 

This need has been met by Albert Rees in 
his short, highly readable book on economic 
policymaking — the game plan of political pro- 
fessionals. Beginning in Part I, a series of short 
chapters clearly sets out the main objectives 
of economic policymaking: full employment, 
stable prices, growth, efficiency, equality, and 
balance of payments. These chapters, one per 
objective, reveal who benefits most from the 
various objectives, and how each is measured. 
Part 1 concludes with a chapter on “balancing 
the goals” where tradeoS's are delineated, and 
the mandate of economic policymaking is re- 
vealed. 

Part II takes up the instruments of public 
policy. A concise description of each instru- 
ment is provided, including an in-depth discus- 
sion of taxing and spending, borrowing and 
lending, monetary policy, wage and price con- 
trols, regulation, ownership of industry, and 
trade policy. 

While consideration of the number of instru- 
ments, and the complexity of the goals may 
cause the casual spectator of economics some 
trepidation, the real difficulty in developing 
a policy game plan is that the rules themselves 
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are not all that clear and certain! Indeed, pro- 
fessionals may differ widely on the effects of 
the various policy instruments. Rees notes, for 
example, that President Reagan recently pro- 
posed a policy of raising some taxes to reduce 
the deficit and unemployment, yet many pro- 
fessionals believe that raising taxes could well 
increase unemployment. No wonder econom- 
ics is a national sport; Almost anyone can play 
and win, and the stakes are high. 

Albert Rees’ book is a superb introduction 
to economic policymaking. It is not organized 
like texts which emphasize complex rules and 
subtle jargon, but rather uses an approach fo- 
cu.sing instead on outcomes (the goals of public 
policy) and how to achieve them (the instru- 
ments of public policy). It is thus "problem 
oriented.” The astonishing thing about the 
book is its size, only 1 18 pages. It is absolutely 
packed with ideas and interesting examples, 
and is written in a highly lucid style. Rees be- 
lieves that it is not necessary to be an econom- 
ics “expert" to understand economic policy. 
"I believe that the key issues of economic pol- 
icy can be understood without the need for 
elaborate theory, higher mathematics, or so- 
phisticated statistics" (p. ix). This statement 
should not be interpreted to imply that the 
book is atheoretical or unscientific; quite the 
contrary. The professional economist will 
quickly recognize that Rees’ book is grounded 
on modern economic theory, and buttressed 
with empirical evidence. What the author has 
done is to keep "theory as unobtrusive as possi- 
ble" while examining highly complicated mac- 
roeconomic issues relating to economic policy- 
making. While this feat may sound next-to- 
impossible, Rees has accomplished it. This has 
required the combined skills of a top economic 
analyst, a practitioner who has been integrally 
involved in the policymaking process, and a 
superb expositor. The economics profession is 
fortunate indeed that a colleague of Al Rees’ 
talents has taken the time to translate some 
of our most complex ideas into a form accessi- 
ble to students and laymen alike. 

My enthusiasm for this book derives in part 
from my deep committment to the need for 
economic literacy among the general public. 
As teachers of economics, we fail too often to 
realize that mastery of theory evolves from 
epeated application to problems of relevance 


and interest to the user, flees’ book is built 
on this pedagogic premise. As such, the book 
is an excellent complement to texts not only 
in public policy courses, but also in introduc- 
tory and intermediate economics courses. 

Allen C. Kelley 

Duke University 

The barbaric counter-revolution: Cause and 
cure. By Walt Whitman Rostow. Austin; 
University of Texas Press, 1983. Pp. xi, 126. 
$13.95. ISBN 0-292-70749-5. JEL 84-0397 
Rostow intends his book as an answer to the 
“cumulative human, national, and interna- 
tional damage” (Preface) done by the United 
States’ economic policies since October 1979. 
The Preface is representative; A reader who 
prefers scientific detachment with its frequent 
correlate of ennui should not buy this book. 
F’or the “Barbaric Counter-Revolution” is 
forcefully — and purposefully — written, with 
much emphasis on empirical details as well as 
on the big picture; references range from Hit- 
ler to Reagan, from the New Deal to the Great 
Society. I’he cover tells us that very important 
persons like Paul W. McCracken, John Ken- 
neth Galbraith, and Arthur Schlesinger, Jr., 
rank this book with the best on present eco- 
nomic policy — not without cause. 

The book has seven chapters, each one indi- 
cating that it is mainlv’ long-run developments 
that Rostow deals with. 

Chapter 1 outlines the "central theme.” It 
turns out that “barbaric” is just another word 
for “bad” rather than for “unintelligible” or 
“stammered,” a meaning preferred by the an- 
cient Greeks, or for “without a common intel- 
lectual basis” as defined by Ortega y Gasset. 
The bad counter-revolution began, according 
to Rostow, with the imposition of a restrictive 
monetary policy and an unprecedented rise 
in real interest rates; it gained momentum af- 
ter 1981. And it had bad effects; high unem- 
ployment (“almost 11 percent in December 
1982”), increasing gaps between the economic 
situation of whites and nonwhites, etc. All in 
all, it supposedly left “the national and interna- 
tional financial structure . . . vulnerable to a 
crisis which could plunge the world economy 
into a deep depression” (p. 2). The only plan 
of the Reagan administration would be “to 
maintain a kind of Marxist reserve army of the 
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unemployed "(p. 3). This first short chapter also 
deBnes whut Rostow interprets as the revo u 
tion which was countered in such a barbaric 
fashion: It was the policy, llie institutional be- 
havior and the intellectual concepts which 
stood t)ehind the “historically unique sustained 
boom of the J 950s and 1960s” (p. 3), that ended 
with the "explosion” of grain prices (end of 
1972) and the quadrupling of oil prices’ in 
1973-1974. 

This outline is fascinating and audacious in- 
deed. However, the period 1950 to 1972 was 
not unique in growth performance. United 
States’ CNF grew (in 1972 prices) on the aver- 
age by .3.6 percent per year between 1950 and 
1972. Arbitrarily taking the period 1920-1942 
as a reference, the growth rate was 3.5 percent; 
and between 1890 and 1912 it was even 4.2 
percent. Is it not audacious to argue long run 
and lake the results of one year, or even less, 
as a measure for failure? It is dangerous, too. 

By the time the book reached the market we 
had new facts which — acepeting Rostow’s an- 
nual or even monthly standard — changed the 
picture radically: Real CNF has been increas- 
ing at an annual rate of 7.7 percent between 
19831 and 19841 — real domestic investment 
rose by 43 percent; total government pur- 
chases did not increase at all; the GNF price 
deflator in the same period rose 3.7 percent, 
unemployment rates went down, especially 
those of nonwhites (data referring to first quar- 
ters, seasonally adjusted). 

The second chapter seeks to explain how we 
had got where we were in 1981. It describes 
the “unique expansion” between 1950 and 
1972, “the period of confidence — even com- 
placency” (p. 8). This boom is labeled “Fourth 
Kondratieff Downswing” by the author, who 
sets his own standards of definition. According 
'.o Rostow the expansion was due to an acciden- 
al convergence of two factors: The decline 
in the price of basic commodities relative to 
nanufactures and the backlog of technology 
n Western Europe and Japan. The often ad- 
ressed “mainstream economist” whom Ros- 
ow sometimes gives credit for "the element 
if truth in his proposition” (p. 13) no doubt 
'ould like to hear whether there are no factors 
production other than basic commodities, 

:ke labor. However, labor costs in Rostow’s 
icture were only reacting; they declined due 


to the terms of trade shift. After 1974, he ar- 
gues, 1) real wages were declining, 2) employ- 
ment was reduced, 3) wage push inflation ac- 
celerated; then follows the history of U.S. 
economic policies under the Nixon, Ford and 
Carter administrations. 

Chapter 3 reviews the “theory of the 
counter-revolution and its fatal flaw” (p. 26). 
This theory, it turns out, is made by “four kinds 
of doctrinaires”: 1) supply siders, 2) budget cut- 
ters, 3) monetarists and 4) the military U.S.- 
USSR balancers. Rostow gladly accepts the 
phrase “voodoo economics” for doctrines 1 to 
3. The fatal flaw he sees in the assumption that 
monetary restraint and reduced inflation are 
compatible with a tax-cut-induced economic 
expansion. Then follows an extensive discus- 
sion of the monetarist's theory (“doctrine”). It 
becomes quite clear that Rostow is no fan of 
monetary gradualism or of high real interest 
rates. 

Chapter 4 gives the history of the counter- 
revolution (1981-1983). It again places much 
emphasis on how the federal budget is fi- 
nanced, rather than on the size of real govern- 
ment absorption. The counter-revolution’s out- 
come is viewed as reflecting the “virtual 
intellectual and policy bankruptcy in the two 
major political parties” (p. 51). 

Chapter 5 is labeled “concepts for a civilized 
synthesis” and is about 1 ) the virtues of a high 
regular growth rate (which should be 7 percent 
for some years and 4 percent in the long run, 
when full employment is reached); 2) how 
the “Fourth Industrial Revolution” will not 
lead to technological unemployment (Rostow 
quotes Newsweek quoting the Labor Depart- 
ment that some 800,000 people will be em- 
ployed in industrial robot production by 1990; 
p. 58). Delineating investment requirements, 
Rostow discusses the literature on Kondratieff 
cycles; the only hypothesis to explain perfor- 
mance during the last two centuries suppos- 
edly is the one referring to basic commodity 
prices relative to manufactured products. The 
reader who starts contemplating the share of 
manufacturing in total GNP in the colonial era 
some two hundred years ago may also look into 
Christopher Freeman’s (1983) book on long 
waves in the world economy which presents 
an entirely different picture. Also in this chap- 
ter we are introduced to incomes policy as the 
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third means — besides monetary and fiscaJ pol- 
icy — to Bgbt inflation. The necessity of an in- 
comes policy is deduced from a short and con- 
yincing analysis of present quasimonopolistic 
:ollective wage bargaining arrangements. One 
oJution at hand, namely trustbusting, is not 
nalyzed; instead, the “civilized synthesis” is 
he joint endeavour of all the major groups 
1 the society. 

Chapter 6 is concerned with economic pol- 
■y advice. It recommends again the three- 
;gged inflation control strategy without ex- 
laining why Rostow is so unsure of each of 
le policies alone. And; wage contracts should 
e set annually, “spring seems to be a pre- 
;rred season” (p. 78). An “EOB Committee” 
designed, having its name from the place 
'here members are to be locked up until they 
;ach an agreement on incomes (EOB = Exec- 
ive Ofiice Building). Government should 
dp expand public R and D “in support of 
jc fast moving basic sciences” (p. 90) — possi- 
y to make them start running. Also, the older 
asic industries should be “rehabilitated,” first 
irough faster overall real growth, second 
irough more capable leaders, and third, 
irough wage cuts. The infrastructure, most 
r all bridges, roadbeds, parks and water supply 
, stems should be rebuilt. 

The short concluding chapter repeats what 
ostow feels is at the heart of present prob- 
ims, namely inflation control. He stresses that 
le way out is by the “coming together of busi- 
e.ss, tabor, and government, in a new institu- 
onal framework,” in a “partnership society” 

I . 12.'5). He already has sensed, by “travelling 
ur country,” first hints of his brave new world, 
nd gives the reader one final quote to ponder 

J. 126): John E. Kennedy’s campaign slogan, 
I.et’s get this country moving again,” ironic 
1 view of Rostow’s belief that the 1950s and 
960s were golden years of growth. 

Hans H. Gijsmann 
A'ief Institute of World Economics 
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Handbook of econometrics. Vol. I. Edited by 
Zvi Griliches and Michael D. Intriuga- 
TOR. Handbooks in Economics Series, book 
2. New York, Amsterdam and Oxford: North- 
Holland; distributed in U.S. and Canada by 
Elsevier Science, New York, 1983. Pp. xxvii, 
771. $195.00 per 3 vol. set. ISBN 0-444- 
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The Handbook of Econometrics is eventu- 
ally to consist of three volumes. Volume 1 con- 
tains the first 12 of 35 planned chapters. The 
editors and publisher have succeeded in pro- 
viding comprehensive and accessible surveys 
for advanced graduate students and profession- 
als. However, since inevitable publication de- 
lays have made some of the chapters over four 
years old, it is questionable whether book for- 
mat is the best way to release such surveys. 
There is no attempt made to standardize nota- 
tion or cross-reference the chapters, and the 
index is short and inadequate. The only feature 
common to the chapters is generally good 
typesetting and suf>erb reference lists. It might 
be more timely and cheaper to publish papers 
such as these in a periodical such as Economet- 
ric Reviews. 

The first chapter, by Henri Theil, is on linear 
algebra and matrix methods. Most of the mate- 
rial is similar to the excellent first chapter in 
Theil’s (1971) textbook, but there are some in- 
teresting digressions and new material on gen- 
eralized matrix inversion. Arnold Zellner’s 
chapter surveys the fundamental probabilistic 
and statistical background for econometrics. It 
is beautifully written and should be required 
reading for anyone using econometrics. Zell- 
ner clearly points out problems and weak- 
nesses in both the classical and Bayesian ap- 
proaches. 

Michael Intriligalor surveys and categorizes 
different economic and econometric models, 
but offers little not covered in Chapters 1, 2 
and 4; the remainder of the material should 
be in the Introduction. Cheng Hsiao’s chapter 
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on identification is a comprehensive review of 
model identi/ioalion conditions using first and 
second inonienis This covers most models 
used by econometricians except certain dis- 
crcte/continuoLis choice models, which will 
presumably be covered in later chapters. Ed- 
ward Learner’s “Model Choice and Specifica- 
tion Analysis” is an acrid and witty review of 
his work on these topics. Those familiar with 
1^-amer's (1978) hook will not find much that 
is new, but others should read this concise deci- 
sion theoretic critique of "standard” econo- 
metric practice. 

The third section Ijegins with Takeshi Arnem- 
lya on nonlinear regression models. Amein- 
lya restricts his attention to nonlinear least 
squares estimation of “standard” models where 
the endogenous variable(s) can be written as 
a nonlinear function of exogenous variables 
plus an additive disturbance term Although 
this restriction rules out qualitative choice 
models, Arnemiya gives a clear account of the 
advantages and problems with nonlinear mod- 
els. The next chapter, on simultaneous equa- 
tions models, is by Jerry Hausnian, who uses 
instrumental variables as a unifying concept 
for his essay. Ilausman’s chapter is very reada- 
ble, and his consistent uSe of instrumental vari- 
ables should provide some new insights for 
most readers. His approach is extended to non- 
linear models in the last part of the chapter; 
this is a nice complement to Arnemiya ’s treat- 
ment of the same .subject. 

The first seven chapters survey material 
which is generally covered in graduate-level 
econometrics courses and textbooks. The re- 
maining five cover material which is equally 
important for econometricians, but which is 
frequently excluded from course sequences. 
Any of these could therefore be used as supple- 
mentary reading in graduate econometrics 
courses. Due to new notation and unfamiliarity 
with the material, many readers will find them 
difficult to read. However, the benefits are well 
worth the effort. 

P.C.B. Phillips offers an excellent survey of 
results and methodology on exact small sample 
theory for econometric estimators. Phillips 
takes an advocate’s role in stressing the posi- 
tive aspects of small sample theory and criticiz- 
ing the heavy reliance on asymptotic theory 
in traditional econometrics. While Phillips' 


criticisms of asymptotic theory are clearly cor- 
rect, they ignore small sample theory’s intract- 
ability and robustness problems. Phillips’ chap- 
ter is a good companion to William Taylor’s 
(1983) recent, more critical review of small 
sample theory. In contrast to Phillips, Jacques 
n. Dreze and Jean-Francois Richard make no 
attempt to sell Bayesian econometrics in their 
chapter on Bayesian analysis of simultaneous 
equation systems. Readers who have become 
Bayesians after reading Zellner’s and Learner’s 
chapters will find a comprehensive compila- 
tion of computationally tractable Bayesian 
econometric models here, but they should be 
warned that this is not light reading. 

The next two chapters are concerned with 
alternatives to Ordinary Least Squares (OLS) 
in the standard linear model. G. G. Judge’s and 
M. E. Bock’s "Biased Estimation” claims to 
.solve problems caused by colinearity and inad- 
missability. Judge and Bock attempt to make 
a strong case for the use of "Stein-rule” estima- 
tors instead of OLS. Most of their results de- 
pend critically on the assumption that the error 
term follows a normal distribution. Unless it 
can be shown that the results are insensitive 
to this assumption, the practical value of these 
estimators is questionable. Judge and Bock’s 
theoretical framework for evaluating estima- 
tors is certainly useful, and further research 
in these areas may be very fruitful. The fol- 
lowing chapter, by William Krasker, Edwin 
Kuh, and Roy Welsch, proposes estimators that 
limit the impact of individual observations and 
residuals. The main technique proposed is 
Bounded Influence Regression (BIF). BIF and 
other related techniques appear to dominate 
OLS, particularly when large survey data sets 
are used. This contribution is exceptionally 
clear and well written, and includes a number 
of illustrative empirical examples. Every em- 
pirical economist should become familiar with 
the techniques presented here. Another re- 
view of similar material from a different per- 
spective is given by Roger Koenker (1982). 

The final chapter is by Richard E. Quandt 
on computational problems and methods. Eco- 
nometricians who are not familiar with this ma- 
terial are like automobile drivers who know 
nothing about the inner workings of a car. Ev- 
erything is fine until something breaks, and 
then all is lost. Quandt’s chapter is like a good 
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repair manual; it is a bit terse but gives most 
of the information needed to diagnose the 
problem and get moving again. 

The first volume of the Handbook of Econo- 
metrics admirably fulfills its objectives. Good 
surveys highlight controversies and unsolved 
problems, so professional econometricians will 
want copies for their bookshelves both as a ref- 
erence and a source of new research topics. 
The most promising areas for further research 
covered are model selection and resistant esti- 
mation. Noneconometricians will also benefit 
from a careful reading of this Handbook, but 
the high price may prevent most of them from 
purchasing a copy. 

David Brownstone 
University of California, Irvine 
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Public expenditure; Its defence and reform. By 
David Heald. Oxford: Robertson, 1983. Pp. 
XV, 376. ISBN 0-85.'520-419-2. 

}EL 84-0752 

A key recurring public policy question is; 
What is the appropriate scope for government 
activity? Economists have been active contrib- 
utors to the debate on this question, and can 
be counted among both the proponents and 
the opponents of more government spending. 

In my opinion, however, they often have lost 
sight of the value judgments that lie behind 
alternative positions in this debate. This excel- 
lent book should help them to retain perspec- 
tive on their contributions. 

At first glance, the book appears to be pri- 
marily a defense of extensive government 


spending (actually, it appears to be a defence, 

given its British spelling). But it is much more 

than that: It is an excellent general analysis 
of alternative views about the appropriate 
scope for government activity, which, unlike 
most of the recent literature on this topic, high- 
lights the value judgments that underlie these 
views. Furthermore, it is thorough, clear and 
evenhanded. It would serve well for an under- 
graduate or a graduate course in public fi- 
nance. And I believe that most public finance 
economists would find that it stimulated their 
thinking about their values and their answer 
to the question stated above. 

The book has four parts. Part One, “Tlie 
Context," discusses the meaning of public ex- 
penditure, describes the “Keynesian” consen- 
sus that lead to extensive government activity, 
and analyzes the recent “monetarist" attack 
on this consensus. 

“The Meaning of Public Expenditure” is an 
excellent chapter on data and definitional 
problems. For example, some analysts use the 
ratio of government expenditure to GNP to 
compare the scope of government in various 
countries or to track the scope of government 
in one country over time. This chapter thor- 
oughly explains why it is difficult to obtain a 
consistent measure of government expendi- 
ture across countries (and often across time) 
and why government expienditure may be a 
poor measure of the scope of government. 

The chapter on “The Monetarist Challenge” 
surveys recent criticism of extensive public 
spending. The author is careful to distinguish 
between “monetarism,” which, strictly speak- 
ing, is a view about the appropriate typie of 
macroeconomic policy, and the free-market 
philosophy that government activity should be 
limited. At the same time, he shows why these 
two views often go together and why they have 
combined to provide a strong challenge to the 
Keynesian consensus. He does not agree with 
this challenge, but his thoughtful presentation 
should stimulate thinking on both sides of the 
debate. (He shows how one’s views about stabi- 
lization policy may influence one’s views about 
the scopie of government, but stabilization pol- 
icy as such is not his concern and the literature 
on this topic is not reviewed). 

Part 2 is about values: freedom, efficiency, 
and equality. Here, the author draws on phflos- 



122 


Journal of &onomic Literature. Voi. XXIII (March 1985) 


ophy as well as economic theory ^^e reviews 

alternative ways of thinking about these va 
ues, and examines the relationship betn^n 

these values and the scope-of-governinent e 
bate. The chapter on freedom is particularly 
valuable because it covers value judytments 
that are outside the equity/elEciency frame- 
work economists typically rely on, but that are 
nevertheless, implicitly or explicitly, central to 
decisions about the scope of government. The 
chapter on efficiency also supplies a needed 
reminder that efficiency judgments are by no 
means value free. Elven those who do not agree 
with the aifthor’s conclusions will benefit from 
his thorough discussion of these topics. 

Part 3 is about mechanisms for achieving so- 
cial objectives. The chapter titles indicate the 
breadth of the discussion: public accountabil- 
ity, managing and controlling, collective bar- 
gaining, and decentralization and territory. 
This part provides a useful new way to orga- 
nize one’s thinking about the mission of the 
public sector; in efiFect, it catalogues practical 
aspects of government spending, which com- 
plement the usual role-of-government discus- 
sion by economists. The reader should be 
forewarned, however, that the discussion is 
practical, not conceptual; and it focuses almost 
exclusively on Great Britain. The author makes 
no attempt to provide a general theory of gov- 
ernment mechanisms. 

The last part of the book is called “The Fu- 
ture.” This title is something of a misnomer; 
the section is a look at miscellaneous issues 
more than a systematic analysis of the future 
of government spending. 

The first chapter summarizes much of the 
earlier analysis, but it also reviews leftist criti- 
cisms of the Keynesian consensus. The review 
itself is good, but it seems awkward at this stage 
of the book — almost an afterthought. The next 
chapter is about paying for public expenditure. 
Although the revenue side may be neglected, 
as the author claims, this chapter is not well 
integrated into the rest of the book. The third 
chapter provides an excellent overview of pri- 
vatization, but it also seems out of place. Why 
isn’t privatization another “mechanism”? 

The book ends with some personal reflec- 
tions by the author. At one level, this ending 
seems appropriate; the strength of the book 
is that it will stimulate econom'sts anri nolicy- 


makers to rethink their personal positions on 
the scope of government. On the other hand, 
/ was somewhat disappointed that it did not 
end with a set of strong conclusions to pull 
the diverse topics together . 

Overall, this book will be of interest to a 
wide audience. Perhaps because of the breadth 
of coverage, the book raises more questions 
thim it answers, but it should enrich the debate 
on the scope of government activity. I recom- 
mend it highly to teachers, researchers, and 
policy analysts. 

John Yinger 

University of Michigan, 

Ann Arbor 


Monetari.ft perspectives. By David Laidler. 
Cambridge, MA: Harvard University Press, 
1982. Pp. xii, 218. $20.00. ISBN 0-674- 
58240-3. JEL 83-1028 

This collection consists of five carefully rea- 
soned and balanced essays on macroeconomic 
theory by David Laidler. The author's hope 
that the essays make a coherent whole is, more- 
over, realized. The division between the essays 
is no greater than that between the chapters 
of a book. Indeed, and perhaps strangely, as 
there is .some overlap, the collection seems bet- 
ter integrated than many books. 

The Introduction, the first essay, "On Mone- 
tarism,” and the third, “On Say’s I..,aw, Money 
and the Business Cycle,” put recent theoretical 
developments in macroeconomics into histori- 
cal perspective, and present Laidler’s evalua- 
tion of these developments. Indeed, putting 
recent developments into perspective may be 
the most important contribution of the book. 

Laidler’s evaluation uses a style of analysis 
which is diametrically opposed to J. R. Hicks’ 
position in his seminal paper, “A Suggestion 
for Simplifying the Theory of Money” (1935). 
Laidler states that it does not much matter 
why individuals demand “money,” nor that we 
study carefully what money is; “. . . it is by 
now well established that from the point of 
view of the individual experiment, the ‘story’ 
which one tells about this matter makes no 
critical difference” (p. 43). Microfoundations 
may be interesting in their own right, but from 
a macroeconomic perspective they are techni- 
cal details which can safely be left for later. 
In contrast it was Hicl's' vi'^W by th'® 



Book Reviews 


123 


reviewer, that monetary theory is largely a 
waste of time until these microfoundation is- 
sues are addressed squarely. 

The defining characteristics of monetarism 
or Laidler are two- (a) belief in a stable de- 
land function for money, and (b) distaste for 
ivernment interference. Much of Laidler's 
scussion is an explanation of why he feels 
at a stable demand function for money does 
it justify activist monetary policy. This advo- 
cy is made harder by his rejection of many 
the theoretical conclusions of the rational 
pectations school. 

if the stability of demand for something is 
3 centerpiece of a theory, it seems to this 
viewer that not only is it crucial to provide 
,’orou.s analyses of what the thing is and why 
demand is stable, but also of why its role 
so important. After all, there probably is a 
ible relation between population and the de- 
-nd for shoes, but there is no branch of de- 
igraphy known as “shoeism." Laidler recog- 
.es this issue, but treats it casually as if it is 
nething we already really understand. Once 
ain he seems to believe that careful analysis 
the microfoundations of the demand for 
mey will warrant just a footnote in the fu- 
e. The unwary reader may be lulled into 
; belief that such rigorous analysis lies he- 
ld Laidler’s discussion, in spite of the au- 
ir’s disclaimers. 

indeed, it is not clear to this reviewer what 
idler has in mind when he speaks of a stable 
mand for money. Casual empiricism sug- 
.ts numerous examples that .seem to argue 
linsl such a presumption. For example, 
ich of India's economy seems less dependent 
' money” than does that of the U.S. While 
* author likely has in mind stability in time 
ies, if one concedes cross-section instability 
e must at least concede the po.ssibility of 
le series instability. Moreover, possible time 
'ies counterexamples do come to mind. Re- 
ntly, for example, Mexico legally reinforced 
^ demand for pesos, and gasoline stations 
rted offering a discount for cash payment, 
ere may well be periods in which the de- 
nd for money is a function of relatively few 
riables, but this leaves open the question of 
:asional disturbance from additional varia- 
is and of the frequency and importance of 
ose perturbations. 


The second and fourth essays are largely de- 
voted to discussions of econometric evidence 
on the role of money in the economy. Presum- 
ably it is this econometric evidence which Lai- 
dler has in mind when he asserts a stable de- 
mand for money. However, the evidence cited 
does not seem completely compelling to this 
reviewer. Indeed, in the absence of rigorous 
models and of descriptions of data and econo- 
metric techniques, this reviewer ended up un- 
sure of exactly what was being tested in the 
articles discussed. The individual econometri- 
cians were not testing particular specific prop- 
ositions of Laidler, but propositions of their 
own. Therefore one must question the power 
of their results as tests of Laidler's perspective. 
Of course, these studies, if not tests of Laidler’s 
perspective, may still be suggestive. Perhaps 
that is all Laidler intends. Indeed, readers may 
find the discussion of this large and diverse 
literature very helpful. Doubtless these essays 
on the econometric evidence are useful to 
practitioners in the field, if, perhaps, a bit too 
detailed for the casual reader. 

Laidler’s last essay, “On the Case for Gradu- 
alism,” reaches conclusions contrary to those 
in Thomas Sargent’s paper, “The Ends of Four 
Big Inflations” (1981), which claims that sharp, 
unambiguous policy breaks have been effec- 
tive in reducing inflation rates without major 
loss of output. Here, as elsewhere, Laidler ar- 
gues on the basis of plausibility. Since it is not 
clear that plausibility cuts in favor of either 
Laidler or the rational expectations school, this 
reader emerged unconvinced by this part of 
the author’s argument. 

If one believes that macroeconomics is a ma- 
ture field, there is no choice but to take books 
such as this very seriously. But if one thinks 
that macroeconomics is in its infancy, then the 
book should be sifted for possible insights, then 
put aside pending further theoretical refine- 
ment and testing. 

John Bryant 

Rice University 
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(^overntnt'iit finance in developing, countries. 
By Richahd Goode. Studies of Government 
Finance: Second Series, no. 19. Washington, 
DC.’; Brooking.? Institution, 1984. Pp. xii, 334 
$31.95 cloth; $11.95 paper. ISBN 0-8157- 
319f>-,5 JEL 84-0767 

I’his is a iiiasterhil book, destined to be 
widely regarded as a classic in its field. The 
author, who served as first director ol the Fiscal 
Alfairs Department of the International Mone- 
tary Fund from 1965 to 1981, was in a unique 
position to .study the problems invohed in fi- 
nancing the governments of developing coun- 
tries and to participate in the search for solu- 
tions to them. He has here distilled the 
kaleidoscopic experience of those years, main- 
taining throughout a nice balance between its 
technical and its practical aspects. His articu- 
late commentary is directed not only at fiscal 
practitioners but also at what he calls the 
“small but highly prized cla.ss of general read- 
ers with wide interests and considerable pa- 
tience" (p. 8). Small as that class tends to be 
for the great majority of books on economics, 
this volume should have wide appeal. The sub- 
ject matter has long been of high importance 
and is becoming increasingly so in today’s 
world. It is treated here in a manner both Judi- 
cious and concise; each chapter has a helpful, 
informative summary and a well-selected bibli- 
ography of high quality. 

The comprehensive scope of the book can 
be seen from the list of topics covered — from 
“Budgeting" to “Making Policies Efifective and 
EflBcient.” But the quality of the treatment 
comes from the combination of wit and wis- 
dom with which those topics are handled. The 
distinctive, often pungent, flavor can best be 
suggested by letting Goode speak for himself. 
With deft phraseology he lays bare the central 
issues and the ironic truths which so frequently 
pertain to them: 

[On Government Expenditures] Pure public 
goods, in fact, are a polar case of considerable 
intellectual interest but infrequent occurrence 
fp. 45]. Governments of developing countries 


prefer subsidized prices to direct tran.sfer pay. 
rtienfs to the needy because the subsidies are 
much simpler to administer. . . Simplicity h 
obtained at the cost of nonselectivity; the mbsi- 
dies usually go to the rich and the poor alike 

[On 7'axatioii / The protecti ve or regulatory and 
sumptuary purposes [of import duties and ex- 
cises} conflict with the revenue function. . . . 
There is a good deal of confusion about protec- 
tion and some cant about sumptuary taxes. The 
minister of finance can always say that cigarettes 
and l)€H?r are not necessities and are harmful if 
used to excess, while counting on the continued 
consumption of the products to yield revenue 
to meet the budget target [p. H"/]. 

(On Borrowing] In practice, much [external] 
borrowing ls unplanned and is undertaken in 
response to offers from plausible salesmen or 
hankers or because of emergencies, miscalcula- 
tions, or weak policies, with little or no system- 
atic comparison of benefits and costs |p 204]. 

On Financing Inj Money Creation] The rule of 
responsible government did not prevent infla- 
tion any more than moral precepts prevented 
sm Ip. 214] Inflation is often a sign of govern- 
ment weaknesses or indecision, and continued 
inflation is a symptom of .social and political con- 
flict These conditions are not conducive to deci- 
sive action on taxation [p 225]. 
lOn Policy Effertiveness] Both the literature of 
public finance and economic development and 
the deliberations of ministers and officials are, 
in general, preoccupied with the elaboration of 
policies and little concerned with how they can 
be earned out effectively and efficiently [p ,300], 

Given a topic of this breadth and complexity, 
the task of writing an informative book of rea- 
sonable length presents a formidable chal- 
lenge. Goode has met that challenge admira- 
bly. Different readers, to be sure, will find 
topics they will wish had been dealt with in 
greater detail. This reviewer, for example, re- 
grets the rather cursory treatment given the 
efficiency costs of taxation. Goode may well 
be right when he argues that government offi- 
cials in both developed and developing coun- 
tries are unlikely to take much interest in econ- 
omists’ measures of excess burdens. If recent 
estimates of the size of those burdens are at 
all realistic, however, the tendency to ignore 
them is in fact inflicting heavy costs, and it 
would seem appropriate to issue stronger 
warnings about the perils of failing to take 
them seriously. One significant commentary 
on the dimensions of this problem, for exam- 
ple, was given in a paper prepared by John 
Shoven, when he was a consultant in IMF’s 
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; Fiscal Affairs Department. Shoven discusses 
; the significance of the measures of the eco- 
nomic costs of raising an additional dollar of 
' government revenue. From their well-known 
general equilibrium model of the United States 
economy, Shoven (1983) and his associates 
have found the estimated excess burdens to 
be large — between 52 and 76 cents per dollar 
of additional revenue raised by the entire U.S. 
tax system. Similarly significant cost estimates 
have been obtained by Charles Stuart (1984), 
using a different kind of general equilibrium 
model. Practical minded officials who view 
these products of abstract economic models 
with skepticism should take another look and 
give .some serious thought to the potential costs 
of their complacency. If the efficiency cost of 
an additional dollar of tax revenue is, for exam- 
ple, 50 cents, government capital projects with 
oenefit-cost ratios below 1..5 are wasteful; and 
t should be recognized that both the operation 
if public enterprises at a loss and the payment 
if other price subsidies are much more costly 
han the nominal dollar los.ses indicate. 

Whatever the true efficiency costs of taxation 
may be, and they are still far from being firmly 
?stablished even for developed countries, the 
ntellectual costs of not reading this thoughtful 
ind informative book can confidently be 
placed at a high level. It is an example of ap- 
plied economics at its very best. 

Georgk F. Break 
University of California, 

Berkeley 
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Consider three widely-held "apparent” facts 
about taxes and economic growth; 1) The low 
U.S. personal savings rate, compared to that 
of West Germany, reflects high U.S. tax rates 
on savings, 2) The U.K. burdens the private 
sector with taxes on profitable activity; 3) Slow 
growth countries have relatively high effective 
tax rates. How do these facts hold up under 
careful scrutiny? 

According to estimates of real effective mar- 
ginal tax rates by Mervyn A. King and Don 
F’ullerton et al. for the U.K., Sweden, West Ger- 
many, and the U.S. all three so-called facts are 
wrong. The marginal tax rate on personal sav- 
ing in West Germany is 7 1 percent. The high- 
est over-all effective marginal tax rate is 48 
percent for West Germany, and the lowest is 
only four percent for the U.K. Growth rate 
differentials bear no apparent relation to dif- 
ferences in effective marginal tax rates. These 
are important myth-disposing results. 

For anyone who wishes to compare tax sys- 
tems among countries and the effects of taxes 
on private capital formation, this book is re- 
quired reading. The authors have done a me- 
ticulous job of estimating the appropriate mea- 
sures of taxation which indicate its effects on 
private savings and investment decisions ac- 
cording to neoclassical public finance analy- 
sis. 

How do taxes affect capital formation? Neo- 
classical public finance holds that taxes effect 
the decisions to save and invest at the margin. 
Taxes alter behavior only if a change in behav- 
ior reduces tax liability. The correct measure 
of direct tax impact, from this pierspeclive, is 
the effective (as opposed to statutory or nomi- 
nal), marginal (as opposed to average) tax rate. 

This tax rale is extremely hard to estimate. 
First, new investment is the outcome of nu- 
merous decisions made by many people. Sec- 
ond, every government entity has complex tax 
laws, with exclusions, credits, approximations, 
minimums, and so on. Third, economic activi- 
ties are taxed by several distinct government 
entities, which means that different codes ov- 
erlap and interact. Fourth, investment deci- 
sion under uncertainty are complex. Thus, the 
relevant tax rate depends on the nature of the 
asset, the size of the firm, the industrial classifi- 
cation, the method of finance, the saver, and 
the nature of deci.sionmaking. This means that 
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Miy model pottvitialJy contains thousands of 
reJevanl tax rates. 

The authors deai with this problem by esti- 
mating an “average” effective marginal tax 
rale for each country based on a reasonably 
simple model. In Chapter 2, the model is used 
to measure the effective tax rates under various 
assumptions about equilibrium responses to 
taxation. Based on a Jorgensonian cost of capi- 
tal model, they integrate corporate and per- 
sonal tax systems as well as wealth and local 
government taxes. They estimate the marginal 
rate on each as.sel type in each industry under 
debt and equity finance for different personal 
savers. They then compute averages based on 
estimates of the relative importance of each 
asset, industry, financial type, and saver. When 
uncertain about a particular issue, they esti- 
mate rales under several different assump- 
tions. While many simplifications were neces- 
sary (for example, real estate, finance and 
agriculture are excluded, and only depreciable 
assets and inventories are covered), I rarely 
took issue with their chojces or assumptions. 

Chapters .3-6, the country chapters, follow 
a fixed format in describing the tax systems 
and in measuring tax rates. The data bases for 
West Germany and Sweden are not as good 
as those for the (J.K. and the U S. Despite dif- 
ferences in tax systems, the model and coher- 
ence of methodology assure uniformity so that 
cross-country comparisons can be made. Un- 
fortunately, Japan was excluded from the 
study. The remarkable performance of Japa- 
nese growth is a frequently cited yardstick in 
the U.S. 

Comparisons and conclusions are in Chap- 
ters 7 and 8. Here the authors become too im- 
mersed in technical differences in procedures, 
assumptions, and data bases. They are so wary 
of comparing the effects of different tax sys- 
tems, that I wonder what motivated their 
study. 

The authors measure effective marginal tax 
rates in different economies presumably be- 
cause they think these rates reveal the incen- 
tive effects of taxes on savings and investment. 
Why then do they refuse to draw substantive 
conclusions about savings, investment and ef- 
fective tax rates? Perhaps because the results 
were so strange. Slow growth U.K. has the low- 
est effective tax rate, while Germans save in 


the face of exorbitant marginal tax rates. How 
can this be? 

I do not think that all incentive effects of 
taxes can be captured by measuring average 
marginal effective tax rates. An average of 
many marginal rates may not tell us very much 
about the different marginal rates faced by in- 
dividual decisionmakers. How does the tax 
code affect a firm’s investment decision when 
the firm can choose from among a near contin- 
uum of debt to equity alternative financial in- 
.struments? We simply do not know yet. 

Furthermore, taxes affect capital formation 
via avenues beyond the margin. Savings and 
investment are macro decisions which cannot 
be understood only by partial equilibrium mar- 
ginalist analysis. When tax rates change, other 
changes occur as well, in expectations, real in- 
terest rates, budget deficits, international fi- 
nancial flows, and so on. If this is so, then is 
it really correct to assert that incentive effects 
of taxation are fully captured by average effec- 
tive marginal tax rates? 

l-’RANK C. WYKOFF 

Pomona College and 
Claremont Graduate School 

The consequences of cuts. The effects of the 
Reagan domestic program on state and local 
governments By Richahd P. Nathan, 
Fbed C. DooLirrLE and Associates. 
Princeton, NJ: Princeton University Press, 
1983. Pp, V, 221. $7,95. ISBN 0-938882-06- 
6 , 

The election of Ronald Reagan in 1981 was 
a w'atershed between fifty years of growing 
federal commitment to domestic program 
spending and a process of retrenchment with 
still uncertain effects. The Reagan administra- 
tion has supported little research that would 
document the consequences of this retrench- 
ment and influence subsequent decisions about 
the policies themselves. But a number of pri- 
vate foundations gamely tried to fill the vac- 
uum in 1981 and this study is one of their pro- 
genies. 

The focus is on federal expenditures that 
flow through state and local government. In 
FY 1981, about one-fifth of all nondefense pro- 
gram outlays took the form of such grants. (This 
includes Medicaid, AFDC, and other benefits 
paid to individuals where funds are provided 



through state and local governments.) These 
grants were cut more deeply than other fed- 
eral expenditures and the major purpose of 
the study is to assess how these changes are 
affecting state and local governments and the 
people they serve. Because it is part of an on- 
going study, the current volume should be 
viewed as an interim report. Indeed, as this 
review was written, a second round of findings 
from the project had already been released. 

The study is based on a methodology devel- 
oped by Richard Nathan, and tested over ten 
years, that involves collecting information in 
the field using a semistructured questionnaire 
and an impressive network of locally-ba.sed re- 
searchers, mostly university-based economists 
and political scientists. The sample for the pres- 
ent effort consists of fourteen states and, within 
those states, forty local governments. The in- 
formation was collected in FY 1982 with addi- 
tional interviews planned for FY 1983 and 
1984. 

There is nothing neat or statistically pure 
about this kind of research. The rationale for 
it is that published sources of information are 
inadequate for answering questions about state 
and local responses to federal cutbacks and that 
only by direct observation in the field can im- 
pacts on political institutions and service deliv- 
ery be studied or the specific local contexts 
in which federal changes are occurring be un- 
derstood. Such insights can even be used “to 
build a better mousetrap for statistical model- 
ling" (p. 190) although this is not done in the 
present volume. Rather, with the exception of 
the last chapter which provides an interesting 
interpretive overview of the findings, the ma- 
terial is largely descriptive and necessarily a 
snapshot of how the world looked when the 
interviews were done. A common analytical 
framework is developed for use by all of the 
researchers, but no rigorous hypothesis-testing 
is possible. I feel comforted in the knowledge 
that researchers are not coming to grand con- 
clusions without talking to local practitioners 
and steeping themselves in the complexities 
of local decisionmaking, but I am unsure about 
how much value the detailed information will 
have for those readers who are not interested 
in how Ohio used the community develop- 
ment block grant or what was happening to 
the economy of South Dakota in 1982. Of the 


seven chapters three are devoted to presenting 
this kind of detail, one is on methodology, one 
treats the effects of regulatory changes on state 
and local governments, and the remaining two 
form an introduction and a conclusion. 

The major findings of the 1982 field work 
are that there was only "modest” replacement 
(typically less than 10% of lost federal funds) 
at the state-local level (although great variation 
across jurisdictions), that these governments 
used various delaying and coping tactics in ad- 
justing to the federal changes, and that the 
recession created more problems for them 
than federal aid cuts. (Subsequent interviews 
indicate a somewhat higher replacement rate 
now that the recession is over and there has 
been more time for adjustments to occur, but 
this information was not available at time of 
publication.) 

In the concluding chapter — by far the most 
interesting — the authors develop some hy- 
potheses to explain the modest level of re- 
placement overall and the variation across 
both jurisdictions and types of programs (enti- 
tlements, operating, capital). They note, for ex- 
ample, that the federal cuts were dispropor- 
tionately targeted on the poor and that any 
local jurisdiction is reluctant to be more gener- 
ous than its neighbors in serving this group 
for fear of attracting more of them and driving 
out more affluent taxpayers — ergo little re- 
placement of the federal cutbacks in AFDC, 
food stamps, and other programs serving the 
poor. This concern with incentives — a kind of 
prisoner’s dilemma for local governments — has 
always prosided a rationale for federal assump- 
tion of responsibility for such programs, but 
up until now no one has known quite how local 
governments would react to a diminished fed- 
eral role. Their failure to replace such assis- 
tance would seem to support the convenbonal 
wdsdom, but competing explanations are that 
voters are feeling less generous toward the 
poor, that the recession made such generosity 
temporarily impossible, or that states expect 
a renewed flow of funds from Washington in 
the future. The authors do find that more ideo- 
logically liberal jurisdictions and those under 
the least fiscal pressure were more likely to 
have higher replacement rates. 

Overall, this book provides some valuable 
documentation of the early effects of budget- 
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ary retrenchmenl on local governments. ItviiU 
be of interest to those in the thick of studying, 
or adjusting to, tlie changes. The last chapter 
may also appeal to a broader group of scholars 
interested in intergovernmental relations or 
had public Bnance. But the story is still unfold- 
ing and a more deEnitive treatment of these 
issues will presumahly be available at the end 
nf the project. 

t.SABfc’l, V SaWHII.I. 


7Vje Urban Institute 
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Sterlnif’ in decline. The devaluations of 1931, 
1949 and 1967. by Alec Cairncross and 
Barry Eichengreen. Oxford: Blackwell, 
1983, Pp. Vi, 261. £19.50. ISBN 0-B31- 
13368-2. JEL 84-0471 

This is the story of three devaluations — 1931, 
1949 and 1967 — .separated by eighteen-year 
intervals, each coinciding with an eclipse of 
the moon. Barry Eichengreen tells the 1931 
story and Alec Cairncross the stories of 1949 
and 1967. But for all three episodes a broadly 
similar format is adopted; In each case we are 
given the economic background over a num- 
ber of years, an account of the in-fighting of 
politicians and economists preceding the ulti- 
mate decision and an assessment of the conse- 
quences and effectiveness of the exchange rate 
change. 

Between 1961 and 1969 Cairncross was the 
most senior economist in the permanent Civil 
Service. Although he may have been upstaged 
by the likes of Nicholas Kaldor and Thomas 
Balogh who were brought in as trusted eco- 
nomic advisers after the Labour victory of 
1964, he must have played an important role 
in the agonizing that preceded the 1967 
change of parity. But whether from choice or 
from restraint dictated by the Official Secrets 
Acts Cairncross is very reticent about offering 
an insider’s insights. (Three very brief foot- 
notes tell us what he thought at various points 
jut what he did is revealed nowhere. He was 
anti-devaluation in 1964 but came to favor it 
ater — the changeover occurred, at a guess, 


lished ministerial memoirs and journalistic in- 
vestigations for his account of the attitudes 
postures and arguments of decisionmakers' 
The result is still interesting and instructive 
but less revealing and less lively than the I 949 
story, the telling of which benefited from ac- 
cess to government documents declassiSed un- 
der the thirty year rule and from postal com- 
munication with Robert Hall— Cairncross’ 
predecessor as the most senior economist in 
the British Civil Service and in post at the time 
of the 1949 events. 

The economic history of the three devalua- 
tions has so many dimensions that no brief re- 
view can do them justice. A subset of these 
is of special interest to economists and of these, 
in turn, a small personal selection is considered 
below. 

Those economists, and that probably means 
most, who view politicians as shortsighted indi- 
viduals who, like children, refuse to take a good 
medicine until it is forced down their throats, 
will find confirmation here. With the partial 
exception of 1949, the governing politicians 
resisted, procrastinated, prevaricated and in 
the end acted only when they had their backs 
to the wall. Waiting for something to turn up — 
not always in vain by the way — is a part of 
the explanation for this behavior to which the 
authors frequently allude. But in addition the 
exchange rate had been elevated into a target 
to which government was conunitted, instead 
of being treated as an instrument of policy to 
be wielded as and when necessary — albeit an 
instrument with repercussions on genuine tar- 
get variables. (Is there a moral for over-enthusi- 
astic money stock targeters here?) 

Does the fact that governments were ulti- 
mately forced to devalue mean that the market 
always wins? In a final chapter the authors 
commit themselves to an affirmative answer, 
with some qualifications. But a look beyond 
the three devaluation episodes does not con- 
firm this. For example, the market anticipated 
(as expressed in large short positions in sterling) 
that the pound would be devalued in 1957, 
in 1959 and in 1961: It was not. And, as Cairn- 
cross narrates it, in the eighteen months after 
the 1967 devaluation the market registered, 
at intervals, a strong expectation that sterling 
would be devalued further: It was not. All this 
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able ratio of reserves to quick liabilities on 
I which sterling was run. 

[ Also relevant to this theme are Eichen- 
I green's econometric calculations. Using quar- 
: terly data for the five years preceding Britain’s 
abandonment of the gold standard in 1931 and 
the associated depreciation of sterling, he pro- 
jects an alternative world without depreciation 
and finds that the overall balance of payments 
would have improved drastically anyway. So 
the market, which forced the depreciation, did 
win. But, on this evidence, it was wrong, 
judged on fundamentals. This is not to say that 
it would have been socially optimal to stay at 
the historical Gold standard parity. But it is 
to say, as Eichengreen points out, that the mea- 
sures already taken in defense of the parity, 
including a rise of Bank rate from 2.5 percent 
to 4.5 percent two months before the end of 
the Gold standard, would have generated a 
.sustainable balance-of-payments position with- 
out the aid of depreciation. (The model consists 
of demand and supply equations for money, 
broadly defined, with the flow of reserves, un- 
der a fixed exchange rate regime, equal to the 
difference between the two. This model may 
be overaggregative, as Eichengreen acknowl- 
edges, but it almost manages to stand on neu- 
tral territory between Keynesians and mone- 
tarists by treating battleground variables such 
as output, the price level and the interest rale 
as exogenous. For this reviewer the methodol- 
ogy of the counterfactual jars the most.) 

The skepticism about the efficacy of devalua- 
tion which gained professional ground in the 
1970s is firmly refuted in this book. In 1931 
depreciation helped to create the background 
against which an expansionary cheap money 
policy could be pursued to good effect. In 1949 
devaluation alleviated the dollar shortage for 
the entire nondollar world. In 1967 it turned 
round the current account, though only after 
a period of J-curve sickness. The effect of deval- 
uation on relative prices had a long half-life. 

Lastly, the economists, if not starring in all 
three episodes, had major supporting roles. 
Keynes, who vehemently opposed the return 
to the prewar parity in the early twenties, was 
slow to be converted to its abandonment in 
1931. In 1949 Hugh Gaitskell, Harold Wilson 
and Douglas Jay, low-ranking ministers in the 
Labour Government but all three professional 


economists, were responsible for taking the de- 
valuation plunge; the Chancellor of the Ex- 
chequer was away ill. By the time Wilson be- 
came Prime Minister in 1964 he had become 
a passionate opponent of devaluation, despite 
the entreaties of Kaldor, because he did not 
want Labour governments to be associated 
with devaluation in the public mind. Robert 
Hall is credited in the book with the first quan- 
tification, in 1 949, of the disabsorption needed 
to accompany devaluation in a full employ- 
ment context. 

Even down to the 1950s sterling was the 
vehicle currency for nearly half the world’s 
trade, so its devaluations were important 
events. Economists, not least international 
money specialists, need historical perspective; 
they should read this book. 

John Spraos 

University College, London 

Exchange rates and international macroeco- 
nomics. Edited by Jacob A. F'renkkl. Na- 
tional Bureau of Economic Research Con- 
ference Report. Chicago and London: 
University of Chicago Press, 1983. Pp. x, 382. 
$43.00. ISBN 0-226-26249-9. JEL 84-0472 
This book meets the high quality standards 
that we normally associate with Nahonal Bu- 
reau conference volumes. It presents eleven 
original papers accompanied by comments on 
each (usually two), proceeded by the editor's 
introduction and summary. A word of warning 
is in order, however. The papers and com- 
ments are aimed at academic specialists in the 
fields of exchange rate and macroeconomic 
analysis. They are highly technical and offer 
relatively little perspective on broad develop- 
ments in international monetary analysis and 
policy disputes. Indeed, in both quality and 
orientation they are typical of the contribu- 
tions in high quality economic journals. While 
there is no one central theme to the contribu- 
tions which would make it natural to collect 
them together in book form, the frequently 
stimulating discussants' comments and Jacob 
Frenkel’s useful introductory summary make 
publication in this form w'ell worthwhile. It 
certainly should be read and studied by all re- 
searchers in international monetary economics 
and provides a convenient way for economists 
from other areas to see the type of work which 
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IS currently doniiiiating a major part of this 
field. 

All but one of the papers are drawn from 
the second generation rational expectations 
paradigm. This genre has gone beyond the sim- 
ple flexible price and speculative efficiency hy- 
pothesis that characterized the first generation 
of the policy ineflPectiveness, Luca.s-Sargent- 
Wallace domestic macro models and monetary 
models of the exchange rate. Various domestic 
rigidities such as long-term contracting can 
give rise to real domestic and exchange rate 
effects from monetary policy in the short run 
and while speculators remain efficient, risk 
aversion and time varying risk premium can 
make the forward rale a biased predictor of 
future spot rates. The papers fall into three 
broad types. The first four are empirically ori- 
ented analyses of exchange rate behavior by 
Isard, Meese and RogofF, Hansen and Hodrick, 
and Huntley. An empirical study by Stanley 
Black on monetary policy reaction functions 
in the major industrial countries is then fol- 
lowed by five primarily theoretical papers 
which focus on various aspects of exchange rate 
and open economy macro behavior by Calvo, 
Kouri, Krugman, Neary and Purvis, and Buffer 
and Miller. 

Most of the theoretical papers were heavily 
influenced by Rudiger Dornbusch’s important 
1976 paper in the Journal of Political Economy 
on exchange rate overshooting; they present 
a number of interesting extensions including 
analysis of real shocks and sluggish adjustment, 
and alternative labor market assumptions. Dis- 
cussant Kent Kimbrough suggests the interest- 
ing generalization that it seems likely that 
when real variables are slow to adjust, real 
shocks will cause exchange rate overshooting, 
while if nominal variables are slow to adjust, 
as in the original Dornbusch model, then mon- 
etary shocks will cau.se exchange rate over- 
shooting. 

The middle paper by Black presents a useful 
analysts of domestic and international determi- 
nants of monetary policy. However, as his dis- 
cussants, Leiderman and Stockman, point out, 
his results are not robust with respect to the 
monetary policy variables which he uses. They 
need also to be compared with recent studies 
which use monetary aggregates as the depen- 
dent variable and which consider politick or 


bureaucratic pressure variables such as wage 
rates and budget deficits as a complement to 
the economic optimizing approach Black 
adopts. 

The empirically oriented exchange rate pa- 
pers make important contributions toward 
helping to explain why it is so difficult, if not 
impossible, to develop good short-run empiri- 
cal models of exchange rate behavior. A serious 
deficiency, however, is that almost all of the 
analysis and discussion takes it as given that 
the foreign exchange market is dominated by 
perfect capital mobility and efficient specula- 
tors (Debra Classman’s is an exception). Thus, 
evidence of simple speculative inefficiencies is 
interpreted as the result of time varying risk 
premiums and exchange rate variability repre- 
sents primarily either “news” or exchange rate 
overshooting associated with temporary differ- 
ences in nominal interest rate diflPerentials. 
This is a long way from the common view by 
practitioners of thin unstable exchange mar- 
kets susceptible to massive destabilizing band- 
wagon effects. 

My own reading of the accumulating empiri- 
cal evidence is that if one is limited to polar 
extremes, the rational expectations, perfect 
capital mobility view (which allows imperfect 
asset substitutability however) comes closer to 
the truth than the demon spirits views of many 
old time floating rate critics, but there is good 
reason to believe that intermediate views need 
to be explored more carefully. For example, 
participants in the foreign exchange markets 
may typically behave in a reasonable manner, 
but the foreign exchange markets may some- 
times be rather thin and perhaps disorderly 
during periods of considerable instability and 
uncertainty, and the degree of capital mobility 
and time horizons of many participants may 
be considerably less than infinite. These condi- 
tions would have important implications for 
the analysis of exchange rate dynamics and the 
effects of government policies. Updated to an 
"expectations augmented” form which gives 
more attention to asset market equilibrium, 
there is much more to traditional exchange 
rate analysis than many of the new generation 
of exchange rate modelers have yet realized. 
Thus, we need to take the many suggestions 
for further research offered by Jacob Frankel 
and his contributors as a very useful but far 
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om exhaustive list. For some of my own addi- 
ional suggestions see Willett (1980) and Arndt, 
iweeney, and Willett (1985). 

Thomas D. Willett 
The Claremont Graduate School and 
Claremont McKenna College 
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Giersch, Herbert] Reflections on a troubled 
world economy: Essays in honor 
of Herbert Giersch, Edited by Fritz 
Machlup, Gerhard Fei.s and Hubertus 
MOller-Groelinc. New York- St. Mar-^ 
tin's Press, 1983. Pp. xxxix, 381. $32.50. 
ISBN 0-312-66741-8. JEL 84-0474 

This is the liber amicorum ,of Herbert 
’.iersch, a man who taught Keynes’ General 
'heory to fellow World War II prisoners in 
le United Kingdom; the professional econo- 
list who joined the late Egon Sohmen at Saar- 
riicken in “campaigning" for a flexible ex- 
hange rate (an issue in the election of 1969 
lat cost the pro fixed-rate Chancellor Kies- 
iger the job); the policy advisor who worked 
roficiently for six years in the Sachverstandi- 
enrat (the German equivalent of the Council 
f Economic Advisors); the scholar who re- 
ilaced Erich Schneider at Kiel and created a 
rand of economics identified with the distinct 
utput of the Insbtut fiir Weltwirtschaft and 
s many successful students. 

This book is about policy written by free 
(larket economists who are concerned by the 
entrist tendencies of Western countries and 
y the erosion of the open trade system which 
as served the world so well for four decades. 
Roland Vaubel — one of Giersch s students — 
egins by asking the question of whether or 
ot there is a payoff in coordinating economic 
'olicies which, unlike agreements between 
rivate parties, are not enforceable contracts, 
’e argues the case for competition on the 
rength of the Hayekian principle that compe- 


tition is an engine of discovery. Cartels stifle 
innovation (e.g., low-inflation Germany) and 
emulation (e.g., the United Kingdom). The 
fixed exchange-rate arrangement is said to 
have enhanced the ability of the money pro- 
ducers to extract a tax on money holders 
through a higher inflation rate. The historical 
evidence on this point contradicts Vaubel’s 
thesis. Jan Tumlir reviews the achievements 
and failures of the European community. 
Among the failures he cites the lack of a mone- 
tary constitution and harmonization of policies 
in various sectors of the economy. Following 
Vaubel, however, the reader might be disin- 
clined to associate harmonization with a 
“good." The Common Agricultural Policy is 
an example of bad harmonization. And indeed 
there is evidence that the European Commu- 
nity is “aggregating the worst features of the 
previously independent national ones” (p. 42). 

In Part II W. M. Corden assesses the modus 
operand! of the present international mone- 
tary system which he calls a nonsystem. How 
is global compatibility achieved when many 
countries pursue exchange-rate targets'?’ The 
United States adopts a posture of "benign ne- 
glect,” that is, acts as a residual net buyer or 
seller of financial assets in the world capital 
markets. In the responsiveness of wealth own- 
ers to changes in interest rates, Corden cor- 
rectly identifies an important mechanism that 
facilitates the achievement of global equilib- 
rium. Again we return to Vaubel’s theme that 
“decentralized decision-making is more effi- 
cient and flexible than the alternative central- 
planning approach” (p. 71). 

Charles Kindleberger's essay covers the fa- 
miliar theme that the world needs a dominant 
financial center discharging the responsibility 
of lender of last resort. There is a touch of 
anachronism in the prediction that the dollar 
is aging and no other currency is about to re- 
place it. The late William Fellner makes a pe- 
culiar argument. The long-run price elasticity 
of gold production is too low to have a success- 
ful gold standard; yet we must keep our gold 
options open for the future. Why limit the al- 
ternative to the gold standard'^ There are other 
institutional reforms worth considering (e.g., 
a monetary constitution). Herbert Grubel 
would like central banks to pay interest rates 
on required reserves to curb the growth of the 
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Kiirocarroncy xnHrki^t. Fliia schonK is jrgucd 
to ha superior to muitiJaferuI aj?reements on 
reserve; requirements applied against foreign- 
currency deposits, agreements vvhicti are 
bound to fail because of the built-in incentives 
to break the cartel. But if this is so, why has 
not thfs idea been irnplenienled'H Because of 
intellectual inertia or public choice consider- 
ations'^ On these points Crubel is silent. 

In Part III the late Fritz Machlup distin- 
guishes between autonomous and induced 
components of the balance-of-payments. The 
article is uncharacteristically hard to follow 
and deals only peripherally with modern ap- 
proaches to exchange-rate determination. Rob- 
ert Aliber rescues the case of official interven- 
tions in the exchange markets. Large swings 
in the real exchange rate — in excess of three 
or four percent a year— argue for interven- 
tions, I find that the knowledge required to 
distinguish fluctuations around equilibrium 
values from changes in the latter to be so de- 
manding as to raise doubts about the practical 
usefulness of Aliber’s prescription. In addition, 
rational investors can easily “lean against the 
authorities” as the “authorities lean against the 
wind." Finally, there is some evidence that in- 
terventions have increased rather than de- 
creased the variability of the real exchange 
rate. The piece by Olaf Sievert on exchange- 
rate policies is unfocused, but has the redeem- 
ing feature of describing current policymaking 
that follows neither the precepts of fixed nor 
of flexible exchange rates. 

In Part IV Gottfried Haberler would entrust 
the benevolent and enlightened dictator with 
the economic tasks that representative de- 
mocracies have difficulties in handling: nonin- 
flationary money growth, reduction of the size 
of the public sector, lower government deficits, 
deregulation of industries, etc. But apart from 
the fact that other people would search for 
benevolent dictators with different inclina- 
tions, how do we groom such enlightened lead- 
ers? Gerhard Pels evaluates West German sup- 
ply-side policies whose emphasis has been 
wage restraint through informal mutual under- 
standing between government and the unions. 
The analysis here seems contradicted by the 
data that indicate that Germany has one of 
the lowest working-hour weeks among OECD 
countries and stagnant employment, whereas 
in the United States, unblessed by the social 


compact, employment has grown rapidly and 
the growth of real wages in manufacturing has 
been modest. Alan Peacock writes a refreshing 
essay challenging the usefulness of Paretian 
welfare economics. Those economists who 
have been preoccupied with uncovering and 
rectifying market failures have often closed 
their eyes to collective failures. The essay 
should be read as a special application of 
agency-cost theory. 

In Part V Bela Balassa concludes that the 
hypothesis that de-industrialization in devel- 
oped economies results from the increase in 
export shares by developing countries is not 
supported by the facts. Juergen Donges indicts 
the import-substitution strategy pursued by 
many LD(ls (e g., Argentina, Brazil and India) 
whose economic performance has been sub- 
stantially inferior to those LDCs which have 
instead opened their economies to world mar- 
kets (e g.. South Korea, Taiwan, Singapore). 
Not surprisingly, the .so-called debt problem 
is heavily concentrated among the more pro- 
tectionist developing nations. Lutz Hoffman 
considers the impact of the energy crisis on 
LDCs. His forecast that "if one takes the non- 
OPEC developing countries as a whole, their 
debt problem does not seem to be critical" 
has an untimely ring 

In the final .section Karl Brunner contends 
that the ultimate behavioral assumption of so- 
cialist-Marxian doctrine is not "homo economi- 
cus" but “homo sociologicus," an individual 
who is conformist and bound by traditions. This 
view of man is consistent with an intervention- 
ist government that forces “preferred" out- 
comes regardless of how arbitrary the underly- 
ing processes. Erich Streissler stresses the 
similarities between Hayek — whose thinking 
dominates much of this volume — and Schum- 
peter concerning the role of disequilibrium 
prices in generating business cycles. 

Michele Fratianni 

Indiana University 
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620 Economics of Technological Chance 

Technological progress and industrial leader- 
ship: The growth of the U.S. steel industry, 
1900 - 1970 . By Bela Gold, William S. 
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Pe/bce, Gebhaed Rosegceb and Mabk 
Peblman. Lexington, MA and Toronto: 
Heath, Lexington Books, 1984. Pp. xxix, 798. 
$60,00. ISBN 0-669-07535-3. JEL 84-0841 

In the past twenty years, the U S. steel indus- 
ry has declined more dramatically than most 
indents of the industry would have predicted, 
erhaps we might have foreseen the industry’s 
irry fate if we had been examining closely 
s strategic investment decisions in the crucial 
ecades after World War II. Bela Gold and his 
jlleagues have been doing just this. In fact, 
lold tells us in the Introduction that he set 
ut in the 1960s to examine “the technological 
lundations of the rise to world leadership of 
le steel industry of the United States between 
EtOO and 1965 . . .” This lengthy collection 
[ studies represents the culmination of such 
a effort even though the “world leadership” 
r the U S. industry has surely disappeared 
nee the 1960s. 

Kven though Gold represents this volume 
i the result of a comprehensive study of tech- 
ology and industrial leadership -in the steel 
idustry, it fails to deliver on his promise, 
ather, it is clearly a discrete set of essays put 
igether into a very long volume that does not 
)llow a .single theme. In the first few chapters, 
lold gives us his considerable insights into the 
rocess of technological advance and his view 
lat economists fail to understand it. In the 
ancluding chapters, he also gives us a nice 
not completely compelling prescription for 
le industry’s revival. But between these con- 
•ibutions are 500 pages of essays on the eco- 
omic history of bituminous coal mining, cok- 
ig, steelinaking, and steel forming. These are 
sefu! summaries of basic trends in the rele- 
ant sectors of the steel industry, but they are 
ir from responsive to Gold’s opening 1.50-page 
isault on the conventional approach to the 
udy of innovation and technological diffusion. 
Gold’s views on technological change are by 
>w well known. It is easy to understand the 
eci.sion to introduce new technology when 
le embodiment of this technology is a dramat- 
:ally more efficient production process in a 
ew, stand-alone plant or a bold new product. 

in the more pedestrian cases of industrial 
ogress in which new processes or approaches 
lust be fit into older plants or combined with 
xisling processes, the innovational process is 


more complex — perhaps too complex for our 
colleagues to model with even their most so- 
phisticated multivariate models. Cold, there- 
fore, challenges his colleagues to go forward 
and demonstrate just how complex and con- 
founding technological change can be. 

His coauthors do not seem to accept the chal- 
lenge. Rather than showing how difficult it is 
to insinuate a new process into an old plant 
or a new piece of equipment into an old fur- 
nace, they seem satisfied with giving us rather 
straightforward descriptions of the pace at 
which new technology was introduced in the 
1900-1965 “study period.” Moreover, virtually 
all of the data employed in analyzing coal min- 
ing, iron mining, coking, and steelmaking are 
industry aggregates reproduced from well- 
known government or trade association publi- 
cations. There is little new in these presenta- 
tions, and unfortunately they do not extend 
past 1965. 

Gold’s concern for the complexity of indus- 
trial innovation is often accompanied by a be- 
wildering array of two-dimensional diagrams. 
The middle chapters offer few such exercises 
to challenge or beguile us. Rather, they seem 
intent on showing the pace of innovational dif- 
fusion in various sectors and the refusal of fac- 
tor shares (or cost shares) to change much over 
65 years despite an array of labor-saving and 
material-saving inventions. This fixity of factor 
shares is ty^pically attributed to the tendency 
of factor prices, particularly wages, to rise in 
response to major innovations, not to the na- 
ture of technological change or the nature of 
the production function. Throughout the \’ol- 
ume, one is told that industry executives were 
continually disappointed by the failure of costs 
to fall as innovations were introduced. VVe have 
no proof or other documentation of the “disap- 
pointment," but one wonders at its relevance. 
Would costs not have risen faster if these exec- 
utives had foresworn or delayed some of these 
innovations’^ 

It is with Gold’s concluding chapters that 
the most satisfying analysis emerges, yet these 
chapters seem peculiarly aloof They do not 
synthesize the findings from the interior chap- 
ters except in the sense that they reassert the 
argument that factor prices generally have 
risen to absorb any favorable benefits from in- 
novation in the steel industry. His most inter- 
esting hypothesis is that once the indu-stry 
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stopped growing, investment plowed back into 
existing plants failed to yield the productivity 
increases that had been generated by invest- 

ments in previous decades. Later he chastises 
a government agency for reHecting tins crucial 
result in a report that argued against govern- 
merit support for rebuilding the industry. 

Clleurly, this hook will be ot substantial v'alui" 
to students of the iron and steel industry. It 
serves as a useful compendium of information 
about the indu.slrv’-S glory days. It does not, 
however, give us empirical evidence on why 
the industry soured so quickly. 

The major value of the book is the conclud- 
ing chapter by Gold in which he tries to place 
the industry’s current dilemma in perspective. 
Steel industry executives will not like Gold’s 
prescriptions because they are directed almo.st 
entirely at improving managerial decisions and 
processes. To Gold, industrial policy begins at 
home — in the industry that has encountered 
difficulty. One can only hope that his optimistic 
view of future possibilities is vindicated by a 
revival of this troubled industry. 

Robert W. grandai.i. 

The Brookings Institution 

700 Agriculture: Natural Resources 
710 Agriculture 

The federal lands revisited. By Marion 
Clawson. Washington, DC; Resources for 
the Future; distributed by Johns Hopkins 
University Press, Baltimore and London, 
1983. Pp. xix, 302. $25.00. ISBN 0-8018- 
3097-4. JEL 84-0866 

The future of the Federal lands, especially 
issues of their use, their management and their 
ownership, is of concern to many diverse 
groups in American society. Though each has 
1 different perspective and a different solution, 
industry, environmental organizations, state 
and local governments, concerned citizens and 
:he Federal government itself all have a stake 
n the resolution of these issues. The compro- 
nises which may emerge from the current de- 
lates will affect all Americans for generations 
o come. 

This latest work in Marion Clawson’s illustri- 
lus career as a student of the Federal lands 
ind as a practitioner in their management is 


an important contribution not only to the on- 
going debates about the Federal lands but pos- 
sibly also to the forging of new solutions. 
Helped by history and personal experience. 
Dr. Clawson asks pertinent questions about the 
future of the Federal lands and deSnes the 
questions that must be addressed if a future 
course is to be set. 

While the book is composed of nine chapters, 
it can be more easily described as having three 
basic sections. The first. Chapters 1-3, provides 
background describing the past and current 
contribution of the Federal lands to the Ameri- 
can economy and way of life. The history of 
these lands, in particular those administered 
by the Forest Service and the Bureau of Land 
Management, is developed with insight. There 
is detailed attention to the legislative and gov- 
ernment actions taken to acquire, dispose of 
and manage the lands. The author’s aim is to 
identify and understand the emerging philoso- 
phies, especially those involving land owner- 
ship and land use planning. Clawson also 
provides a helpful analysis of the current man- 
agement of the primary uses of the Federal 
lands and of the economic effects of such man- 
agement. 

The second section, Chapters 4-6, deals with 
the current debate over the continued owner- 
ship of almost one-third of the United States 
by the Federal government. The case for re- 
tention of the lands and the case for disposal 
of the lands are objectively and lucidly pre- 
sented in successive chapters. In a reaction to 
these polar positions entitled “Future Direc- 
tions,” Clawson presents a spectrum of options 
including Federal government retention with 
improved management, transfer of ownership 
to states, private ownership, public (or public- 
private) corporate ownership, and large-scale, 
long-term leasing. 

The underlying theme in this section is the 
need for innovative solutions to the ownership 
issue. This theme is certainly consistent with 
my personal observations of the attempts by 
the Department of the Interior to come to 
grips with Federal land ownership and man- 
agement. The recognition of this need by 
someone of Clawson’s stature provides strong 
evidence that this need is real and requires 
attention. One hopes that this book will inspire 
the study and development of constructive al- 
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I ternatives for the management of the Federal 
I lands. 

j Clawson goes on in this second section to 
i propose the kernel of his own innovative solu- 
tion, a solution which he calls “pullback." Un- 
der this proposal any person or group could 
apply for a parcel of Federal land to be devoted 
to any purpose they chose. However, any other 
person or group during a speciBed limited time 
would have the unconditional right to “pull- 
back” a part of the area applied for by meeting 
the same lease or sale conditions as the initial 
applicant. While the detailed mechanics of this 
proposal are not fully developed, the intent 
is to produce direct competition and bargain- 
ing among users as well as among uses. Claw- 
son believes this threat of a pullback should 
force each original applicant to consider public 
and social values. At the same time it should 
limit nuisance or deliberately obstructive ac- 
tions by others because their costs would be 
greater than those experienced now through 
the use of the legal system. Unfortunately, this 
novel approach to awarding properly rights 
to the Federal lands, I believe, also leaves the 
door open for some nonsocially motivated ac- 
tivity — pullbackers might use the threat of 
pullback as a means to bargain with the origi- 
nal applicant and thereby force a redistribu- 
tion of the economic gains from the lease. 
While pullbacks are not expected to make 
leases uneconomic, they certainly may make 
them less economic. It is the existence of this 
differential which might motivate some pull- 
backers. This concern aside, the pullback con- 
cept is a fresh idea and probably deserves fur- 
ther analysis and development. 

The third section, Chapters 7-9, might be 
entitled “other concerns.” The problems of in- 
termingled federal-nonfederal land owner- 
ship, the role of public participation and future 
research needs are taken up. The author dis- 
cusses solutions to the intermingled land prob- 
lem including land exchange, acquisition, and 
zoning. The history and the implicit equity- 
efficiency tradeoffs associated with public par- 
ticipation in land use planning and actual man- 
agement are assessed. Lastly, Clawson asks rel- 
evant questions dealing with research in the 
physical and biological areas and with studies 
of economic, organizational and policy prob- 
lems, as well as with public relations. 


It must be noted that since the publication 
of this volume there have been organizational 
changes in the Department of the Interior. 
These have a bearing on some of the tables 
and discussions. Also, some innovative manage- 
ment methods (e.g., cooperative management 
agreements for grazing) have recently been 
implemented. In conclusion, readers will find 
this book useful and insightful. It is another 
significant contribution to this field by Marion 
Clawson. 

Abraham E. Haspel 
L/.S. Department of the Interior* 

•This review represents my views only and not 
necessarily those of the U S Department of the Inte- 
rior. 

The role of markets in the world food economy. 
Edited by D. Gale Johnson and G. 
Edward Schuh. Westview Special Studies 
in Agriculture Science and Policy. Boulder, 
CO; Westview Press, 1983. Pp. x, 326. 
$22.50. ISBN 0-86531-620-1. JEL 84-0874 
This book is a collection of papers presented 
at a 1982 conference jointly sponsored by the 
Department of Economics of the University 
of Chicago and the Department of Agricultural 
and Applied Economics of the University of 
Minnesota. As the title implies, the objective 
of the conference (funded by a grant from one 
of the major grain exporting firms) was to ex- 
plore the role of markets in the world food 
economy. Two of the six major subsections, 
however, are devoted to topics somewhat pe- 
ripheral to the role of markets. One of these 
deals with world hunger and the other at- 
tempts to explain why government interven- 
tion takes the form that it does, especially in 
developing countries. Thus, there are chapters 
in the book which should be of interest to food 
economists and to political scientists as well 
as to development specialists. 

The first paper by D. Gale Johnson provides 
a well-reasoned response to those who share 
the view that the world faces a food crisis and 
that the terms of trade are likely to move 
against food importing countries over the next 
decade or two. Johnson is critical of the Global 
2000 report and other studies made during the 
mid and late 1970s which he believes are un- 
duly pessimistic. 
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The Two succeediDg papers, one written by 
Thon\as T. Polenian ;uid llie other by T. N. 
Srinivasan. are equally critical of figures on 
global hunger and malnutrition published by 
the World Bank and FAC). Anyone tempted 
to quote these figures .should first read the pa- 
[lers by Polenian and Srinivasan. 'fhcir contri- 
butions arc well written and well documented. 
Srinivasan belit'ves the statistical base is so 
weak that all estimates of the number of hun- 
gry people in the world are virtually meaning- 
less, and in any event, such figures are not very 
helpful in formulating specific policies. Pole- 
man comes up with his own range of estimates 
of the number of seriously malnourished (jeo- 
ple which is substantially lower than those 
"conjured up" as he says, by those respon- 
•sible for the World Bank and FAO studies. 
Both make sensible comments about what 
can be done to alleviate hunger and malnutri- 
tion. 

The major paper in Part 3 which deals with 
price policies in developing countries is writ- 
ten by Lucio G. Reca, an Argentinian econo- 
mist This paper together with the comments 
which follow b>' Malcolm D Bale and Rolrert 
K. Kven.son provide an excellent and well-bal- 
anced summary of the form which price poli- 
cies take in developing countries and the 
consequences of such policies. Aggregate sup- 
ply elasticities, as the authors point out, are 
relatively low, and as a result, price policies 
are more useful for altering the composition 
of output and transfering income between sec- 
tors of the economy than for stimulating aggre- 
gate production. These papers are a good anti- 
dote to the writings of what one author refers 
to as "price fundamentalists,” i.e. those who 
focus almost exclusively on price policies as a 
solution to the problem of lagging food produc- 
tion in developing countries. 

Part 4 includes two major papers, one by 
Robert H. Bates, a political scientist, and the 
other by Alain de Janvry, an agricultural econo- 
mist. Bates describes the ways in which African 
governments hold down prices for agricultural 
commodities and subsidize inputs, and then 
goes on to assess the appropriateness of alterna- 
tive models to explain why such policies pre- 
vail. He argues that existing policies reflect a 
kind of political compromise designed to mini- 
mize conflicts between governments in Africa 


and their urban constituents. An alternative 
explanation for government behavior is offered 
by de janvry, whose orientation is that of a 
Marxist. He draws on case studies of farm and 
food policies in the United States, India, Co- 
lombia and Egypt to buttress his views. 

The two concluding papers deal with trade 
and macroeconomic policies and their relation- 
ship to agricultural production and develop- 
ment. Robert L. Thompson’s paper summa- 
rizes the conventional wisdom regarding the 
con.sequences of cheap food policies, over- 
valued exchange rates and food aid. One of 
the discussants criticizes Thompson for his 
somewhat superficial analysis of the problem 
of food security and another for ignoring the 
potential role which international commodity 
agreements might play in stabilizing prices and 
coordinating stock-holding or reserve policies. 
G. Edward .Schuh summarizes in a well-bal- 
anced fashion the functions which markets can 
and cannot perform successfully and goes on 
to offer a number of suggestions for reforming 
the international monetary system. 

As one might expect, given the institutional 
bias of a majority of the contributors (a high 
profKirtion have been students at the Univer- 
sity of Chicago at one time or another, or have 
studied with those who took their graduate 
work at that institution), there is considerable 
duplication of ideas, especially regarding the 
defects of existing price policies and what 
changes might be appropriate. Specialists in 
particular areas will want to read at least some 
of the papers. Reca's paper would be an excel- 
lent addition to a reading li.st for students tak- 
ing a course in economic development because 
of its well-balanced treatment of the role of 
price policies. African specialists will find the 
paper by Bates interesting and rewarding. 
Those not already acquainted with the writings 
of Poleman and other critics of World Bank 
and FAO hunger reports will find Part 2 a use- 
ful reference on this topic. 

Kenneth L. Robinson 
Cornell University 

Food policy analysis. By C. Peter Timmeh, 
Walter P. Falcon and Scott R. 
Pearson. Baltimore and London; Johns 
Hopkins University Press for the World 
Bank, 1983. Pp. x, 301. $25.00, ISBN 0-8018- 
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3072-9, hbk; $12.95, ISBN O-BO 18-3073-7, 

pbk. JEL 84-0542 

This is an unusually useful book. While it is 
grounded in the research literature, of which 
it provides an admirable summary, it is not 
primarily a research volume. It is rather a 
teaching tool intended to train students, in- 
cluding food policy administrators in develop- 
ing countries, on how to think effectively about 
policy issues. It grows partly out of courses 
which the authors have conducted for adminis- 
trators in Indonesia and elsewhere. Clearly 
written and authoritative, it should be in the 
syllabus of any advanced course on develop- 
ment economics. 

The book covers the full range of policy is- 
sues, from nutrition and food consumption 
through problems of agricultural production 
and marketing to macroeconomic policies 
which aflPect the agricultural sector. But it is 
not a policy cookbook. The authors focus rather 
on what they call “getting the issues right,” 
and on using data and analytical techniques 
to attack these issues effectively.. The tech- 
niques demonstrated are not very compli- 
cated — mostly geometric rather than alge- 
braic — and should not be beyond the reach of 
good undergraduate majors in economics. The 
problem is that policymakers often make little 
use of techniques and data sources which are 
readily available. 

The four substantive chapters deal in turn 
with food consumption and nutrition, analysis 
of food production systems, marketing func- 
tions and food price formation, and macroeco- 
nomic policies affecting the food system. The 
consumption chapter considers food balance 
sheets, quantity and quality of diet at different 
income levels, the theory of consumption and 
the merit of market allocation as against food 
rationing, and price and income elasticities of 
demand, as aflPected by income. The authors 
then analyze possible government interven- 
tions in the food market, classifying these into 
those targeted toward lower-income groups 
and those not so targeted. 

The unusually rich production chapter deals 
first with peculiarities of the agricultural pro- 
duction function — seasonality, geographic dis- 
persion of production, risk and uncertainty, 
and technical change as a public good coming 


usually from outside the production unit. This 
is followed by the theory of agricultural pro- 
duction, the output and input decisions which 
farmers must make, and the way in which opti- 
mal decisions are conditioned by relative 
prices. Subsequent sections deal with tech- 
niques for understanding farming systems as 
a whole, including simple programming meth- 
ods; analysis of possible differences between 
private and social profitability; and govern- 
ment interventions affecting output prices, in- 
put prices, and technical change. 

Chapter 4 takes off from the proposition that 
marketing functions are often regarded as un- 
necessary and marketing margins as needlessly 
high. “Middleman” and “speculator" are pejo- 
rative terms. Wide margins can indeed repre- 
sent exercise of market power; but they can 
also represent high real costs, which can be 
reduced by government attention to market- 
ing facilities and risks. The authors explore 
techniques for measuring market efficiency, 
illustrated by analysis of actual margins for var- 
ious crops and countries. There is a good dis- 
cussion of the relevance of world price move- 
ments, emphasizing that short, medium, and 
long-term movements are relevant to different 
types of government decision. The authors are 
skeptical of the tendency for government to 
lake over marketing functions. While parasta- 
tal agencies can sometimes serve a useful 
yardstick function, they typically have higher 
real costs than private marketers. 

Macroeconomic policies affecting wage 
rates, interest rates, inflation rates, and foreign 
exchange rates are often regarded as a dififer- 
ent realm of discourse. In Chapter 5, however, 
the authors demonstrate convincingly that 
these policies strongly condition the micro de- 
cisions made by consumers, farmers, and mar- 
keting agencies. 

Especially in the long run, macroeconomic pol- 
icy determines the rate of growth of both urban 
and rural sectors and also condition the structure 
of that growth. In particular, the degree of job 
creation and the distribution of income, (and 
food consumption) are more a function of mac- 
roeconomic policy than of sectoral investment 
and project design [p. 218] 

The tone of the policy discussion is prag- 
matic and judicious. The authors are at pains 
to clarify the functions of price, and utility of 
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markets, and the often unintended conse 

quences of government intervention. But they 
could scarcely be cla.ssilled as pro-in lervenf ion 
or pro-markeit. 'I'he central concern is with for- 
mulating issues correctly, with aiialv-sis before 
action, and with .sorting out government ac- 
tions which are useful and even nece.s.sary from 
those which are counterprodiictne. 

Lloyd G. Rkynolds 

yii/e University 
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Energy resources in an uncertain future Coal, 
gas, oil, and uranium .supply forecasting By 
Morris A. Adklman, John C Houghton, 
Gordon Kaufman, and Martin B. 
ZiMMKRMAN. Cambridge, MA: Harper & 
Row; Ballinger, 1983. Pp. xxi.\, 434 $45.00. 
ISBN 0-418410-644-6. JEL 84-0546 

This useful book provides a wealth of insight 
into the economics of estimating remaining re- 
source stocks of oil, gas, coal and uranium. It 
has the patchwork quality of many joint efforts, 
plus a peculiar lopsidedness (about which more 
below). But a nine-page executive summary, 
an introductory conceptual section by Morris 
Adelman and John Houghton, and a conclud- 
ing chapter by Martin Zimmerman succes.s- 
fully integrate the various contributions. Prac- 
titioners will want ready access to this 
thorough examination of the art of preparing 
and using estimates of energy re.sources. Nov- 
ices could not find a better place to start. 

Predictably, the emphasis is economic. (Only 
Houghton is not an economist — he is with the 
U.S. Geological Survey — but his chapters on 
uranium exhibit a solid grasp of economic anal- 
ysis.) The book provides a critique, from an 
economic perspective, of the methods geolo- 
gists use to estimate various categories of re- 
maining resource stocks. Thus, "the fault in 
estimation is rarely geological, but rather eco- 
nomic. The concept of abundance is an eco- 
nomic one and we ask what geological informa- 
tion means when interpreted in the light of 
economic reasoning” (p. xxi). 

Adelman ’s six chapters on estimating discov- 
ered reserves of oil and gas give concise, pithy 
accounts of what “proved reserves” mean 
(they are akin to a “shelf inventory”), how they 
should be estimated, and (most interesting to 


this reader) how to think about the How of 
probable reserves into the proved category. 
To Adelman, this flow “is of the first impor- 
tance” (p. 53). For example, 

one of the things we would most wish to know 
1 .S the volume of probable reserves in known 
fields that can be added into proved reserves 
in the near future. There is nothing automatic 
about the process. The amount depends on what 
IS in the ground, on the cost of developing it, 
and on expected prices: The price-reserve incre- 
ment curve IS the heart of the problem [p. 54]. 

He applies this analysis to the failure of U.S. 
reserves to grow in response to the huge in- 
crease in oil prices since 1973-1974. The con- 
clusion is that “there must have been substan- 
tial loss of reserves due to the control of crude 
oil prices,” but a lack of detailed data prevents 
our estimating this loss. “The boom in drilling 
has accelerated production, but it has not in- 
crea.sed proved reserves . . . and there is no 
indication that il has increa.sed probable re- 
serves" (p. 68). 

Zimmerman and Houghton provide compa- 
rable discussions of (respectively) coal and ura- 
nium resources. 'I’wo noteworthy facts for coal 
are the relative unimportance of exploration 
costs, and the U.S. Government’s omission of 
mining conditions other than seam thickness 
in estimating the “Reserve Base,” Zimmerman 
cogently explains the first fact this way: 

Exploration is costly and it is worthwhile only 
when discovery of a new deposit forestalls the 
increased cost that comes with more intensive 
exploitation of known deposits For coal, 

it docs not pay to explore |p 388] 

The consequence of focusing only on seam 
thickness is that official reserve data (which un- 
derlie so many assertions that U.S. coal re- 
sources are superabundant) are misleading: 
“The Reserve Base is simply coal that meets 
the physical and certainty criteria established 
by the Bureau of Mines. It is not coal available 
at today’s level of cost” (p. 313). Houghton ar- 
gues that our estimates of uranium resources 
are more comprehensive than those for oil, gas 
and coal, because they combine undiscovered 
with discovered ore. They could also be the 
most sensible, at least to economists, for the 
estimating scheme incorporated cost estimates 
from the outset. Unfortunately, improper dis- 
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counting and other methodological solecisms 
erode the utility of the estimates. 

The lopsidedness referred to earlier is in 
Gordon Kaufman’s very thorough but very 
ong discussion of methods for estimating un- 
liscovered oil and gas resources. It occupies 
)o fewer than 212 of the 412 pages of text, 
n a sense this is proper: Estimating the eco- 
lomic magnitude of undiscovered resources 
s a much bigger challenge in oil and gas than 
n coal or uranium, and once you accept the 
challenge a thorough treatment requires the 
icale of attention that Kaufman gives it. But 
iome readers may be overwhelmed and, as the 
Z12 pages are smack in the middle of the book, 
may never get to Zimmerman’s and Hough- 
ton’s contributions. With only a bit of addi- 
tional writing, Kaufman could turn his material 
into a book in its own right — a worthwhile book 
even though it would have a limited, special- 
ized audience. (Perhaps Kaufman could then 
more systematically integrate, reconcile and 
compare all the different approaches he sur- 
veys.) For the present volume, a shorter discus- 
sion would have meshed better with the other 
contributions. Admittedly, though, writing one 
would not have been easy. 

A further, minor cavil is that the policy impli- 
cations of the analysis are not always fully 
spelled out. There is, early on, some discussion 
of how the “energy crisis" heightened public 
concern about remaining stocks of energy re- 
sources, and here and there the authors do 
touch upon salient aspects of public policy. But 
there is no explicit treatment of why it matters 
whether we have reliable or informative esti- 
mates of reserves or resources. Apart from the 
need for good-quality grist for economists’ re- 
search mills, the paramount reason would 
seem to be that, for good or ill, the U.S. govern- 
ment will concern itself with both the short- 
and long-run operation of the energy indus- 
tries. (Kaufman mentions, in passing and a bit 
euphemistically, that one of the three reasons 
big energy companies prepare their own “fore- 
casts" of energy resources is “as a jxilicy tool 
for interaction with federal government agen- 
cies and with the Congress,” p. 290.) If govern- 
ment intervention is inevitable, government 
officials should use appropriate — economically 
meaningful — data. It follows that an expanded 
government program of data collection and 


estimation may well be justified; the opposite 
appears to be the current trend in Washington. 

AHTHUfl W. Wright 

University of Connecticut 
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The origins of trade union power. By He.nry 
Phelps Brown. London, New York, To- 
ronto and Melbourne; Oxford University 
Press, Clarendon Press, 1983. Pp. vi, 320. 
$32.00. ISBN 0-19-877115-0. JEL 84-0580 
The essential problem raised by trade unions 
and employers’ organizations is that, while the 
principle of freedom to form associations and 
clubs is an integral element in a liberal society, 
if in the name of this principle such associations 
secure too many privileges, a new source of 
coercive power is created with the accompany- 
ing risk of the abuse of that power. In deter- 
mining the “rules of the game" within which 
trade unions and employers’ organizations op- 
erate, societies have wrestled with the problem 
of finding the proper balance between, on the 
one hand, upholding the principle of free asso- 
ciation and, on the other hand, granting enti- 
tlements that result in resource inefficiencies 
at best and ultimately in challenges to the au- 
thority of the democratic state at worst. These 
are the issues underlying Phelps Brown's book 
on the power exercised by trade unions in Brit- 
ain today. His assessment of that piower pro- 
ceeds by tracing the historical evolution of 
British trade unions and it is buttressed by 
comparisons with trade unionism in the U.S., 
Canada, and Australia. In the light of this his- 
torical and comparative study, the author con- 
cludes with some inferences for policy with 
respect to the law on industrial relations. 

Most of this book is an historical analysis of 
British trade unionism from the mid-nine- 
teenth century to the present day. The author 
shows that many influential Victorians viewed 
trade unions approvingly and ultimately this 
attitude found expression in the Trade Dis- 
putes Act of 1906 that granted trade unions 
complete immunities under common law from 
actions at tort. Paradoxically, argues Phelps 
Brown, this view of trade unionism had already 
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ceased by 1906 to correspond to the facts. In cussed. The appropriate reforms, if any, would 


particular, the new organizations of manual 
workers revealed a greater ability and readi- 
ness to inflict substantial costs on society in the 
pursuit of their narrow goals. The Government 
was increasingly drawn into industrial dis- 
putes, not as a disinterested arbiter of the dis- 
agreement, but as a party with its own constitu- 
ency and its own objectives. The well-known 
battles between the unions and successive gov- 
ernments in Britain in the post-World War II 
pf'riod are similar in kind, if not in degree, 
to the conflicts before the Great War. Where 
the two periods differ has beetr in the Govern- 
ment’s acceptance in the postwar years (at least 
until the last Kve years) of its responsibility for 
maintaining a high level of employment which 
has contributed to sustained wage and price 
inflation. 

The historical analysis in this book is most 
instructive and, together with the discussion 
of trade unionism in three other countrie.s, the 
reader is provided with an excellent perspec- 
tive on the current position of British trade 
unionism. This induces a scepticism that any 
simple reform (such as compulsory arbitration) 
will .solve the problems wrought by British 
trade unions. Although this historical analysis 
is useful in identifying those reforms that are 
not likely to be appropriate, it is less insightful 
as to what should be done. Phelps Brown’s pol- 
icy prescriptions are meagre — he proposes a 
national fund to buy out restrictive work prac- 
tices and an extension of the law in industrial 
relations to discourage socially costly activi- 
ties — and neither of these recommendations 
is analyzed in any detail. Proposals to constrain 
trade union discretionary power by fostering 
a vigorous and competitive nonunion labor 
market (such as by dispensing with minimum 
wages set by Wages Councils and by redrafting 
the “fair wages” principle of government con- 
tracts) are not addressed. 

It is also a shortcoming of this book that the 
precise costs of trade unionism are not care- 
fully identified. At some points, the author ap- 
pears to stress the costs consumed in reaching 
settlements (i.e., the costs of strikes and lock- 
outs). At other points, he seems to emphasize 
the wage consequences of collective bargain- 
ing. There are points when the implications 
of these settlements for productivity are dis- 


appear to depend upon which of these costs 
is the most important, but the author does not 
undertake the quantitative analysis required 
to address this issue. 

In short, this is an elegantly written book 
displaying much erudition. Its shortcortungs 
primarily reflect the limitations of a discursive, 
historical, approach to the study of the ques- 
tions under consideration. 

John Pencavel 

Stanford University 

Internal labor markets. Edited by Paui, 
OSTEHMAN. Cambridge, MA and London: 
MIT Press, 1984. Pp. vi, 296. $30.00. ISBN 
0-262-15026-3. JEL 84-0911 

This collection of nine essays, ail but one 
original, examines the labor practices of large 
companies. The unifying theme is the concept 
of internal labor markets — a set of rules and 
procedures, established within enterprises, 
used to price and allocate labor. The external 
labor market is hypothesized to exert only lim- 
ited influence on these functions, as a typical 
worker spends most of his/her work life in one 
firm. Rigid, administered wage structures, pro- 
motion from within, and seniority rules con- 
strain the firm’s discretion. The book's main 
contribution is to open up for description and 
explanation the “black box” of employment 
practices within firms. While this is not the 
first attempt to examine these practices, sev- 
eral contributors provide data not previously 
available (see Peter Doeringer and Michael 
Piore 1971, James Medoflf and Katherine Abra- 
ham 1980, or Michael Wachter 1974). 

The essays, written by labor economists and 
sociologists, cover topics such as the historical 
origins of internal labor markets, characteris- 
tics of modern internal labor markets and 
cross-national or rural-urban comparisons of 
employment practices. A recurring message is 
that the explanation of internal labor markets 
involves more than profit maximization by ra- 
tional firms. Other forces such as unionization 
or its threat, government pressure, community 
culture and custom are thought to play an im- 
portant role as well. For example, in contribu- 
tions by Sanford Jacoby and Bernard Elbaum, 
it is argued that union pressure has in the past 
been a main factor causing firms to establish 
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binding rules to govern work allocation, pro- 
motion, wages and the like. Jacoby traces the 
use of job evaluation, uniform hiring, layofiF and 
promotion procedures and seniority rules to 
the birth of industrial unionism in the 1930s. 
Elbaum, examining the steel industry, notes 
that promotion from within began in that sec- 
tor during the 1880s and 1890s as a result of 
demands by lesser-skilled union members. 
Both authors assert that firms would not have 
voluntarily instituted such practices, casting 
doubt, they believe, on neoclassical or radical 
explanations of the origin of internal labor mar- 
kets. 

Four essays examine features of modern in- 
ternal labor markets. Rosabeth Moss Kanter 
and Paul Osterman, in separate contributions, 
illustrate the diversities in managerial and in 
white collar internal labor markets, heretofore 
uncharted terrain. P’or example, according to 
Kanter, managerial mobility in new high-tech 
industries is less linear or orderly than in older 
sectors. In addition, Osterman shows that mo- 
bility ladders for some white collar occupations 
such as salespeople are more insulated from 
the outside than other jobs such as computer 
programmers. Thomas Kochan and Peter Cap- 
pelli review the evolution of the personnel-in- 
dustrial relations function in large companies. 
These authors distinguish a union period of 
1935-1960 and a personnel psychology period 
beginning in 1960 and accelerating in the 
1980s. In the union period, firms allowed un- 
ions to stabilize their labor systems and paid 
high wages in return for industrial peace. After 
1960, the decline of unions and the growth 
of government regulation — EEOC, OSHA, and 
the like — caused a rebirth of the personnel 
function, which resists unions as well as en- 
hances productivity through policies such as 
job redesign. 

In a clever combination of neoclassical and 
institutional economics, Paul Ryan examines 
the incentives for company provision of train- 
ing under wage rigidity. If the skills acquired 
during training are transferable to other firms, 
then according to traditional neoclassical the- 
ory (Becker 1975), firms will not provide the 
training unless workers accept low wages dur- 
ing the training period. However, if minimum 
"'age laws or compressed union pay scales pre- 
sent these training wages from being low, then 


there may be “too little” training provided 
(from an efficiency viewpoint). Ryan provides 
an interesting examination of how a firm at- 
tempts to hold onto its trainees in such a situa- 
tion. One method is to screen out workers 
likely to quit. 

Two concluding chapters provide compara- 
tive analyses of internal labor markets. First, 
Marc Maurice, Francois Sellier and jean- 
Jacques Silvestre compare employment prac- 
tices in twelve German and F'rench firms 
matched by size, product and technology. The 
authors thus control for many economic factors 
yet observe important differences between 
F'rance and Germany. For example, wage dif- 
ferentials are higher in France, and French 
nonmanual workers are more numerous and 
earn higher relative wages than their German 
counterparts. The authors attribute such dif- 
ferences to differing national patterns of edu- 
cational stratification and industrial develop- 
ment rather than to profit maximizing 
behavior. Of course, if the demand for supervi- 
sors is higher in France (due in part to the 
need to deal with French unions), the higher 
wages and greater numbers of such workers 
would result. Second, Peter Doeringer, in his 
study of rural areas with surplus labor, observes 
that firms can train their workers yet still lay 
them off during downturns. This goal can be 
accomplished through a paternalistic system 
where the firm "takes care of” the workers 
and their families even during layoff, and the 
workers exhibit loyalty to the firm by not quit- 
ting. Again, such an approach argues against 
technological determinism in explaining inter- 
nal labor markets. 

Many of the essays in this volume reject neo- 
classical theory as an explanation for internal 
labor markets. Yet little space is given to 
emerging neoclassical views of firm labor prac- 
tices (Lazear 1981). These views hold that a 
profit-maximizing firm may institute promo- 
tion from within or seniority rules in order to 
provide incentives for good performance, to 
reduce turnover costs or as an employee 
screening device. In addition, while several au- 
thors reject technological determinism, neo- 
classical economics also has a supply side which 
may influence labor market outcomes. Thus 
the existence of differing outcomes under the 
same technology is no reason to reject main- 
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is dispkyed by E/baum and Doen 'nger. Fur- 
ther, while unions are given an important cau- 
sal role in several of the essays, no discussion 
is given to the question of where unions arise. 
Would internal labor markets have developed 
in the.se sectors anyway? Did unions nterely 
accelerate a trend that would have occurred 
later? Moreover, it is asserted without a test 
that nonunion firms imitate union firms’ wage 
structures. Such a claim goes against a large 
body of evidence that the pay structures in 
the two sectors are quite different. In addition, 
Kochan and Cappelli assert that large compa- 
nies in the union era gave stability in their 
labor relations a higher value compared with 
profits than they do in the current period. 
While this may be a plausible idea, the notion 
of changes in employer risk aversion in deal- 
ings with labor de.serves careful future testing. 
These criticisms notwithstanding, there is 
much to be learned by reading this book, both 
in the information presented luid the hypothe- 
ses advanced. 

Lawrence M. Kahn 
University of Illinois, 

Urbana-Champatgn 
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Collective bargaining and the decline of the 
United Mine Workers. By CHARLES R. 
Perry. Major Industrial Research Unit Stud- 
ies series, No. 60. Philadelphia; University 
of Pennsylvania, Wharton School, Industrial 
Research Unit, 1984. Pp. xi, 273. $30.00 
cloth; $25.00, ISBN 0-89546-043-2, pbk. 

JEL 84-0912 

Over the decade 1971 to 1981, relations be- 
tween the United Mine Workers of America 
(UMWA) and the Bituminous Coal Operators’ 


and a series of protracted national contract 
strikes. This was in marked contrast to the sta- 
bility that had characterized the relationship 
during the reign of John Lewis a.s president 
of the UMW from 1920 to 1960. This book ably 
describes the factors contributing to that trans- 
formation. 

The most important factor was a decline in 
the coverage of the UMW-BCOA national 
agreement for, as Perry writes, “In 1980, 
UMW-BCOA national agreement tonnage ac- 
counted for less than 50 percent of total coal 
production, down from 70 percent in 1970 and 
90 percent in 1950" (p. 1). The sources of this 
decline include growth in nonunion coal min- 
ing, Western surface mining (a significant share 
of which was organized by unions other than 
the UMW), and the signing of contracts outside 
the scope of the UMW-BCOA agreement. 
Countertrends include the buoying of the bar- 
gaining power of the UMW by a shift toward 
coal caused by increases in the price of oil, 
and the prospects (often exaggerated) of a fu- 
ture boom in coal demand. 

But economic forces were only part of the 
story. Instability was produced inside the 
UMW as a result of the democratization of the 
union which followed Tony Boyle’s replace- 
ment by Arnold Miller and the subsequent in- 
ability of either Miller or his successor, Sam 
Church, to succeed as national leaders of the 
union. Democratization of a union previously 
controlled by autocratic leaders was a difficult 
enough process without the tensions produced 
by a bifurcation in the age composition of the 
union’s membership. The UMW increasingly 
was comprised of members who were either 
aging and near retirement and had survived 
the industry’s long postwar decline, or young 
(and often militant) workers hired after the in- 
dustry’s post-1973 upturn. In the process, any 
semblance of a stable political coalition inside 
the union evaporated. 

The industry’s side of the bargaining rela- 
tionship, the BCOA, also was (and continues 
to be) fraught with internal political divisions 
between steel, oil, and old line coal producer 
interests. Some of the best passages of this book 
are the analyses of those interests and their 
contribution to prolonged strikes in 1977 and 
1981. 

The recent course of collective bargaining 
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in the coal industry is especially worthy of care- 
ful analysis because it contains many of the 
ievelopments common to other bargaining re- 
itionships. Many unions now are under pres- 
ure from international or nonunion competi- 
on. These economic pressures have induced 
lany pay and work rule concessions and fun- 
amental changes in the bargaining process, 
or example, in a number of industries bar- 
aining has been decentralized through the 
eakdown of pattern bargaining, the weaken- 
ig of formerly national agreements (e.g., the 
rosion of the National Master Freight Agree- 
lent), or through a shift in the resolution of 
sues from national to local levels. It is even 
ossible to see in some industries the search 
>r an alternative to the traditional form of 
merican job control unionism along with the 
■osion of traditional bargaining structures. 
Dr example, in a few auto plants the search 
ir an alternative labor relations system in- 
udes the replacement of traditionally highly 
lecialized jobs with team forms of work orga- 
zation. 

While some of these developments are simi- 
r to events in the coal industry, others are 
Dt. An interesting research question concerns 
acing the extent to which bargaining in the 
jal industry has taken a course similar to other 
dustries and the reasons for any differences, 
also remains to be seen how bargaining in 
•e coal industry proceeds in the 1984 round 
the face of the election of Rich Trumka as 
.e new president of the UMW. This book is 
helpful contribution to efforts to answer these 
id many other questions. 

Harry C. Katz 
Massachusetts Institute of Technology 

850 Human Capital 

nproving company productivity: Handbook 
with case studies. By John W. Kendrick 
in collaboration with the American Pro- 
ductivity Center. Baltimore and London; 
Johns Hopkins University Press, 1984. Pp. 
xii, 220. $20.00. ISBN 0-8018-2992-5. 

JEL 84-0919 

There is an official establishment within the 
Donomics profession which has guided both 
npirical analysis of productivity growth and 
actical applications of economic analysis to 
Dmpany, industry, and government policies 


to improve productivity. Along with Edward 
P. Denison, John W. Kendrick has steered the 
academic ship. Increasingly since the mid- 
1970s, the American Productivity Center 
(APC) has piloted the effort at practical applica- 
tions. This volume, a close collaboration be- 
tween Kendrick and the APC, therefore repre- 
sents an important crystallization of the 
establishment’s practical wisdom. 

The book is “addressed primarily to the busi- 
ness community,” presenting itself as a hand- 
book “which company officials can read on 
their own as background for instituting pro- 
ductivity measurement and/or promotion pro- 
grams or for improving and enriching pro- 
grams” (p. 2). The book’s text, supplemented 
by substantial appendices, has three main 
parts. 

The first provides a guide to practical tech- 
niques for measuring company productivity. 
These chapters are clear and, by mainstream 
economic standards, quite successful at provid- 
ing practical tips on productivity definition and 
measurement. 

The second section outlines potential uses 
of productivity measures in company manage- 
ment. Chapter 7 summarizes the APC “Perfor- 
mance Measurement System” which, relying 
on an obvious identity, relates an index of 
changes in firm profitability to the sum of 
changes in its productivity and changes in its 
“price recovery” — defined as the difference 
between unit price and unit cost over time. 
The text then reviews a range of practical ap- 
plications — over time and among plants within 
firms and across firms and industries — for eval- 
uating comparative performance. 

The third section suggests some practical ap- 
proaches to "promoting company productiv- 
ity,” arguing that many current efforts are "in- 
effective” because they “lack direction and 
priority and are not supported by a formalized 
company policy or position on productivity” 
(p. 111). After summarizing a variety of practi- 
cal pitfalls and techniques for overcoming 
them — in such areas as strategic planning and 
labor management — the text ends with a surge 
of promise: “By meeting more fully one of the 
most important challenges and opportunities 
of the times, business can turn around the 
productivity slowdown” (p. 132). 

1 have little doubt that this handbook is use- 
ful for company executives, much less that U.S. 
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corporations need to pay far more attention 
to their own wasteful practices. But the volume 
also reflects some obvious limitations of the es- 
tablished economic wisdom on productivity to 
which both economists and executives should 
become much more attentive. 

One reHe;cts the wide gulf between estab- 
lished academic accounts of the aggregate 
productivity slowdown and the actual content 
of the APC’s practical suggestions for pro- 
ductivity improvement. While analytic ac- 
counts of the productivity problem concen- 
trate almost entirely on problems in measuring 
the quantity and quality of productive inputs, 
the APC case studies reviewed in Appendix 
B focus without exception on problems in la- 
bor-management, describing efforts at improv- 
ing the quality of labor effort or the level of 
work intensity. Most academic accounts, Ken- 
drick's included, have relied centrally on what 
my colleagues and I (Thomas E. Weisskopf, 
Samuel Bowles and David M. Gordon 1983) 
have called the "technical model" of aggregate 
productivity. When will the economics profes- 
sion take seriously the social relationships that 
affect productivity? 

A second limitation, however galling, is bur- 
ied in the book. As is common^ among recent 
examples of mainstream analysis, this volume 
suggests in passing that firms should weight 
labor inputs within and among plants by the 
average hourly compensation earned by vari- 
ous groups and grades of employees. Why? Be- 
cause “economic theory teaches that average 
hourly pay tends to reflect the relative contri- 
butions of different types of factors to the value 
of output” (p. 39). This perspective is applied 
axiomatically in the mainstream profession. 
But a large body of empirical evidence sug- 
gests that inter-worker and interoccupational 
wage differentials, at the micro- and the macro- 
levels, are not easily explained by the "quality” 
of the human capital embodied in individual 
workers or the “value of the contribution” pro- 
vided by various workers. This suggests that 
discrimination and other institutional factors 
play a substantial role in determining wage 
contours. (Donald J. Treiman and Heidi I. Hart- 
mann 1981, chs. 2-3.) And yet, through the 
perpetual assurance that companies can treat 
wages as a proxy for employee productivity, 
economists tacitly reinforce the strong institu- 


tional pressures against relatively low-wage 
employees who have historically experienced 
discrimination or unequal opportunities. 

Until we begin to lift these blinders, I suspect 
that economists will continue to have more to 
learn about productivity from managers and 
workers than they will be able to learn from 
us. 

David M. Gordon 
New School for Social Research 
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Human resources, employment and develop- 
ment. Vol. 2. Concepts, measurement and 
long-run perspective; Proceedings of the 
Sixth World Congress of the International 
Economic Association held in Mexico City, 
1980. Edited by Paul Streeten and 
Harry Maier. New York: St. Martin’s Press, 
1983. Pp. vii, 481. $40.00 cloth. ISBN 0-312- 
39956-1. JEL 84-0589 

This book is the proceedings of two sections 
of the Sixth World Congress of the Interna- 
tiona) Economic Association held in Mexico 
City, 1980. It contains 24 papers and is divided 
into two parts. 

The first ten papers are grouped under the 
heading; "Human Resources: Concepts and 
Measurements,” with a brief introduction by 
Paul Streeten. 

The first paper, by Wilfred Beckerman, has 
a provocative and philosophical character: 
“Human Resources; Are they Worth Preserv- 
ing?” The author argues that on rational 
grounds there is no reason to preserve the hu- 
man race. Why then do we not act rationally? 
The author's reply is that he and all of us, or 
perhaps most of us, want to survive because 
of the genetically determined survival instinct. 

Dale Jorgenson and Alvaro Pachon present 
an interesting and carefully constructed new 
accounting system for income, capital forma- 
tion and wealth in the form of human capital 
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(HC) for the U.S. (1947-1973). The concept of 
HC is based on lifetime labor income (LLI) 
for all individuals in the U.S. population and — 
as a further extension of previous estimates — 
both market and nonmarket activities are con- 
sidered. In fact the authors take account of 
the total time available for all individuals ex- 
cept ten hours a day, which are attributed to 
maintenance (satisfaction of physiological 
needs). The authors impute wage rates to non- 
market activities from wage rates for em- 
ployed individuals. 

Imputed income, obviously, constitutes by 
far the most important component of the esti- 
mate: In 1973 the share of nonmarket activities 
represented about 70 percent of the total (81 
percent for females). The valuation problems 
faced by Jorgenson and Pachon do not yield 
unambiguous and generally agreed upon an- 
swers: they include leisure lime in the esti- 
mates of LLI; they attribute all the difiFerences 
among wage rates (for individuals of the same 
age and sex) to formal education; they choose 
to value time spent in nonmarket activities at 
the wage rates of the persons producing them, 
instead of the wage rates of their closest coun- 
terpart. The human capital approach is also 
used by Marcello Selowsky to evaluate in- 
creases in preschool ability scores. 

L. Filippini, J. Scanlon and E. Tarantelli pre- 
sent a linear production model within the 
frame-work of Leontief and SrafiFa type models, 
but extended to the case of a nonhomogeneous 
labor force. 

Irma Adelman and Jairus Hihn conduct an 
interesting empirical exploration of the rela- 
tionship between socioeconomic aspects and 
political instability in the Third World. In par- 
ticular the authors test the hypothesis that im- 
balances between levels of education and the 
distribution of income create a demand for dra- 
matic political change and lead to possible po- 
litical instability. The analysis is conducted 
within the mathematical framework of catas- 
trophe theory. 

Two papers deal with unemployment. 
Within the context of theories of labor market 
segmentation Michael Piore discusses the prin- 
cipal factors, and some of their implications, 
which may explain the high les>el of unemploy- 
ment in industrial countries. A. Berry and 
R H. Sabot present a critical examination of 


the principal hypotheses concerning unem- 
ployment in developing countries. 

Two papers consider the problem of the mul- 
tiple dimensions of work satisfaction and both 
stress that economists have not given due at- 
tention to work as an important aspect of hu- 
man welfare. In particular, Frances Stewart — 
though he is aware of the difiBculties — stresses 
the necessity of finding some yardstick for 
workers’ welfare. 

Yet, Stewart maintains that there has been 
a worsening in the nature of jobs (more atom- 
ized and repetitive) because the well-being of 
workers has not been considered an explicit 
and important element in decisionmaking. But 
this statement is disputable. There is theoreti- 
cal disagreement about the direction in which 
structural and technological changes shift skill 
requirements. Contradictory theories have 
been advanced (of lower or increased skill re- 
quirements and of polarization). In the second 
part of the book three papers deal with these 
hypotheses. Howard Rosembrock shares Ste- 
ward’s position but Harry Maier, on the basis 
of an investigation conducted in East Ger- 
many, thinks that technological and structural 
changes have a tendency to lead to polariza- 
tion of job functions and job requirements: 
That is, activities demanding a medium level 
of qualification have declined as compared 
with those demanding low or high skill. Karl- 
Heinrich Oppenlander, referring to West Ger- 
man investigations, concludes that the de-skil- 
ling theory may be dismissed and that the 
choice between the other two is impossible, 
in general terms, because each technological 
innovation may have a different impact on skill 
requirements. 

Maier ’s essay deals also with the relationship 
between employment and innovation. He 
shows, drawing on East German data, the exis- 
tence of an innovation cycle; each phase hav- 
ing a different impact on employment and 
productivity. Then he emphasizes the neces- 
sity of planning and coordinating the adoption 
of innovations but, not surprisingly, offers no 
practical suggestions for pursuing such objec- 
tives. 

Ways in which to secure greater employ- 
ment are also the subject of Henry Levin’s es- 
say which raises the important subject of the 
role of cooperatives. He maintains that the dif- 
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fusion of producer cooperatives in capitalist so- 
cieties may create a potential for increasing 
both employment and productivity (total fac- 
tor productivity). The author points to a series 
of motives which can justify such a statement; 
i) cooperatives consider maximization of em- 
ployment relatively more important than max- 
imization of the economic return to their 
members because of the existence of group 
solidarity; ii) altering factor proportions in fa- 
vor of labor can lead to higher total factor pro- 
ductivity compared with capitalist firms be- 
cause of personal and collective incentives. 
Unfortunately Levin’s statements are not sup- 
ported by systematic empirical evidence. The 
case of Mondragon cooperatives that Levin re- 
lies on cannot be generalized — these coopera- 
tives represent a highly successful and nonre- 
presentative case in the cooperative field. But, 
as the author explicitly states, the aim of the 
paper is to suggest a program for further inves- 
tigations. 

In addition to the four papers cited above, 
the second part of the book is comprised of 
ten more papers under the theme “Long-run 
Perspective.” The Introduction is written by 
Maier. 

Nathan Keyfitz discusses what can be done 
to avoid the likely future intensification of the 
struggle for scarce resources. He devises a 
strategy that points out multiple courses: redi- 
rection of technology into labor intensive 
forms instead of material intensive ones; stop- 
ping population increase by the end of the cen- 
tury; a reduction of the desired consumption 
patterns of the population of rich countries. 

Claura Vasques de Miranda’s essay is an em- 
pirical analysis of female labor force participa- 
tion (FLFP) in Brazil. The analytical model 
takes into account several interrelated factors 
which affect labor supply and demand. Empiri- 
cal evidence has been obtained through a 
cross-section analysis of FLFP, using data from 
the 1970 Brazilian Population Census. The aim 
of the work is to find out why the FLP’P in 
different areas of the country is inversely cor- 
related to the level of development, contrary 
to what the author would have expected look- 
ing at the increasing trend of FLFP in devel- 
oped countries. On this last point one can ob- 
serve that international comparability of FLFP 
is limited; it seems that many developed coun- 


tries, in their Erst phases of development, expe 
rienced a reduction in FLFP. 

I have to deal very brieEy with the other 
papers. Two works — written by Hans Wid- 
maier and by Werner Clement — criticize the 
human capital approach for the realism of its 
assumptions. W. B. Arthur puts forward an 
interesting model to explain demographic 
changes in the labor force ba.sed on individual 
paths of advancement and salary, in which 
earnings are tied to the position held. Wolfang 
Oest describes a model to forecast manpower 
supply and demand in West Germany. The pa- 
pers of Janos Kovacs, who defends the method- 
ology of labor planning, and that of Mieczyslaw 
Kabaj, who describes the Polish experience, 
are on the same theme. 

Collections of conference papers are notori- 
ous for their variation in quality, novelty, ap- 
proach, and adherence to the theme. This one 
is no exception. Part Two could disappoint 
those who are looking for soundly rooted oper- 
ative indications — instead of high hopes — or 
imaginative proposals. Still the reader will find 
several interesting papers and will have an idea 
of the many problems connected to such a 
large subject. 

Paolo Ercolani 

Universitd di Ancona, 

Italy 
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The painful prescription: Rationing hospital 
care. By Henry J. Aaron and William B. 
Schwartz. Studies in Social Economics se- 
ries. Washington, DC: Brookings Institution, 
1984. Pp. xii, 161. $22.95 cloth; $8.95 paper. 
ISBN 0-8157-0034-2. JEL 84-0590 

Four main factors have contributed to the 
rapid growth of health care spending in devel- 
oped economies: marked improvements in 
biomedical knowledge and medical technol- 
ogy; increasing proportions of elderly persons; 
rising standards of living and expectations 
about the quality of life; and substantial public 
and private subsidies of medical expenses. 
Though these conditions have prevailed in 
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both Britain and the United States, health care 
spending per capita among the British is only 
about one-third that of Americans. While 
American health care spending comprises 
about ten percent of GDP, the British propor- 
tion is closer to five percent. 

A key difiFerence is the long-standing British 
system of tightly enforced, governmental bud- 
getary controls on its hospital sector. Bud- 
getary limits are formulated first at the national 
level, then regionally, and finally for each hos- 
pital in the National Health Service. Within 
each hospital, resources are allocated by sala- 
ried, hospital-based physician consultants, who 
in turn receive patient referrals from nonhos- 
pital-based general practitioners. Although a 
small private hospital care sector coexists, the 
National Health Service dominates. In the 
United States, by contrast, hospital care is fi- 
nanced by a complex mixture of public and 
private insurance. Regulatory controls on hos- 
pitals have been sporadic and of dubious eflfec- 
tiveness. Both general practitioners and spe- 
cialists, who are independent entrepreneurs 
paid largely by fee-for-service, can admit pa- 
tients to hospitals. Although generalists like- 
wise refer patients to specialists, consumers in 
the United States can also seek care directly 
from specialists. 

There is a large and growing literature, ema- 
nating mostly from England, on exactly how 
the British system of rationing works. (A recent 
example is John R. Butler and Michael S. B. 
Vaile, Health and Health Services: An Intro- 
duction to Health Care in Britain. London: 
Routledge & Kegan Paul, 1984.) Much less ef- 
fort, however, has been devoted to British- 
American comparisons. The painful prescrip- 
tion by Aaron and Schwartz begins to fill the 
gap. 

While doctors’ salaries, medical personnel 
wages, and other factor prices are higher in 
the U.S., the British-American spending gap 
reflects mostly a reduction in the quantity 
of care in Britain. Concentrating on se- 
lected, high-technology therapies, Aaron and 
Schwartz find that Americans receive more 
kidney analysis, more hip replacements, more 
coronary artery bypass surgery, and more che- 
rnotherapy for many cancers. Their investiga- 
tion is neither highly quantitative nor system- 
atic; the reader will not learn whether 


Americans seek more or less psychiatric help; 
the conclusion that certain cancers receive lit- 
tle or no chemotherapy is reached only indi- 
rectly from data on sales of various drugs; nor 
is it made clear exactly what characterizes 
those British heart patients who, unlike their 
American counterparts, do not have heart sur- 
gery. Still, the authors are able to draw a num- 
ber of conclusions about the British rationing 
scheme: capital intensive, specialized services 
are more heavily restricted; care for the el- 
derly is rationed more than care for adults and 
children; treatment of cancer and certain 
other dread diseases is subject to looser con- 
straints, especially when there is a highly efifec- 
tive treatment for a well-defined population; 
rationing is more prevalent where matters of 
quality of life, rather than life or death, pre- 
dominate. 

How the British have managed to achieve 
such restrictions cannot be characterized sim- 
ply. The system appears to be designed to mini- 
mize the frequency of explicit face-to-face de- 
nials of care by treating physicians. British 
history, politics, and social institutions rein- 
force the ability of the National Health Service 
to restrict medical care options. The British 
more willingly accept physicians’ recommen- 
dations as final. British medical practice is, by 
and large, not an entrepreneurial pursuit. Brit- 
ish patients rarely sue their physicians for 
malpractice. By contrast, in the United States, 
potential patients are bombarded through the 
media with messages about new treatments. 
They press an ample supply of specialists to 
administer treatment even when mere action 
does not mean progress. Lengthy queues for 
elective procedures would be hard to imagine. 

In their final chapter, Aaron and Schwartz 
ask what lessons the British experience has of- 
fered for control of health care expenditures 
in the U.S. Their basic thesis is that mere elimi- 
nation of excess capacity or other types of tech- 
nical ineflficiency will make little dent in the 
U.S. health budget. Slowing the growth of 
health expenditures, accordingly, will require 
reductions in real resources consumed by doc- 
tors and patients. For American social, eco- 
nomic, and political institutions, the task will 
be far more painful than in Britain. 

Aaron and Schwartz do not carefully con- 
sider whether some set of uniquely American 
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rationing devices could be devised. While they 
suggest that some forms of rationing have had 
little negative effect on the quantity or quality 
of life in Britain, the authors basically see Brit- 
ain as having chosen less health in exchange 
for social goals. Tlrough the various means of 
circumventing British queues are described in 
detail, no effort is made to assess the equity 
of the British system. Are bureaucratic, hierar- 
chical controls on access to care not intrinsi- 
cally less egalitarian? Does the ability to beat 
the system not correlate with ability to pay? 
Was the enormous expansion of the American 
health care sector during the late 1960s not 
fostered by redistributive goals? Could a ten- 
fold greater rate of coronary artery surgery 
be the American price for the access of the 
poor to doctors and hospitals? 

Aaron and Schwartz have initiated a mean- 
ingful dialogue that one hopes will begin to 
address such questions. 

jKFKnEY K. Harris 
Masxochusetts Institute of Technology 

Public dollars for private schools: The case of 
tuition tax credits, fildited by Thomas James 
AND Henry M. Levin. .Philadelphia: Tem- 
ple Unisersity Press, 1983. Pp. viii, 271. 
$29.95. ISBN 0-87722-316-5 JEL 84-0596 
This is a collection of papers presented in 
October 1981 in Washington, D C. at a seminar 
jointly sponsored by the National Institute of 
Education, the National School Finance Study, 
and the Institute for Research on Educational 
F'inance and Governance at Stanford Univer- 
sity. As the title suggests, the common theme 
linking the papers is Tuition Tax Credits — an 
exploration of their historical context, design, 
legality, implementation, and ultimate impact 
on elementary and secondary education in the 
United States. The papers are grouped under 
three headings: The Interpretive Framework, 
Tuition Tax Credits, and .Specific Analytical 
Concerns. In addition, there is an introductory 
chapter by the two editors which serves to pro- 
vide a context for the papers and to update 
the political and legislative debates which tran- 
spired during the first year of the Reagan Ad- 
ministration. 

The first three papers by Henry M. Levin, 
Carol Blue Muller, and Thomas James address, 
from c'i 'htlv different nerspectives and with 


slightly different emphases, the conflicts in el 
mentary and secondary education betwec 
choice and diversity; political fragmentatic 
and economic stratification; the rights of inc 
viduals on the one hand, and equity (equalit 
commonality, socialization, and the demanr 
of society on the other. Much of what is coi 
tained in these three papers is repetitive — se 
tions on choice, arguments for and against t; 
credits, and discussions of central legal issues- 
but their differences make each paper a usefi 
contribution to the volume. For exampl 
Levin utilizes the “exit-voice” paradigm for s 
sessing alternative public and private choic 
mechanisms, while James asks an interestin 
question — Why do private schools exist ■ 
all? — and explores the limits of public autho 
ity. This said, however, one cannot help que 
tioning the relevance of their "commonalitj 
and “socialization” arguments to an era an 
country with relatively low levels of immigr 
tion, to a public school system which has ex. 
cerbated the dimensions of racial, economii 
and cultural segregation through its profoun 
influence on residential housing patterns, i 
a society which is fighting very hard bot 
within and without the educational system ! 
retain cultural identities and diversity, and 
nally to a population that seems to derive i 
social and moral values as much or more froi 
“Dallas” as from educational experiences. Ti 
day, we have a generation of youths who spen 
as much time in front of a TV as in a classroon 
We must begin to question the old theories- 
is it necessary to continue to seek commonalit 
and socialization through our educational sy 
tern? 

The fourth paper in this first section is b 
Joel D. Sherman and provides a comparativ 
description of private school finance arrang* 
ments in Canada, the Netherlands, German 
and Australia. It is interesting, but like all d 
scriptive examinations raises far more que 
tions than it answers including the extent t 
which “[t]he experiences in both of ther 
places (Canada and Australia) are certain ■ 
provide useful information for American pol 
cymakers as they consider new federal initii 
lives to aid private education” (p. 83). Afte 
reading Sherman’s paper, I was not so coi 
vinced and would have benefited from an e 
plicit defense of this argument. 



The first two papers in the second section 
by Nathan Glazer and David W. Breneman 
are juxtaposed as for and against tuition tax 
credits. However, a closer reading will reveal 
that Glazer is not so much for tax credits as 
he is for the thesis that effective education re- 
quires consensus among students, parents, and 
educators on values and behaviors, and that 
Breneman is not so much against reform of 
the existing system of public schooling as he 
is against an alternative which, in his terms, 
is inefficient, inequitable, and expensive in ad- 
dition to having clear detrimental effects on 
educational quality through the encourage- 
ment of exit rather than voice. 

At the heart of any debate on tuition tax 
credits is the public response to the set of finan- 
cial incentives established under such a pro- 
gram; Who will benefit and how much will it 
cost!* The papers by James S. Catterall and Da- 
vid A. Longanecker address these questions 
as well as can be expected given the variety 
of possible tuition tax credit proposals and the 
paucity of quality data necessary to estimate 
consumer response. Their conclusions are con- 
sistent with the perceptions of Breneman — a 
tuition tax credit program represents a very 
costly, inefficient, poorly targeted, and inequi- 
table means of achieving its objectives. Inex- 
pensively designed programs are likely to do 
nothing more than subsidize those students 
currently enrolled in private schools; yet, to 
have any degree of impact on educational 
choice across the economic spectrum would 
require substantial aid approaching the magni- 
tude of current entitlement programs. 

Of the papers in the third section, I found 
Richard J. Murnane’s the most insightful and 
most provocative. He has undertaken an ener- 
getic reexamination of the 1981 Coleman Re- 
port on the academic achievement levels of 
public versus private school students paying 
particularly close attention to the issue of sort- 
ing and the impact of class composition on indi- 
vidual achievement levels. Interestingly, his 
simulated results show that public school stu- 
dents perform better in private schools than 
in public schools; however, when public school 
classes are moved in total to private schools, 
individual achievement levefs actually drop. 
These results serve to highlight the supply-side 
response to tuition tax credits and the regula- 


tory regimes imposed to insure access and 
quality while minimizing the potential for 
fraud and abuse common in third-party financ- 
ing mechanisms, e.g., nursing homes. 

Space limitations prevent a discussion of 
Donald N. Jensen’s useful legal review of the 
constitutionality of tuition tax credits; Dennis 
J. Encarnation’s insightful and well-docu- 
mented thesis that public regulabon of non- 
public education will increase dramatically un- 
der a system of tuition tax credits; John M. 
Gemello and Jack W. Osman’s economic per- 
spective on the determinants of consumer de- 
mand for public versus private education; and 
J. Douglas Williams’ reexamination of the 
pubhc/ private debate regarding educational 
achievement. These papers round out the dis- 
cussion of tuition tax credits and provide back- 
ground material for the professional seeking 
a broader perspective on the issue. 

In sum, I would argue that this volume is 
required reading for the uninitiated, provides 
a useful jumping off pioint for practitioners 
seeking to become more familiar with the is- 
sues related to tuition tax credits, and is “suc- 
cessful" in identifying the key unresolved is- 
sues, The serious scholar will find within its 
pages a research agenda for a lifetime. 

Richard H. Silkman 
University of Southern Maine 

Pensions in the American economy. By 
Laurknce j. Kotukokf and Daniel E. 
Smith. National Bureau of Economic Re- 
search Monograph. Chicago and London: 
University of Chicago Press, 1983. Pp. xxxv, 
449. $50.00. ISBN 0-226-45146-1. 

JEL 84-0925 

This volume in the National Bureau’s Project 
on the Economics of Pensions is more than a 
compendium of useful statistics. Each collec- 
tion of data dealing with the characteristics 
of the structure of private pensions and with 
the same dimensions of state and local govern- 
ment retirement systems is preceded by an 
analytical introduction to explain and interpret 
the time-series and cross-sectional surveys. 
Sources are described in Chapter 2 and useful 
definitions of the scope and limitations of these 
extensive data bases are provided. Sources in- 
clude U.S. government data tapes. National 
Bureau survey data, nonprofit research organi- 
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zation studies, private sector collections o 
nanciaJ information, and relevant research re- 
ports of U.S. government agencies. 

Anyone interested in the evoJving mecha- 
nisms for the prov ision of retirement income 
from other than federal sources will Bnd here 
an extraordinarily useful store of information. 
With a modest extension of life expectancy and 
persistent trends toward earlier retirement, 
the authors show that the expected duration 
of retirement has increased dramatically in the 
last thirty years. At the same time, support of 
elderly parents by their children has declined 
to minimal levels. The growth and adaptation 
of group retirement benefit programs in re- 
sponse to fundamental structural changes in 
our society is the story told by this compen- 
dium of statistics. 

The period covered, from 1950 to 1980, en- 
compasses the most rapid development and 
growth of public and private pension arrange- 
ments. One can observe the stabilization of 
coverage, the leveling ofiF of contribution rates, 
the evolution of early retirement and disability 
provisions, and other indications of hill devel- 
opment of the system. The enhanced role of 
benefit payments its the tstal income of the 
elderly is the final evidence of maturity. 

Ready comparisons between private pension 
plans and the retirement systems of state and 
local governments provide the basis for observ- 
ing striking similarities (e.g., the concentration 
of coverage and assets) and differences (e.g., 
the mix of assets). Clearly, the absence of an 
Employee Retirement Income Security Act of 
974 (ERISA) or its equivalent has permitted 
/ariations in public systems’ cost recognition 
and funding of major significance to the units’ 
fiscal operations. One is reminded that general- 
izations about state and local government re- 
tirement systems and calculated averages of 
their positions have little value because of the 
dispersion among individual situations. 

At various points, Kotlikoff and Smith ad- 
dress the impact of inflation, to which, of 
jourse, long-term commitments like pensions 
ire especially sensitive. The major fraction of 
orivate defined benefit plan participants (43 
percent) whose benefits are independent" of 
warnings have no indexing to price level 
changes during years of service, except as col- 
ective bargaining may provide for periodic 


catchups. The impact of inflation on benefit 
is illustrated by the case of a 1977 retiree earn- 
ing $20,000 who could anticipate a benefit of 
$2,958 a year using a career average earnings 
base. In contrast, using a Bnal or highest three 
years ' earnings base would provide a beneBt 

of $7, 770. State and local retirement system 
participants not only have a materially higher 
eantings replacement level but also their bene- 
fits are more closely tied to the highest five 
final years of earnings. Post-retirement ad hoc 
cost of living adjustments by large plans have 
been a partial offset in recent years but only 
to the extent of about one-half of the increase 
in the Consumer Price Index, 

Employer gains and participant losses from 
inflation are an inevitable consequence of pen- 
sion benefit formulas based upon earnings his- 
tory. Whether both parties to the arrangement 
make offsetting adjustments is difficult to de- 
termine. 

The decline in participation in the work 
force by the elderly has no doubt been stimu- 
lated by early retirement provisions and the 
absence of opportunities to earn additional 
years of credited service. This trend also in- 
creases the exposure of the pension plan partic- 
ipant to inflation risk. 

Finally, a comparison can be made of total 
return performance between private and state 
and local funds. Despite some problems with 
the inclusiveness of the data, the results clearly 
suggest that private funds have successfully en- 
hanced the productivity of their assets at the 
cost of accepting a significantly higher level 
of variability of returns. While these results also 
show wide dispersion, the effects of long-stand- 
ing attempts to legislate prudence in the man- 
agement of public fund assets is demonstrably 
costly to taxpayers. 

Kotlikoff and Smith have explored the field 
of available data with thoroughness and care. 
Researchers in the economics of pensions and 
in the whole range of labor market and com- 
pensation issues will find that this compendium 
offers basic data in a most reliable form. 

Roger F. Murray 

Columbia University 


Women’s claims: A study in political economy. 
By Lisa Peattie and Martin Rein. Li- 
brary of Political Economy series. New York, 



Book Reviews 


191 


Toronto and DeVVn-. OTsiwd\3tdvem\:V 
1983 . Pp. vx, 139. $29.95 clotitt; $9.95 paper. 
ISBN 0-19-371179-1 . JEL 84-0928 

Essen ist fressen, Lisa Peattie and Martin 
Rein seem to say as they scold economists, both 
neoclassical and Marxist, for focusing too exclu- 
sively on the sphere of production. What seems 
triking to the authors is . . the enormous 
looseness in the link between systems of pro- 
luction and systems of distribution” and the 
jrimacy of distribution. “We see struggle and 
irgument in the political realm of distribution 
is forcing the world of work to accommodate 

0 political and social realities” (p. 133). 

Peattie and Rein emphasize that the distri- 

)ution of resources among individuals is influ- 
enced by family practices and by state policies 
s well as by the operation of the market econ- 
my. Their goal is to “. . . develop a vocabu- 
ny which treats the interaction between 
deas, interests and action (in each realm) in 
single framework. . . ." To do so they “elabo- 
ate” what they call a “theory of claims.” 
Claims” are defined as the share of output 
oing to an individual or group. ‘“Claiming” 

. the process of appropriating output. This is 
one through institutionalized structures and 
Iso through struggle or contest. Finally there 
re “Claims Structures,” sets of institutions and 
deas which determine who gets what. An es- 
ecially important part of any claims structure 
; the idea of “the natural,” “. . . that which 
annot be changed because it is in the order 
f things. ...” Groups are especially eflPective 

1 increasing their share of social output when 
hey change society’s ideas of what is “natural." 
deas matter. 

To call the work a “theory” of claims is mis- 
^ading. In another place the authors describe 
t more narrowly as ”... an account of the 
‘volution of a system of ideas,” but even to 
his more modest description are quick to add, 

. general ideas become altered by. used by, 
and are the consequences of a complicated .set 
of historical processes. We have not dealt with 
the.se here. We have only provided a very pre- 
liminary sketch of the shifting ideas themselves 
[p- M]. 

There follow three chapters in which the 
mthors attempt to illustrate the value of their 
categories by using them to summarize 
changes in women’s work and rewards over 


iW cetvtUTV «vA 

di iVvese chapten, Vtowevet. doe« not effec- 
tively bighli^t the poinU the authors empha- 
size in the introductory chapters. In Qiapter 
3, “Housework: Women in the Domestic Econ- 
omy,” for example, I expected a discussion of 
how families allocate resources among mem- 
bers, how allocation processes, "Claims Struc- 
tures," have changed over time and how the 
role of social ideas of "the natural" help ac- 
count for the change. Instead Peattie and Rein 
begin with a discussion of how patterns of pro- 
duction in housework are only indirectly re- 
lated to patterns of distribution and offer a vari- 
ety of theories as to why this may be the case. 
Then they discuss household production any- 
way, “distinguishing conceptually” among its 
three components, and turn to the idea of “the 
natural,” but focus on how it affects the work 
women do both in the home and in the market. 

The final pages of the chapter are on strategies 
for breaking the link between housework and 
women’s labor market options. An impenetra- 
ble prose style added to my difficulty in seeing 
what the specialized vocabulary adds to what 
is already known. 

It is unfortunate that the writing is not 
clearer because the importance of social ideas, 
consciousness-raising, collective action and 
nonmarket institutions in creating new options 
for women has been well illustrated in recent 
scholarship. Alice Kessler-Harris (1982, ch. 7), 
for example, crafted a convincing explanation 
for the timing and content of protective labor 
legislation for women by showing how the so- 
cial idea that women’s natural place was in 
the home channeled the energies of a variety 
of groups with otherwise divergent interests 
into the campaign for protective labor legisla- 
tion. In this and other chapters Kessler-Harris 
suggests that changes in women's options were 
for the most part initiated in the family or the 
State rather than in the market as economists 
might expect. It would be fascinating to theo- 
rize about this. Perhaps Peattie and Rein’s vo- 
cabulary is a useful tool for this task, but this 
economist, at least, needs more promise of its 
usefulness and a clearer set of instructions for 
its implementation before feeling any motiva- 
tion to take it up. 

Susan B. Carter 

Smith College 
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ing industrial structure; Entrepreneurs must 
be actively seeking combinations of tax/benefit 
Kessler-Harws, Mice packages which will attract a new clientele 

(otherwise, we can get stuck in an inefficient 

equilibrium, as Stiglitz shows by example). Yet 
there must be enough competition among 
clubs so that no entrepreneur retains any mo- 
nopoly position with respect to his combina- 
tion,- in particular, optimal club size needs to 
be small relative to the total demand for each 
type of club (congestion must occur at rela- 
tively small club sizes). These requirements are 
clearly severe, as Stiglitz points out, and sub- 
stantially limit the range of goods to which the 
theory can be applied. However, the argument 
is by no means settled. While conceding some 
limitations, Tiebout supporters generally re- 
treat to the position that “near” equilibrium 
positions can be reached which are approxi- 
mately optimal. And on this sort of proposition, 
the jury is still out. 

Susan Rose-Ackerman questions whether 
the Tiebout mechanism really eliminates polit- 
ical room to maneuver in the same way that 
perfect competition forces the hand of the 
competitive firm. She focuses largely on the 
aforementioned club-size issue. Unless the op- 
timal scale of a constituency is quite small rela- 
tive to the number of people with similar 
tastes, ar\d entry /exit of people /communities 
is free, the “perfect competition” analogy will 
not go through and, she argues, constituency 
managers are likely to have some residual mo- 
nopoly power. She goes on to ask how this 
power is likely to be exercised and concludes 
(rightly, I think) that we do not have satisfac- 
tory theories of the relevant process. 

Thomas Romer and Howard Rosenthal ex- 
amine some empirical tests of the hypothesis 
suggested by Rose-Ackerman in the context 
of "median voter" models. That is, they ask 
whether community managers have any effec- 
tive control over the agenda they manage. Al- 
though econometric analysis faces formidable 
obstacles here, they argue that the weight ol 
the evidence seems to support the hypothesii 
that managers exercise control. 

Bruce Hamilton and George Zodrow/Pete 
Mieskowski start by implicitly accepting th( 
Tiebout hypothesis given that local communi 
ties can impose a head tax; they focus o 
whether property taxes (the source of muc 
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Local provision of public services. The Tiebout 
model after twenty-five years. Edited by 
Gkor<;e R. Zodrow Studies in Urban Eco- 
nomics series. New York, laondon, Toronto 
and Sydney: Harcourt Brace Jovanovich, Ac- 
ademic Press, 1983. Pp. xi, 183. $21.50. ISBN 
0-12-781820-0. JEL 84-0278 

Seldom has a .single journal article generated 
's much followup research as “A Pure Theory 
jf Local Expenditure" by Charles Tiebout. 
■“■hat this is so is largely a tribute to his fore- 
ight, but may also be due to the ambiguities 
others found in his exposition. The work under 
•eview identifies a number of currents and un- 
lercurrents which have flowed from this 
ource and attempts to' assess their present 
late and likely future direction. 

Most of the papers deal directly or indirectly 
/ith the Tiebout “central theme" namely that 
he provision of local public goods (meaning 
lere, those whose use might be subject to con- 
;estion) could be decentralized efficiently in 
way which avoided the "free rider” problem, 
’he basic idea here is that communities will 
iffer a spectrum of tax /benefit packages and 
>eople will sort themselves out (and simulta- 
leously reveal their preferences) by "voting 
I'ith their feet.” Much of the following litera- 
ure was dev'oted to identifying precisely the 
jts of assumptions which are necessary to sup- 
ort the Tiebout conclusions. The second pa- 
«r under review (by Joseph Stiglitz) addresses 
his question generally, the following three 
3ok at specific facets of it, and the last two 
ddress themselves to some empirical tests. 
Most of the analysis of Tiebout mechanisms 
1 the literature has focused on two (related) 
sues; 1) What is required of the community 
ntrepreneurs and 2) Will there be enough 
lubs to go around? The answers are similar 
a those for corresponding questions concern- 
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local revenue) could play the same role. The 
question turns on whether or not the property 
tax is shiftable (away from the locality). If not, 
it acts just like a head tax and thus serves as 
the price of public services in the Tiebout de- 
centralization — in the words of Hamilton — 
making the property tax a benefits tax. The 
issues revolve around whether or not this tax 
fails on things in inelastic supply (such as land 
and zoned improvements) or on items in elastic 
supply (such as mobile capital). Zodrow/Mie- 
skowski argue for the latter position and point 
out a number of distortions to the Tiebout first- 
best which are likely to result. 

Howard Bloom, Helen Ladd and John 
Yinger examine empirical evidence on some 
of the issues debated theoretically by Hamilton 
and Zodrow / Mieskowski. They ask; Do prop- 
erty taxes “stay at home” (that is, get capital- 
ized into housing prices) or are they passed 
on in some way? They review numerous stud- 
ies most of which seem to show some degree 
of capitalization, but are careful to point out 
the quite substantial identification problems 
which vitiate definitive interpretations. 

Reading this book, one cannot help but be 
impressed with the magnitude of Tiebout’s 
contribution. Indeed, I have not had time in 
this review to even mention the distributional 
concerns raised by William Oakland. Taken as 
a whole, this collection does a fine job of re- 
flecting the richness and diversity of the Tie- 
bout tradition. 

However, I would have to say that it reflects 
.some of the weaknesses as well. Much of the 
controversy and misunderstanding over the 
“Tiebout hypotheses” has stemmed from the 


fact that he relied too much on verbal exposi- 
tion without precise statements of definitions, 
assumptions, and formal models. Most of the 
papers under review fall within the same ver- 
bal tradition and display some of the same 
shortcomings. Stiglitz comes closest to a pre- 
cise formalism, but even he resorts to diagrams 
in which so many variables are suppressed that 
the reader frequently will need to refer back 
to the previous literature and/or interpolate 
quite a lot to understand the arguments. 

Another unfortunate consequence of the 
verbal tradition is that there appear to be con- 
tradictions between the various papers. For ex- 
ample, it is stated at several points that the 
“inefficient” Tiebout equilibria are unstable, 
yet Stiglitz gives examples which are stable. 
The difficulty is that while some kinds of equi- 
libria are indeed inherently unstable, other 
equally plausible examples are not. Or consider 
the matter of land value maximization (by com- 
munity entrepreneurs). Some authors suggest 
that it is a desirable objective while others im- 
ply it is not. Of course, the "desirability" de- 
pends on assumptions, and these are not always 
specified clearly enough. Again, 1 found myself 
referring back to the previous (more formal) 
literature for resolution of ambiguities. 

Despite these criticisms, I feel that this vol- 
ume represents a fair assessment of the Tie- 
bout legacy. True, we are not left with an ele- 
gant consensus; the subject simply has not 
matured to that point yet. We can only hope 
that a definitive treatment will be available 
HI another twenty-five years. 

David A. Starrett 

Stanford University 
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110 Economic growth; development; and 
planning theory and policy 
120 Country studies 
130 Economic fluctuations; forecasting; 
stabilization; and inflation 

200 Quantitative economic methods and data 

210 Econometric, statistical, and mathemati- 
cal methods and models 
220 Elconomic and social statistical data and 
analysis 

300 Domestic monetary and fiscal theory and 
institutions 

310 Domestic monetary and financial theory 
and institutions 

320 Fiscal theory and policy; public finance 

400 International economics 

410 International trade theory 

420 Trade relations; commercial policy; 

international economic integration 
430 Balance of payments; international 
finance 

440 International investment and foreign aid 


500 Administration; Business finance; Marketing; 
Accounting 
510 Administration 
520 Business finance and investment 
530 Marketing 
540 Accounting 

fiOO Industrial organization; Technological change; 
Industry studies 

610 Industrial organization and public policy 
620 Economics of technological change 
630 Industry studies 
640 Economic capacity 

700 Agriculture, Natural resources 
710 Agriculture 
720 Natural resources 
730 Economic geography 

800 Manpower; Labor; Population 

810 Manpower training and allocation, labor 
force and supply 

820 Labor markets; public policy 
830 Trade unions; collective bargaining; 

labor-management relations 
840 Demographic economics 
850 Human capital 

900 Welfare programs; Consumer economics; 
Urban and regional economics 
910 Welfare, health, and education 
920 Consumer economics 
930 Urban economics 
940 Regional economics 
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Editor’s Note 

Our policy is to annotate all English-language books on economics and related subjects that 
are sent to us. A very few foreign-language books are called to our attention and annotated by 
our consulting editors or others. Our staff does not monitor and order books published, therefore, 
if an annotation of a book does not appear six months after the publication date, please write 
to us or the publisher concerning the book. 

An index to the Annotated Listing of New Books will appear at the end of the General Index 
in the December issue. 


000 General Economics; Theory; 
History; Systems 

010 General Economics 

Brown, Barbara E., ed. Canadian business and 
economics A guide to sources of information. Sec- 
ond edition Ottawa Oanadian Library Associa- 
tion, [1976] 1984 Pp. xxxiv, 469. $90.00 ISBN 
0-88802-161-5 - JEL 85-0001 

Index to over 6,500 sources of information, writ- 
ten in French or English, on Ganadian business 
and economics topics, published before 1982. Ref- 
erence books are listed by typo of material and 
then other books are listed under detailed subject 
headings. Citations include; authors, joint authors, 
editors, titles, and publishers, some include key- 
words or short descriptions of the contents En- 
glish and French indices. 

Craven, John. Introduction to economics.- An inte- 
grated approach to fundamental principles New 
York and Oxford; Blackwell, 1984. Pp. xvi, 541. 
£25.00, cloth, £8 50, paper. ISBN 0-631-13637- 
1, pbk. JEL 85-0002 

Introductory economics textbook that builds 
macroeconomic conclusions on microeconomic 
foundations, integrating chapters on both micro- 
economic and macroeconomic topics. Begins with 
basic concepts and methods. Starting from a sim- 
plified market economy, builds to a more complex 
economy, a mixed economy, and an open mixed 
economy, discussing both macroeconomic and mi- 
croeconomic aspects. Requires an understanding 
of simple algebra. Chapters include; a summary, 
topics for discussion, problems, and review ques- 
tions. Answers are provided to Sielected problems. 
The author is Reader in Economics at the Univer- 
sity of Kent. Bibliography; glossary; index. 


Fletcher, John, ed. Information sources in eco- 
nomics. Second edition. Butterworth’s Guides to 
Information Sources Series. London; Boston; Sin- 
gapore and Toronto. Butterworths, [1971] 1984, 
Pp. xii, 339 ISBN 0-408-11471-1. 

JEL 85-0003 

Completely updated guide to information 
sources in economics; the first edition was entitled 
The Use of Economics Literature. Twenty-four ar- 
ticles discuss sources of literature in the various 
branches of the subject, what tools are available 
to the researcher to make a more extensive and 
intensive survey of the literature of his specialized 
field; and where the material can be found. Begins 
with a chapter on British and American libraries 
and how they are organized, followed by chapters 
on the various kinds of material most used by econ- 
omists. Also included are chapters on different sub- 
ject areas within economics, providing a brief 
guide to the material available in each subject. 
This edition includes a chapter on bibliographic 
data bases and statistical data banks. The editor 
IS Librarian, Lanchester Library, Coventry (Lan- 
chester) Polytechnic, Index. 

Cevers, J., ed. International consultants 1984. 
Worldwide professional directory. Volume 1; Al- 
gena-France. Volume II; Gabon-Morocco. Vol- 
ume 111; Netherlands-Turks h Caicos Volume IV; 
United Arab. F'ourth edition. Emirates-Zirn- 
babwe Lausanne; Seminar Services; distributed 
in U.S. and Canada by Gale Research, Detroit, 
1984. Pp. Irregular. $190.00, set. JEL 85-0004 

Reference directory providing information on 
approximately 3,000 consulting firms located in 
over 100 countries. For each country, entries are 
arranged alphabetically, city by city, under six sec- 
tions; accountants and auditors; intellectual prop- 
erty consultants; lawyers (members of local Bar); 
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lawy«>rs (nol riien)bfr.s of local Bar); rnanageiitenl 
consultanls; and tax consultants. Entries include 
the firm's name, international telephone and telex 
numbers, a description of the firm’s practice, 
namc.s and addre.s.ses of associated firms, language 
capabilities, references and typical clienl.s, and 
data concerning individuals viithin the firm Al- 
phabetical and professional indices. 

ffAHcmovE, Ehwin C. and Mohi.ky, Samuki. A., 
eds, I'he President and the Council of Economic 
Advisers: Interviews with CEA Chairmen. 
Boulder, Colo., and London. Westview Press, 
19B4. Pp. X, ,'511. $29 ,50. I, SUN a-865,1 1-866-2 

JEL H5-4XH)5 

Contains interviews with ten former chairmen 
of the Council of Economic Advisers, eight con- 
ducted at small seminars at Vanderbilt University 
Background essays on the chairmanship of each 
precede the interviews The interviews are held 
with chairmen from the Truman to the Carter 
administrations. ,5ims to develop an approach to 
oral history interviews; to contribute to better un- 
derstanding of the functioning of the presidency, 
as an institution, in regard to economic policymak- 
ing, to record information about the making of 
key economic policy decisions of each administra- 
tion; and to generalize about the varying relation- 
■ships between presidential political strategies and 
the uses pf economic knowledge. Hargrove is Pro- 
fessor of Political Science at Vanderbilt University. 
Morley is Professor of Economics and Business Ad- 
ministration at V'anderbilt University and a consul- 
tant for the World Bank, Bibliography; no index. 

Lajoux, Alexandha Reed, ed World of trade, fi- 
nance, and ecotwmic development An interna- 
tional directory of government contacts. Volume 
1. Africa/The Americas. Volume 2 Asia/Europe 
including Australasia and Oceania Washington. 
D.C.: Lambert, 1984 Pp. xvii, 951, xvii, 1273. 
$250.00, set. ISBN 0-939304-08-2; 0-939304- 
09-0. JEL 85-0006 

Two volume reference work listing over 60,000 
key government contacts involved with national 
or international economic activities of over 170 
countries. Includes government ministries, state- 
owned trading and manufacturing corporations, 
all stock exchanges of the world, chambers of com- 
merce, embassies and diplomatic missions, all cen- 
tral banks in the world, each country's develop- 
ment banks, consortium banks, import /export 
banks and trade finance banks, and project finance 
and export insurance organizations of govern- 
ments. Also lists key personnel of every major in- 
ternational economic and financial organization of 
the world. Part one is an alphabetical country list- 


ing of contacts, including type of organization, 
name, address, telephone number, and key per- 
sonnel. Part two is an alphabetical country listing 
of international organizations, including more de- 
tailed contact personnel information. Country in- 
dex in each volume. 

Ma."Jagement Contents. Business publications in- 
dex and abstracts: Subject/Author Citations: 1983 
Cumulation Volume 1. Subject Citations Detroit: 
Gale Research Company, 1984. Pp. xxxi, 935. ISBN 
0-8103-1518-1 JEL 85-0007 

Volume one of a two-volume set of monthly cita- 
tions and abstracts accumulated in 1983. Covers 
about 40,000 artieles from over 650 periodicals 
of business literature. Volume one contains the 
subject index .section and includes, main subject 
heading.s, “sec" and “see also” references; subject 
subdivisions, author; source; and abstract refer- 
ence number. No index. 

Management Conten ts. Business publications in- 
dex and abstracts: Subject/Author Citations- 1983 
Cumulation Volume 2. Author citations Detroit; 
Gale Research Company, 1984. Pp ix, 935-1425. 
ISBN 0-810.3-1518-1 JEL 85-0008 

Volume two of a two- volume set of monthly cita- 
tions and abstracts accumulated in 1983. Covers 
over 6.50 periodicals of business literature. Volume 
two contains the author index section, an alphabet- 
ical listing of citations by authors’ names Citations 
include: title; multiple authors; source; and ab- 
stract reference number Abstracts are published 
in another volume. No index, 

Stigi.er, Ge;ohce J 7'he intellectual and the market- 
place E.nlarged edition. Cambridge, Mass., and 
London: Harvard University Pres.s, [196,3] 1984. 
Pp. 166, $17.50, cloth; $7.95, paper. ISBN 0-674- 
4.5735-8, JEL 85-0009 

An expanded collection of 18 anecdotes, witty 
papers, and satirical writing. Divided into two sec- 
tions: “Mostly About Universities" and “All About 
Economics." The author humorously addresses 
topics ranging from the organization of teaching 
and research in universities to the perennial prob- 
lem of academic freedom and the relationship be- 
tween the market economy and the growth of a 
free and humane society. The author is Director 
of the Center for the Study of the Economy and 
the State, University of Chicago. Index. 

See also. Book Number JEL 85-0115 

020 General Economic Theory 

Arrow, Kenneth J. Collected papers of Kenneth 
J. Arrow. Volume 3. Individual choice under cer- 
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tamty and uncertainty. Cambridge, Mass.: Har- 
vard University Press, Belknap Press, 1984. Pp. 
Vi, 274. $25.00. ISBN 0-^74-13762-0. 

JEL 85-0010 

Thirteen of author's previously published papers 
collected in this third volume focus on individual 
choice as a basic element of the theory of economic 
equilibrium. Three studies bring together interest 
in choice shown in economics and in other social 
and behavioral sciences. One essay on rational 
choice functions and orderings is a collateral to 
the theory of social choice. Five essays extend the 
theory of individual choice to the case in which 
the consequences of actions are uncertain, includ- 
ing risk-taking and risk aversion, uncertainty, un- 
bonded utility functions in expected-utility maxi- 
mization, and optimal insurance and generalized 
deductibles. The remaining four essays are re- 
sponses to miscellaneous questions. The author is 
the Joan Kenney Professor of Economics and Pro- 
fessor of Operations Research at Stanford Univer- 
sity. Index. 

Abrow, Kenneth J. Collected papers of Kenneth 
J Arrow. Volume 4 The economics of information. 
Cambridge, Mass.; Harvard University Press, Belk- 
nap Press, 1984. Pp. 284. $22.50. ISBN 0-674- 
13763-9. • JEL 85-001 1 

Eighteen collected papers set out in different 
ways the dimensions of the problem or problems 
concerned with framing a general theory of infor- 
mation as an economic commodity. In the preface. 
Arrow underscores the value of economic informa- 
tion in a world of uncertainty, and cites statistical 
method as an example for the acquisition of infor- 
mation. Some topics are: Bayes and Minimax solu- 
tions of sequential decision problems: decision the- 
ory; operations research; risk and resource 
allocation; the economics of moral hazard; infor- 
mation and economic behavior; higher education 
as a filter; the agenda of organizations; allocation 
of resources in large teams; vertical integration 
and communication; sampling theory; and the 
property rights doctrine and demand revelation 
under incomplete information. The author is the 
Joan Kenney Professor of Economics and Professor 
of Operations Research at Stanford University. In- 
dex. 

Boadway, Robin and Bruce, Neil. Welfare eco- 
nomics. New York and Oxford; Blackwell, 1984. 
Pp. viii, 344. $39.95, cloth; $14.95, paper. ISBN 
0-631-13326-7. JEL 85-0012 

Welfare economics textbook for advanced un- 
dergraduate or graduate students. Presumes an 
understanding of microeconomics and multivari- 
ate calculus. Stresses positive economics and ethi- 


cal premises. Part one presents the pure theory 
of welfare economics and constructs a framework 
for the practice of welfare economics. Part two 
focuses on the technical problems encountered in 
putting the pure theory to work. The authors are 
professors in the Department of Economics, 
Queen’s University, Kingston, Ontario. Author and 
subject indices. 

Boulding, Kenneth E., ed. The economics of hu- 
man betterment. Albany: State University of New 
York Press, 1984. Pp. xiii, 220. $34 50, cloth, 
$12.95, paper. ISBN 0-87395-925-6 

JEL 85-0013 

Eleven previously unpublished papers, origi- 
nally presented at a meeting of the British Associa- 
tion for the Advancement of Science. The editor's 
presidential address acknowledges the current 
pessimism concerning the GNP and other indices 
of well-being, but also contends that wider eco- 
nomic and social considerations suggest that things 
can go from bad to better. Papers present ways 
of quantifying human betterment; describe hu- 
man betterment in developed societies, pointing 
out the weakness of normative constraint and self- 
discipline m the modern mixed economy and in 
Soviet-type planned economies; identify the im- 
pact of culture upon the economy and vice-versa 
as evidenced in India, Japan, and Singapore; and 
raise fundamental issues about welfare and the 
question of whether the state should make people 
all more equal. The contributors are mainly econo- 
mists. The editor is Distinguished Professor of Eco- 
nomics, b^meritus, and Research Associate at the 
Institute of Behavioral Science at the University 
of Colorado, Boulder. Index. 

Colander, David C., ed. Neoclassical political 
economy. The analysis of rent-.seeking and DUP 
activities. Cambridge, Mass.: Harper & Row, Bal- 
linger, 1984. Pp. xvi, 264 ISBN 0-88410-999-2. 

JEL 85-0014 

Sixteen previously unpublished papers origi- 
nally presented at the .April 1983 Christian A. 
Johnson Conference on Economic Affairs held in 
Middlebury, Vermont, and revised for this volume 
The papers consider ways of seeking profits by 
undertaking directly unproductive activities, that 
is, activities that produce no goods or services that 
enter a conventional utility function, and analyze 
individuals’ attempts to escape the invisible hand 
of the market and to redirect policy proposals for 
their own advantage. Some arguments brought 
forward are that; government is at least partially 
endogenous and the policies it institutes reflect 
vested interests in society; simultaneously, individ- 
uals organize to prevent prices from rising or fall- 
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ing in nrdnr to M^cure or maintain rents; and under 
reasonable assumptions about organizational costs, 
comtretitive equilibrium in a variety of markets 
can be expected to evolve into an imperfectly 
eoinptititive firm. Main question addressed is the 
type of equilibrium to be attained. Papers consider 
a luimbr’r of facets of rent-seeking analysis and 
policy implications Topics include the size of wel- 
fare losses. Ihr' problems of modeling rent-seeking 
behavior, how it changes the normal analysis of 
competition and monopoly, and pos.sibihties for 
reform of the rent-seeking society The editor is 
the Christian A. Johnson Professor of Economics 
at Middlebury College, Bibliography: index. 

CoHNWAl.I., Richabd H. hitroduction lo the use oj 
general equilibrium analysis Advanced Text- 
books in Economics, vol 20. Amsterdam; New 
York and Oxford: North Holland; distributed in 
the U S. and Canada by Elsevier Science, New 
York, 1984. Pp xiii, 787 $72.50 ISBN 0-444- 
8fi443-l, JEL 85-001.-) 

Textbook for a one term course for first year 
graduate students in general equilibrium theory 
or for an advanced course on mathematical model- 
ing of general equilibria. Stre.s,ses general equilib- 
rium analytical methods for problem-solving when 
there are inadequate partial equilibria methods 
of analysis. Covers the Ar^ow-Debreu model of 
competitive equilibrium, economies with Leontief 
technologies, computation of general equilibrium, 
economic efficiency, the core, equilibrium with 
spillovers, and measuring changes in social wel- 
fare. Includes a chapter on duality methods. Text 
contains biographical sketches of some of the econ- 
omists whose works provide the core for the ideas 
explored in this book. The author is a member 
of the faculty of Middlebury College Bibliography; 
index 

CuDDiNCTON, John T ; Johansson, Per-Olov and 
l-OFGREN, Kahl-Gustae, Disequilibrium macro- 
economics in open economies. New York and Ox- 
ford; Blackwell, 1984. Pp ix, 246. $24 95. ISBN 
0 l4531-1 3532-4. JEL 85-0016 

Presents a synthesis of research on fix -price equi- 
librium in open economies, extending closed -econ- 
omy work to the open-economy context. Analyzes 
production in a two-sector setup where prices and 
wages do not necessarily adjust immediately to 
market-clearing levels. Discusses various types 
of disequilibrium situations in open economies 
within a microtheoretic framework. Analyzes the 
effects of monetary and fiscal policies on employ- 
ment, aggregate and sectoral output, and the trade 
balance. Examines cotnmerical policies, includ- 
ing tariffs, quotas, and import substitution, in a 
■ 1 frnmou/ork. Soecifies how benefit- 


cost analyses and other welfare issues are consid- 
ered within a general disequilibrium model. Cud- 
dington is Assistant Professor of Economics at Stan- 
ford University. Johansson is Associate Professor 
in the Department of Economics at the University 
of Umea, Sweden. Lofgren is Professor of Econom- 
ics, College of Forestry at the Swedish University 
of Agricultural Sciences. Bibliography; index. 

Diamond, Peter A. A search-equilibrium approach 
to the microfoundation.s of macroeconomics The 
Wicksell Lecture.s series. Cambridge and London: 
MIT Press, 1984. Pp. 74. $7.50 ISBN 0-262- 
04076-.X. JEL 85-001 7 

Two lectures delivered at the 1982 Wick.sell lec- 
tures in Stockholm focus on the problems for an 
economy that come from the difficulties in coordi- 
nating trade and the implication of these difficul- 
ties for aggregate production decisions The first 
lecture presents a general equilibrium search 
model, which considers trade and trade externali- 
ties and the role of expectations. The second lec- 
ture examines other w ritings on the micro founda- 
tions of macroeconomics Argues that search 
models fit stylized micro data better than classical 
models and may be capable of a better fit to macro 
data. Gompares search equilibrium with the ra- 
tional expectations approach to business cycles and 
discusses its compatibility with attempts to find 
a micro basi.s for the sticky prices and wages that 
characterize the Keynesian approach No index. 

Fohsund, Finn R , ed Topics in production theory 
New York: St, Martin's Press, [1983) 1984. Pp 210, 
$27..50 ISBN 0-31 2-809 14-X. JEL 85-0018 
Originally published as Volume 85, no 2, 1983, 
of the Scandinavian Journal of Economics The 
papers are presented under the four headings: (1) 
technical change, (2) efficiency, (3) aggregation, 
quasi-fixed factors, and cost of adjustment, and (4) 
other aspects of production theory. Specific topics 
include; modeling production for a general equi- 
librium model of an economy; structural change 
and technical progress within the Norwegian alu- 
minum industry; mea.surement of the efifeets of 
technical change on a disaggregated level; a model 
of a feedback process that takes into account the 
contributions of R&D to the growth rate of an 
economy’s productivity; measurement of waste 
within the production sector of an open economy; 
the structure of technical efficiency; aggregating 
quasi-fixed factors within the context of an adjust- 
ment-cost model; aggregating heterogeneous capi- 
tal goods in adjustment-cost models; industrial de- 
mand for structures, equipment, and blue and 
white collar labor; the Divisia index of total factor 
productivity; optimal uses of inputs for producing 
goods; degree of capital utilization; consequences 
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of the rate of profit being the maximand for a 
firm; and vintage production models of U.K. manu- 
facturing. The contributors are economists in aca- 
deme and research institutions. The editor is a 
member of the Department of Economics at the 
University of Oslo. No index. 

Havrilesky, Thomas M. Introduction to modern 
macroeconomics. Arlington freights, 111.: Davidson, 
1984. Pp. xviii, 428. $25.95. ISBN 0-88295-410- 
5. JEL 85-0019 

Textbook primarily for courses in intermediate 
macroeconomic theory; may also be used in mac- 
roeconomics principles courses, or m MBA pro- 
grams, as a theory review textbook for courses in 
money and banking. For the latter three, at least 
a one semester course in microeconomic analysis 
is recommended as a prerequisite. The three parts 
of the text cover, basic concepts, meanings, and 
measurement of macroeconomics; partial equilib- 
rium models; and general equilibrium models 
FImphasizes the common foundations of alterna- 
tive models. Devotes a chapter to supply-side eco- 
nomic policy and economic growth and develops 
a general equilibrium model of an open economy 
Chapters include exercises and bibliographies The 
author is a member of the Department of Econom- 
ics at Duke University Glossary; author and sub- 
ject indices 

Hicks, John. The economtcs of John Hicks Selected 
and with an introduction by DlETER Hei.M. Ox- 
ford and New York. Blackwell, 1984 Pp. 304. 
$10.95, paper ISBN 0-831-13616-9 

JEL 85-0020 

Fifteen selected essays, all previously published, 
representing Hicks's diversity of interests and his 
wide range of experti.se in econoniie thought Pre- 
sented under four parts: value, welfare economics, 
macroeconomics and money, and methods Spe- 
cific topics include: a reconsideration of the theory 
of value, the concept of income, the utility and 
cost approaches to social income valuation, the 
foundations of welfare economics, preference and 
welfare, .simplifying the theory of money, ideas 
on Keynesian and classical economics, methods of 
dynamic analysis, an explanation of the IS-LM 
synopsis of Keynesian theory, the credit economy, 
and several discussions of methods. The author is 
a Fellow of All Souls College, University of Oxford. 
Index. 

Kay, Neie M. The emernent firm: Knowledge, igno- 
rance and surprise in economic organisation. New 
York: St. Martin's Press, 1984. Pp. xi, 226. $27.50. 
ISBN 0-312-24402-9. JEL 85-0021 

Argues that economics is concerned with the 
role of information in resource allocation and that 


all economic problems are reducible to problems 
in information. Discusses the deficiencies of neo- 
classical theory, identifying as two major difiBcul- 
ties the technique of aggregation and the pre- 
sumption that prices eliminate all information 
problems. Contends that the recognition of 
bounded rationality issues represents the starting 
point for considering alternative forms of eco- 
nomic organization and resource allocation prob- 
lems of the modern corporation; analyzes substan- 
tive problems in industrial organization and 
multinational enterprise. Analyzes major repre- 
sentative texts in public policy, which are then 
contrasted with the neoclassical perspective of 
Milton Friedman's Free to Choose. Discusses policy 
implications. The author is Senior Lecturer in Eco- 
nomics at Heriot-Watt University, Edinburgh. In- 
dex. 

Mainwaring, Lynn. Value and distribution in cap- 
italist economies An introduction to Sraffian eco- 
nomics Cambridge; New York and Melbourne. 
Cambridge University Press, 1984. Pp. xiv, 201. 
$37.50, cloth, $12.95, paper ISBN 0-521-25904- 
5 JEL 85-0022 

Exploration of SraEFa's economics as expounded 
in his Production of Commodities by Means of 
Commodities. Provides the Ricardian background 
and an explanation of his "labor theory of value." 
Develops the "single products" model, in which 
each commodity is uniquely associated with a par- 
ticular industry, examining a subsistence economy. 
Explains Leontief s growth model, showing how 
a fused Sraffa-Leontieff model can be applied to- 
ward understanding the causes and consequences 
of international trade Extends the analysis to ad- 
mit the possibility of joint production in which 
several commodities may be produced by one in- 
dustrial activity or several activities may produce 
the same commodity. Discusses the relationship 
of Sraffa's economics with the Marxian and Wal- 
rasian Schools rhe author is I.ecturer in Econom- 
ics at the University College, Cardifi". Author and 
subject indices 

Neu., h;DWAHU J , ed Crowth, profits, and property 
Essays in the revival of political economy. Paper- 
back edition. Cambridge; New York and Sydney: 
Cambridge University Press, [1980] 1984. Pp. xiv, 
304. $16.95, paper, ISBN 0-521-31918-8. 

JEL 85-002J 

Paperback edition. [See JEL no 81-0324 for an- 
notation of the first edition and Voi. 19, December 
1981, pp. 1577-79, for review.] 

(Pearce, Ivor F.J Demand, equilibrium, and trade: 
Essays in honor of Ivor F. Pearce. Edited by 
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A. Ingham and A, M. Ui.PH. New York: Si. Martin’s 
Press, 1984 Pp. xx. 256. $37.50. ISBN 0-312- 
1918’;-1. JEL 85-0024 

■Phirteen previoirsly unpublished essays, origi- 
nally presented at u conference held at the Univer- 
.sity of Southampton in January 1982 to honor the 
work of Ivor Pearce, who retired from the Chair 
of Economic Theory at Southampton in 1981. 
Three essay, s on demand analysis and comparative 
statics examine Lx; Chatelier's principle; the use 
of ccononictncs and the measurement of comple- 
mentarity; and the price index. Two es.says study 
the interactions hetween economic agents, dis- 
cu.ssing international trade and economic relation- 
ships lietwcen countries. Four essays arc con- 
cerned with capital theory and growth The last 
four essay.s relate to macroeconomic models, both 
theoretical and empirical. The contributors are all 
economists The editors are both members of the 
faculty of the University of Southampton Name 
and subject indices. 

Pelix;, llEZALEt.. Came theorettr analysis of voltiif' 
III rommittees. Econometric .Society Monographs 
in Pure Theory series, no, 7. Cambridge, New York 
and Melbourne: t'ambridge University Press, 
1984. Pp. X, 169. $37.50 ISBN 0-.52 1-2.5964-9, 

. JEL 85-0025 

Pre.sonts a systematic investigation of strategic 
voting in committees Begins with an analysis of 
the power distribution among coalitions of voters 
Studies representations of committees that are 
Paretian, monotonic, and symmetry-preserving 
Also invesligate.s neutral representations. Analyzes 
the cla.ss of strong representations, namely, those 
that are not distorted by manipulation of prefer- 
ences by coalitions. Explores elFectivity functions 
and their cores. Discusses po.ssible extensions of 
results The author is Professor of Mathematics at 
the Hebrew University of Jerusalem. Name and 
subject indices. 

Ray, Anandahup. Cost-benefit analysis. Issues and 
methodologies. Baltimore and London: Johns Hop- 
kins University Press for the World Bank, 1984. 
Pp. vii, 158. ISBN 0-8018-3068-0, 

JEL 85-0026 

Focuses on cost-benefit analysis in the evaluation 
of public sector investment projects. Discusses the 
issue of distribution weights, alternative ap- 
proaches to specifying the social valuation func- 
tion, and the valuation of traded and non-traded 
goods Analyzes capital market issues, focusing on 
consumption, investment, and rates of interest. 
Examines the techniques of using variable 
weights, using numerical examples. The author is 
— in the Projects Department 


of the Latin America and Caribbean Regional Of- 
fice of the World Bank. Index, 

Sinclair, P. J. N. The foundations of macroeco- 
nomic and monetary theory. Oxford; New York; 
Toronto and Delhi: Oxford University Press, 1983. 
Pp. xi, 330. $17,95. ISBN 0-19-877189-4. 

JEL 85-0027 

Textbook designed primarily for final year un- 
dergraduates studying either macroeconomic or 
monetary theory, or both; may also be accessible 
to second year undergraduates. Objective is to 
present a systematic account of major topics in 
Ixoth macroeconomic theory and monetary theory 
and to report central research findings to date in 
six major research programs of macroeconomic 
theory: ( 1 ) a choice-theoretic basis for the various 
macroeconomic relations postulated by Keynes; (2) 
integration of the monetary and real elements of 
macroeconomic theory; (3) integration of the ele- 
ments of aggregate supply with those of aggregate 
demand; (4) reconciliation of Keynesian macroeco- 
nomic theorj' with general equilibrium theory; 
(5) endogenization of the stock of capital; and (6) 
endogenization of expectations. First covers the 
four main sectors of the economy the piersonal, 
corporate, government, and overseas sectors 
Examines the monetary elements and discusses 
the aggregate economy Also examines optimum 
monetary policy in the long run and economic 
growth Chapters conclude with summaries of 
frequently used notation Author and general in- 
dices, 

Stigum, Bernt P. and WensT0P, Fred, eds Foun- 
dations of utility and risk: Theory with applica- 
tions. Theory and Decision Library series, vol. 37. 
Dordrecht, Holland; Boston and Lancaster: Klu- 
wer Academic, Reidel; distributed in the U.S. and 
Canada by Kluwer Academic, Hingham, Mass., 
1983. Pp. xi, 491. $66.00, ISBN 90-277-1239-5 

JEL 85-0028 

Presents 25 of the papers delivered at the First 
International Conference on Foundations of Util- 
ity and Risk Theory held in Oslo, June 1982. Papers 
report on applications of modern decision theory 
and discuss controversial issues in the foundations 
of the theory of choice under uncertainty. Among 
the topics are the interpretation of the axioms of 
probability and concepts of expected utility and 
chance. The concept of a "relative risk attitude” 
and the idea of a “Hotelling utility function” are 
introduced. The applied papers present empirica' 
tests of controversial axioms (such as the additivit; 
of subjective probability), propose new ways of in 
terpreting and constructing cardinal indices, an< 
describe problems that decision makers in larg 
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organizations and government face. Stigum is at 
the University of Oslo; Wenstop is at the Norwe- 
gian School of Management, Bekkestua. Author 
and subject indices. 

Sylos-Labini, Paolo. The forces of economic 
growth and decline. Cambridge and London: The 
MIT Press, 1984. Pp. xiv, 253. $27.50. ISBN 0- 
262-19224-1. JEL 85-0029 

Collection of nine essays published between 
1954 and 1984 on innovations, changes in market 
structures and income distribution. Two essays dis- 
cuss the problems of economic growth as posed 
by the classical economists — Adam Smith, David 
Ricardo, Karl Marx, and Joseph Schumpeter. Two 
essays consider investment, changes in output, and 
changes in the relative cost of labor as factors af- 
fecting productivity changes, including estimates 
of the productivity equation for Italy and the 
United States Two essays discuss the relationships 
of large firms' price policies, financial require- 
ments, and investment policies in the context of 
oligopolistic capitalism and the problem of price 
variations in oligopolistic and competitive mar- 
kets. Three essays focus on the relationship be- 
tween economic growth and income distribution 
changes, including prices and income distribution 
in the manufacturing industry, the concept of the 
optimum rate of profit, and the current state of 
Keynesian theory The author is Professor of Eco- 
nomic.s. Department of Statistics at the Unii ersity 
of Rome. Index. 

Truett, Lu.a J. and Truett, Dale B. Intermediate 
microeconomics Saint Paul; West, 1984. Pp. xix, 
482. ISBN 0-314-77839-X. JEL 85-0030 

Textbook for students of economics, business ad- 
ministration, and public administration, requiring 
two semesters of economic principles and college- 
level algebra. Presents topics in a traditional man- 
ner: the basics of demand and supply; consumer 
behavior and demand; production, cost, and profit 
analysis; market structures and the firm; analysis 
of input decisions; the economics of time, project 
analysis, and the private sector; and general equi- 
librium and welfare. Designed to assist students 
in applying microeconomic theory to real-world 
problems and data. Pedagogical features include 
end-of-chapter problems; brief chapter bibliogra- 
phies; two-color graphics for easy diagram inter- 
pretation; highlighting of key terms and defini- 
tions; point-by-point chapter summaries; and 
appendices on linear programming and mathe- 
matics. A study guide and an instructor's manual 
are available. The authors are 'members of the fac- 
ulty of the University of Texas at San Antonio. 
Glossary; index. 


Winch, David M. Microeconomics; Problems and 
solutions. Oxford; Toronto and New York: Oxford 
University Press, 1984. Pp. xii, 274. $9.95, paper. 
ISBN 0-19-540454-8. JEL 85-0031 

Intended as a supplement to intermediate un- 
dergraduate microeconomics textbooks. Divided 
into three parts containing problems, hints, and 
solutions. The chapters parallel the sequence in 
which theory is presented in most of the com- 
monly used textbooks Each chapter begins with 
multiple choice or true-false questions followed 
by a set of problems of increasing complexity and 
difficulty. The author is Professor of Economics 
at McMaster University. No index. 

Wrkjht, a. Li, An introduction to the theory of 
dynamic economics A theoretical study in long 
run disequilibrium analysts Oxford; New York; 
Toronto and Melbourne. Oxford University Press, 
Clarendon Press, 1984, Pp, xii, 199. $32 50. ISB.N 
0-19-828477-2 JEL 85-0032 

Develops a dynamic svstem, which is conceived 
of as always being in long-run disequilibrium Ex- 
amines the basic structure of the dynamic eco- 
nomic .system, starting with the conventional Har- 
rod-Domar model and developing the argument 
through to the Hicks model. Argues that accepted 
multiplier-accelerator theory does not yield a via- 
ble picture of economic reality Presents a simple 
"growth” model with a constant capital-output 
ratio and money supply as a logically essential 
element. This model provides a structure into 
which the neoclassical grow th model can be fit- 
ted to explain entrepreneurial investment be- 
havior Discusses the labor market where 
wages and prices are determined, an embryonic 
stock exchange where the interest rate is deter- 
mined, and the capital market where a theory 
of investment determination is developed. In- 
cludes mathematical appendices. Wright is a 
member of the faculty of the Queen’s University, 
Belfast. Index. 

See also Book Numbers JPIL 85-0063. 85-(Hm. 85- 
0116. 85-0154. 85-209. 85-0224 

030 History of Economic Thought; 

Methodology 

Barry, Norman, ET ai,. Hayek's "Serfdom" re- 
visited; Essays by economists, philosophers and 
political scientists on "The Road to Serfdom "after 
40 years. Hobart Paperback series, no. 18, London- 
Institute of Economic Affairs; distributed in North 
America by Transatlantic Arts, .Albuquerque, 
N.M., 1984. Pp. xxxii, 142. $12.50, paper. ISBN 
0-255-36174-2. JEL 85-0033 
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Six previously unpublished contributions, writ- 
ten for the Institute of Jsconomic Affairs to mark 
the fortieth anniversary of Huyek's The Road to 
Serfdom. Kssays examine issues raised in Hayek’s 
work from a variety of perspectives, llannes H. 
Gissurar.son discu.sses the danger of discretionary 
power, the inevitable failure of planning, the un- 
noticed loss of liberty, and “the road back from 
serfdom." John Gray analyzes and critiques The 
Road to Serfdom thesis. Norman Barry addresses 
the cla.ssical liberal dilemma regarding ideas ver- 
sus interests. Jeremy Shearrnur discusses the gulf 
between classical liberal ideas and the “wisdom” 
of the age. John Burton argues for a return to the 
principles of constitutional democracy instead of 
the current systems of interventionism called 
"mi.xed economies.'' Karen 1. Vaughn discusses the 
importance llayek placed on devising the right 
set of political rules to enable a liberal order to 
thrive. Also contains recollections and reflections 
on Hayek in 193,5, 1944, I960, and 1982 by Arthur 
Seldon No index, 

Bubkiti', Brian. Radical ttolitical economy- An in- 
troduction to the alternatioe economics New York 
and London: New York University Press; distrib- 
uted by Columbia University Press, New York, 
1984. Pp. X, 197. $30.00, cloth; $11.50, paper. ISBN 
9-8147-1057-3. . JEL 85-0034 

Undergraduate textbook assembles salient fea- 
tures of radical economic theories that have devel- 
oped as an alternative to orthodox economics. 
Focuses on radical thought within advanced 
industrial economies, especially during the half 
century before the First World War and the last 
twenty years. Surveys the concepts engendered 
by the ideas of: Robert Owen, the Ricardian Social- 
ists, Karl Marx, the Fabians, and the Syndicalists. 
Discusses neoclassical critiques of capitalism, Jo- 
seph Schumpeter's theory of the breakdown of 
capitalism, John Kenneth Galbraith's economic 
philosophy, and the current re-emergence of radi- 
cal political economy (especially the capital con- 
troversy, analysis of reswitching and capital revers- 
ing, and the construction of alternative theories 
of distribution). The author is Senior Lecturer in 
Economics at the University of Bradford. Bibliog- 
raphy; subject and author indices. 

Kahn, Richard F. The making of Keynes’ General 
Theory. Raffaele Mattioli Foundation Lecture se- 
ries. Cambridge; New York and Melbourne; Cam- 
bridge University Press, 1984. Pp. xxv, 304. $29.95. 
ISBN 0-521-25373-X. JEL 85-0035 

Six lectures delivered in June 1978 at the Luigi 
Boconi University are presented in a completely 
rewritten form, concentrating on the evolution of 


Keynes's thought up to the publication of the Gen- 
eral Theory. The first two lectures comment on 
earlier economists who provided the roots of 
Keynes's thinking. The next three concern the 
transformation and development of Keynes’s 
thought, discussing in detail the Treatise on Money, 
writings on economic policy issues, the multiplier, 
the Cambridge Circus, and the General Theory. 
The last lecture gives brief insights on the personal 
relations and working contacts of Keynes with the 
author and with Lionel Robbins, Dennis H. Rob- 
ertson, and Arthur C. Pigou. The lectures are fol- 
lowed by the text of a discussion of the lectures 
and further comments by Kahn. Bibliography; in- 
dex. 

Klant, Johannes J. The rules of the game: The logi- 
cal structure of economic theories. Iranslation, 
Translated by iNA SWABT, Cambridge; New York 
and Melbourne: Cambridge University Press, 
(1973, 1979] 1984. Pp. x, 204. ISBN 0-521-23502- 
2. JEL 85-0036 

Translated from the 1979 .second Dutch edition 
of Spelregels voor Economen, originally the re- 
vised text of a doctoral thesis submitted at the 
University of Amsterdam. Considers concepts re- 
garding the logical structure of economic theories. 
Examines how theorists think and write to speak 
the truth, discu.ssing empirical science, apriorism, 
pure theory, positivism, and specific and general 
theories. Discusses the means and structure of the 
composite of propositions constructed by means 
of a language of logic. Proposes twelve “rules of 
the game” for economists, including: empirical-sci- 
entific theories are fallible; empirical science dif- 
fers from the formal disciplines because its axioms 
are questioned, tests cannot verify a theory but 
only falsify it; and empirical scientists should strive 
to achieve falsifiable theories. The author is Profes- 
sor of Economics, University of Amsterdam. Bibli- 
ography; index. 

Langholm, Odd. Wealth and money in the Aris- 
totelian tradition: A Study in scholastic economic 
sources. Bergen, Norway: Universitetsforlaget; dis- 
tributed in the U.S. and Canada by Columbia Uni- 
versity Press, New York, 1983. Pp, 110. $22,00. 
ISBN 82-00-067,50-5. JEL 85-0037 

Traces the development of the Aristotelian the- 
ory of money (based on medieval translations of 
the Nicomachean Ethics and Politics). Investigates 
its development during the century before its rise 
to fame in Oresme’s fourteenth-century treatise 
on currency and debasement. Based on previously 
unstudied manuscript sources, reconsiders the po- 
sitions of Buridan and Oresme, both in relation 
to each other and to their predecessors. The author 
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is Professor at the Norwegian School of Economics, 
Bergen. Bibliography; no index. 

Miller, Richard W. Analyzing Marx: Morality, 
power and history. Princeton and Guildford, Sur- 
rey; Princeton University Press, 1984. Pp. xi, 319. 
$30.00, cloth; $8.95, paper. ISBN 0-691-4)6613- 
2. JEL 85-0038 

Contending that Marx should be a central figure 
in non-Marxist philosophy, the author develops a 
political interpretation of Marx’s thinking in which 
power relations and struggles for power outside 
of the workplace play a primary role Argues that 
Marx is not an economic delerminist in all re- 
spects; for instance, he did not believe that the 
pursuit of immediate economic self-interest spon- 
taneously produces radical social changes or that 
economic developments render political revolu- 
tion superfluous. The three sections of the book 
cover Marx's criticism of morality as a basis for 
social choice, his concept of the ruling class and 
its usefulness for clarifying the nature of political 
power; and the scientific status of his general the- 
ory of social change. The author is Associate Pro- 
fessor of Philosophy at Cornell University. Index. 

Ryan, Ai-an. Property and political theory. New 
York and Oxford; Blackwell, 1984." Pp. 198. $24.95. 
ISBN 0-631-13691-6. JEL 85-^X)39 

Philosophical analysis of the political theory of 
property and the moral theory of its justification. 
Examines the works of political economists, trac- 
ing the instrumental and self-developmental tradi- 
tions beginning with Locke and Rousseau. Dis- 
cusses Kant, Hegel, Bentham, .Marx, and Mill, 
portraying the latter two as the protagonists of 
the system of private property — the former com- 
plaining that work and politics were both realms 
of something more like slavery than individual self- 
expression and the latter turning utilitarian consid- 
erations against the unregulated laissez-faire sys- 
tem. Concludes that socialist ambitions have been 
eroded by the internal difficulties of the socialist 
ideal itself and that property rights are important 
because they are rights rather than because they 
are property rights. The author is Header in Poli- 
tics at the University of Oxford and Fellow of New 
College. Index. 

Seidl, Christian, ed. Lectures on Schumpeterian 
economics: Schumpeter Centenary Memorial Lec- 
tures, Graz 1983. With contributions by Karl 
Acham et al. New York; Heidelberg and Tokyo; 
Springer, 1984. Pp. vii, 219. ISBN 0-387-13290- 
2 JEL 85-0040 

Thirteen lectures, all but one previously unpub- 
lished, cover major aspects of Schumpeter’s eco- 


nomics and their relevance to today’s unemploy- 
ment, inflation, soaring public debt, balance-of- 
payments difficulties, and economic instability. 
The lectures are organized in five parts; Schum- 
peter in our time, entrepreneurship, cycles and 
crisis, money and economic policy, and Schum- 
peter as a social scientist. The contributors, aside 
from the editor, are; Peter J. Hammond, Peter 
Swoboda, Gunther Tichy, Peter Schachner-Blazi- 
zek, Carl Acham, and Lutz Beinsen. The editor 
is at the University of Graz, Austria. No index. 

SoREL, Georges. Social foundations of contempo- 
rary economics. English edition. Translated with 
an introduction by John L. Stanley. Social Sci- 
ence Classics series. New Brunswick, N.J., and 
London; Transaction Books, 1984 Pp. x, 339. 
$39.95. ISBN 0-87855-482-3. JEL 85-0041 

Translation of the author’s 1905 analytical work 
on socialism, which was originally published in Ital- 
ian as. Insegnamenti: sociali della economia con- 
temporanea. Studies the transformation of social 
ideas from the end of the eighteenth century to 
the early 1900s. Examines economic, social, and 
psychological conditions that give rise to social the- 
ories. Draws parallels between socialism and lib- 
eral capitalism, piointing out their similarities in 
their various stages of moral development. In the 
concluding section, Sorel focuses on the regenera- 
tive and degenerative sides of capitalism and its 
corresponding ideologies and organizations, par- 
ticularly cartels. Stanley is Professor of Political 
Science, University of California at Riverside In- 
dex. 

See also: Book Numbers JEL 85-0029, 85-0058 

040 Economic History 

Bordo, Michael D and Schwartz, Anna ]., eds. 
A retrospective on the classical gold standard, 
1821-1931 National Bureau of Economic Re- 
search Conference Report series, Chicago and 
London Lfniversity of Chicago Press, 1984 Pp. 
XI. 681. $6,5.00 ISBN 0-226-06590-1. 

JEL 85-0042 

Proceedings of the March 1982 conference, in- 
cluding fifteen previously unpublished papers on 
the functioning of the historical gold standard 
Compares the mam themes of the traditional liter- 
ature on gold standard with the themes stressed 
in the posl-World War II monetary approach to 
the balance of payments. Considers whether or 
not the pre-1914 operational procedures of the 
Bank of England conformed to theoretical notions 
of the ideal functioning of the gold standard. Re- 
views four countries’ experiences with and with- 
out a formal central bank (Canada, Germany, Italy, 
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and Sweden) in the gold standard era. Examines 
the links that integrated the international mone- 
tary system under the gold standard an<l whether 
it stabilized cointnodily prices. The contributors 
are economists. Bordo is Professor of Kcononiics 
at the University of South Clarolinu. Schwartz is 
Hesearch Associate at the National Bureau of P^co- 
noniic Re.search. Author and subjwt indices. 

Bohn, Kabi, Khich. htternatioual Imnkiuf; in the 
19th and 20th centuries English edition. Trans- 
lated from the German by Vot.KKH R. Behghahn 
La'amington Spa, Warwick.shire, Paigland: Berg, 
distributed in the U.S. by llumanitie.s Press, Atlan- 
tic Highlands, NJ., [1977] 1983. Pp. 353 $14.25, 
paper, ISBN 0-907582-04-4 JEL 85-0043 

Originally published as Geld und Banken im 
19. und 20 Jahrhundert in 1977 Presents a histor- 
ical synthesis of the basic problems and develop- 
ments of the monetary and credit system during 
the nineteenth and twentieth centuries Govers 
the national characteristics and the international 
relations of banking in those industrial and com- 
merical coiuitrics which have market economies 
and have played a special role in the w'orld econ- 
omy. Discusses the development and significance 
of monetary systems and monetary policy in mod- 
ern national economies and in the world economy, 
descriljes the emergence and structures of various 
types of banks as influenced by economic and so- 
cio-political factors, discusses bank financing of 
nineteenth century railway construction and of in- 
dustrialization: analyzes the role of banks in the 
formation of cartels, syndicates, concerns, and 
trusts; traces the emergence of banking empires 
and concerns and their spheres of influence, exam- 
ines the causes, courses, and consequences of bank- 
ing crises; and discusses international capital 
movements. The author is Professor of Economic 
and Social History at the University of Tubingen, 
West Germany. Bibliography; indices of banks and 
names. 

Broehi-, Wayne G,, Jr. John Deere’s company: A 
history of Deere b Company and its limes. New 
York; Doubleday, 1984. Pp. xv, 870. $24.95. ISBN 
0-385-196641-14. JEL 85-0044 

Business history, which chronicles the 145 years 
of the family controlled agricultural machinery 
company and its five chief executive officers. John 
Deere (1837-59), Charles Deere (1860-1907), 
William Butter worth (1908-27), Charles Wiman 
(1928-54), and William Hewitt (1955-82). The eras 
of the individual officers reflect company develop- 
ment; the first steel plow and the move to Moline; 
the Civil War and the company’s expansion; the 
company’s consolidation and World War 1; the de- 


pression and World War II and the company’s re- 
trenchment and expansion; and the subsequent 
worldwide corporation Interweaves the compa- 
ny’s role in the growth of the American agricul- 
tural economy, its role in the discovery and appli- 
cation of major innovations, its response to 
competitors, its union relations, its management 
process, and its international endeavors. The au- 
thor holds the Benjamin Ames Kimball Professor 
of Science of Administration Chair, Amos Tuck 
School of Business Administration, Dartmouth 
College. Index. 

Doix:e, Hehtha S. Cotton: The plant that would 
he kina Austin: University of Texas Press, 1984. 
Pp. ix, 175. $14.95. ISBN 0-292-76487-1. 

JEL 85-0045 

Historical study of the cotton plant, focusing on 
its role in world history in the nineteenth century 
after machines were developed. Describes how 
it increased commerce, population, and the wealth 
of countries, especially in England and the United 
States. Bibliography; index. 

Francks, Penelope. Technoioay and aarwultural 
development in pre-war Japan. New Haven, 
Conn , and l,ondon' Yale University Press, 1983. 
Pp. xiii, 322. ISBN 0-300-02927-6 

JEL 85-0046 

Historical analysis of the economic development 
of the Saga Plain, a rural community, covering 
the period from 1850 to 1941. Describes the agri- 
cultural technology, the organization of the pro- 
duction and distribution of output, and the forces 
behind the technological and organizational 
changes, which transformed Saga farmers from 
subsistence producers into commercial farmers, fa- 
miliar with machinery and the application of scien- 
tific inputs to their fields. Discusses the mecha- 
nisms through which Japanese industrial growth 
influenced the direction of technical change in ag- 
riculture and the elements of agriculture’s role in 
the development process. Argues that the Saga 
Plain experience, while constituting a model of 
the succe.ssful role of technical change in economic 
development, cannot be used as a contemporary 
model because the conditions involved differed 
significantly from those surrounding today’s devel- 
oping agricultural sectors. Contends that the pre- 
war development of Saga agriculture foreshad- 
owed the shape of post-war Japanese agriculture. 
Based on a Ph.D. dissertation. The author is Lec- 
turer in the Department of Chinese Studies at the 
University of Leeds. Bibliography; index. 

Good, David F. The economic rise of the Habsbura 
empire, 1750-1914. Berkeley and London: Uni- 
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versity of California Press, 1984, Pp. xvi, 309. 
$32.00. ISBN 0-520-05094-0. JEL 85-0047 

Traces the dynamics of Habsburg economic de- 
velopment within its larger European context, i.e., 
in light of the process of modern economic growth 
in Northwestern Europe, which, by World War 
1, had covered most of Europe and her overseas 
colonies. Discusses the economic impact of the 
revolution and reform in 1848, economic unity 
in Austria and Hungary in the post- 1948 reform 
years, the regional disparities in economic devel- 
opment, the performance of Austrian capitalism, 
and the changes within this system since 1860. 
Presents evidence to disprove the allegation that 
by 1913 the Austro-Hungarian monarchy was al- 
ready a defeated empire from the economic point 
of view; argues that there was sustained growth 
in the western, more developed areas of Austria 
around Vienna, in the Alpine areas, and in the 
Bohemian lands. Finds evidence that in the late 
nineteenth century, the eastern regions grew at 
an even faster rate than the developed west. C-'orn- 
parison of the experience of the Habsburg Empire 
with that of the United States during the nine- 
teenth century shows that it had achieved a com- 
parable degree of economic unity and regional 
income convergence. The author is Associate Pro- 
fessor of Economics at Temple University. Bibliog- 
raphy; index. 

lERLKY, MERRm. With chanty for all Welfare and 
society, ancient times to the present New York, 
Eastbourne, England; Toronto and Tokyo. Prae- 
ger, 1984, Pp, ix, 223. $.35.95 ISBN 0-03-lM)0044- 
0 JEL 95-(X)48 

Historical overview of public provision for the 
needy. Examines the ancient world of Athens and 
Rome, England from the Middle Ages through 
Elizabethan times, and the United States (colonial 
period, nineteenth century, the New Deal, Social 
Security, and the present) The author is a writer, 
composer, and former journalist Index 

Jackson, Robert Max. The formation of craft lalwr 
markets. Studies in Social Discontinuity series. Or- 
lando; London; Toronto and Sydney: Harcourt 
Brace Jovanovich, Academic Press, 1984. Pp. xv, 
353. $45.00. ISBN 0-12-379020-4. 

JEL 85-0049 

Offers a systematic and histoncal explanation of 
craft labor market formation based on in-depth 
case studies of the experience in the construction 
and printing industries during the period 1820- 
1920. Assumes that these two industries, which 
differ in their structure and history and which 
closely achieved the ideal image of an organized 
labor market, will suggest the essential bases of 


craft labor market formation. FIvaluates the signifi- 
cance of the labor process as a locus of struggle, 
identities employers’ motivations for adopting 
technological changes, assesses the source and con- 
sequentiality of union leaders' political perspec- 
tives, and interprets the role of the state. Contends 
that the institutionalization of the craft labor mar- 
ket after a century-long struggle in the construc- 
tion and printing industries resulted in a complex 
direct relationship between employers and work- 
ers and that the tension between the interests of 
these two classes, sustained by their collective or- 
ganization, achieved a kind of equilibrium within 
the structural, ideological, and organizational con- 
ditions. The author is a member of the faculty of 
the Department of Sociology, New York Univer- 
sity. Bibliography; index. 

Lebergoti', Stanley. The A mericans: A n economic 
record. New York and London; Norton, 1984. Pp. 
XVI, 541 $24.95. ISBN 0-393-01823-7. 

JEL 85-0050 

Views the history of the American economy as 
a competitive choice process, which limited the 
impact of old values and inherited attitudes, but 
did not obliterate the human heritage. Presents 
economic and primary source data to analyze 
American economic history from the eighteenth 
through the twentieth centuries. Explores the his- 
tory of the people and the development of the 
U.S. economy. Discusses the origins of the new 
nation, the destruction of the Indians, and issues 
such as the survival of capitalism through numer- 
ous business recessions, the obsolescence of rail- 
roads, and other questions. Examines the content 
and costs of growth, past and present. The author 
IS Professor of Economics at Wesleyan University. 
Index. 

Luard, Evan. Economic relationships amoiiK states. 
A Jurther study in international sociology New 
York: .St. Martin’s Press, 1984. Pp xiii. .328 $27 50. 
ISBN 0-312-23514-3. JEL 85-0051 

A sociological exploration of the importance of 
economic factors in the relations of states. Con- 
cerned with both government activity and with 
the economic relations undertaken by pris ate indi- 
viduals (merchants, bankers, importers, investors) 
with individuals, firms, and organizations in other 
states. Surveys five periods of international eco- 
nomic history over the last live centuries to illus- 
trate the variations over time in the prevailing 
ideas concerning economic relationships between 
states, in the dominant interest-groups affecting 
those relations, in the motives of these groups and 
the governments they influence, in the means that 
governments undertook to achieve their ends, and 
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in tlie resulMns: type of ocononiic domination and 
dependence. Kinphasize.s the role ocorioinic rela- 
tions play in establishing a particular kind of politi- 
cal and social order among states The author is 
a supernumerary Fellow of St. Antony’s College, 
University of Oxford, Index. 

Munro.J. ForbK-S Britain in tropica/ Africa. I/iSO- 
//)60: f/conomic relationships and impact. Studies 
in Kconomic and Social History. Ixindon: Macmil- 
lan Press; distributed in the U,S. by Humanities 
Press, Atlantic Highlands, N.J,, 19S4. Pp. 89. $5.9,5, 
paper. ISBN 0-333-32330-0. JEL H.’i-OOSQ 

Discusses the economic consequence.s of British 
colonialism in Africa and, in particular, the effects 
of the British presence on economic life in Africa 
bixamines four main historical perspectives found 
in the literature (the imperial tradition, the liberal 
approach, dependency theory, and classical Marx- 
ism) and presents their findings concerning the 
origins of British rule, trade, investment, expatri- 
ate business, colonial gos'ernment, peasant agricul- 
ture, expatriate and immigrant owned mining and 
agricultural enterprises, crafts, industry, and em- 
ployment. Concludes that although innovations 
and improvements were made in tropical Africa 
during the first half of the twentieth century, the 
most noticeable gap in British rule was the absence 
of an increase in the productivity of food supply 
This gap remains a constraint on economic growth 
and development The author is Senior Lecturer 
in Economic History at the University of Glasgow. 
Bibliography; index. 

SCAHANO, Francisco A. Sugar and slavery in 
Puerto Rico: The plantation economy of Ponce. 
1800-1850. Madison and London: University of 
Wisconsin Press, 1984. Pp. xxv, 242. $21.50. ISBN 
0-299-09580-0. JEL 85-0053 

Historical investigation of economic growth in 
a Caribbean colonial society, examining in detail 
the processes by which a predominantly peasant 
economy was transformed into a plantation sys- 
tem. Describes and analyzes the Puerto Rican ex- 
perience of sugar and slavery during the nine- 
teenth century, focusing on the municipality of 
Ponce, one of the principal sugar producing re- 
gions. Argues that the slave plantation complex 
grew out of the collapse of Spanish mercantilism 
and its replacement by a new colonial relationship 
in which foreign trade, imported capital, and Afri- 
can slave labor played dominant roles. Notes that 
the regional experience of Ponce was typical of 
the social changes induced by the sugar export 
economy, in which the sugar plantation system 
-•■-A inoioient processes of social differenti- 
— • nt DToduc- 


tjon 1/1 the lowland areas, reviving the trade in 
African ,slaves and concentrating wealth in a new 
class of planters' and merchants. Bibliography; in- 
dex 

Thomas, Stephen C. Foreign intervention and Chi- 
na’.s industrial development, i 870-1 911. West- 
view Replica Edition. Boulder, Colo,, and London: 
Westview Press, 1984. Pp. ix, 186. $19.00, papier. 
ISBN 0-8653 1-9 12-X. JEL 85-0054 

Plxamines the effects of foreign intervention on 
China's industrialization efforts between 1870 and 
1911. Argues that although domestic factors af- 
fected the scope and speed of Chinese industriali- 
zation, increasing foreign intervention was the 
primary factor that caused China's industrial stag- 
nation until after 1949. During the period 1870- 
97, foreign intervention was costly, but managea- 
ble; from 1897 to 1911, foreign intervention 
drained Chinese capital and eroded political legiti- 
macy. Traces the elFect of foreign intervention on 
the six largest Chinese developied enterprises of 
the period: China Merchant's Steam Navigation 
Company, the Kaiping Coal Mines, Imperial Tele- 
graph Administration, the Imperial Chinese Rail- 
way Administration, the Hanyang Ironworks, and 
Shanghai Cotton Spinning and Weaving Com- 
pany. The author is Assistant Professor of Political 
Science at the University of Colorado, Denver. 
Bibliography; index 

See also: Book Numbers JEL 85-0093, 85-0110, 85- 
0255, 85-0276 

050 Economic Systems 

Abdeen, Adnan M. and Shook, Dale N. The Saudi 
jinancial system. In the context of Western and 
Islamic finance Chichester. England; New York; 
Toronto and Singapore. Wiley, 1984. Pp. vii, 287. 
$34.95. ISBN 0-471-90346-9. JEL 85-0055 
Textbook for a one-semester course in Saudi fi- 
nance for advanced undergraduate and graduate 
students majoring in business administration or fi- 
nance. Divided into three parts- (1) introduces the 
major factors in the evolution of the Saudi financial 
system, environmental and institutional; (2) deals 
with money and capital market institutions — mon- 
etary piolicy, commercial banking system, ofiFshore 
banking units, international banking, capital mar- 
ket activity; and (3) provides details on Islamic fi- 
nancial institutions and their implications and 
influences on the Saudi financial system — 
investment methods, banking, and social services. 
Pedagogical aids include end of chapter reviews 
and discussion questions. Abdeen and Shook are 
both Associate Professors, Abdeen at the Univer 
sity of Petroleum and Minerals in Ohahran, Saud 
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Arabia, and Shook at Capital University in Colum- 
bus, Ohio. Index. 

ABMSTBONC, Philip; Glyn, Andrew and Harri- 
son, John. Capitalism since World War II.- The 
making and breakup of the great boom. London: 
Fontana, 1984. Pp. 507. £4.95, paper. ISBN 0-00- 
635794-6. JEL 85-0056 

A discussion of the economic history of the ad- 
vanced capitalist countries (mainly the United 
States, Western Europe, Japan) since 1945; orga- 
nized into three phases: postwar construction, 
1945-50; the great boom and its disintegration, 
1950-74; and the years of unemployment, 1974 
onwards. Focuses on the relationship between la- 
bor and capital within each country and between 
the various countries for each period. Concludes 
that the persistence of stagnation has resulted from 
a stalemate between the classes and suggests 
searching for an effective socialist path to break 
the stalemate. Armstrong is a principal research 
fellow at the Technical Change Centre. Glyn is 
fellow and tutor in economics at Corpus Christi 
College, University of Oxford Harrison is senior 
lecturer in economics at Thames Polytechnic. 
Bibliography; index. 

Fosi'eb, John Bellamy and Szlajker, Henryk, 
eds. The faltering economy The problem of accu- 
mulation under monopoly capitalism New York- 
Monthly Review Press, 1984. Pp. 357. $12.50, pa- 
per. ISBN 0-85345-604-6. JEL 85-0057 

Twenty-one mostly reprinted papers concerned 
with uncovering the sources of stagflation under 
monopoly capitalism. Four papers are concerned 
with the general theory of accumulation under 
monopoly capitalism; four, with class struggle and 
income distribution in advanced capitalism; seven, 
with the problem of the insufiRciency of effective 
demand; four, with monopolistic profit margins 
and utilization of potential surplus product in ad- 
vanced capitalism; one, with the changing role of 
productive and nonproductive labor; and one with 
the political implications of the major schools of 
Marxian crisis theory, which outlines .some of the 
features of the slate's role in accumulation under 
monopoly capitalism. Also contains an introduc- 
tion by the editors. Authors are Paul M. Sweezy, 
Michal Kalecki, Maurice Dobb, Howard Sherman, 
Harry Magdoff, Paolo Sylos-Labini, Josef Steindl, 
Jacob Morris, Ron Stanfield, and the editors. Index. 

von Hayek, Friedrich A. The essence of Hayek. 
Edited by Chiaki Nishiyama and Kurt R. 
Leube. Foreword by W. Glenn Campbell. Stan- 
ford, Calif.: Hoover Institution Press, 1984. Pp. 


Ixviii, 419. $27.50, cloth; $13.50, paper, ISBN 0- 
8179-8011-3, JEL 85-0058 

Reprints of twenty-one of Hayek ’s essays and 
excerpts from books published in honor of his 
eighty-fifth birthday. Essays are selected to convey 
Hayek 's views on economics, socialism, the history 
of ideas, and politcal economy; four essays discuss 
the theoretical basis of the Hayekian system. The 
collection is preceded by a biographical introduc- 
tion by Leube and an introductory discussion of 
Hayek 's "order of ideas" by Nishiyama. Nishiyama 
is Professor of Economics at Rikkyo University in 
Tokyo and a Senior Research Fellow at the Hoover 
Institution. Leube is a research assistant of Profes- 
sor Hayek's and a Visiting Scholar at the Hoover 
Institution. Index. 

Leits, Hubert W. Free market economics. Revised 
edition. Corpus Christi, Tex.. Home, [1981) 1982. 
Pp. vii, 120. $9.85, paper. JEL 85-0059 

Explains the value of the free market, why free 
and controlled markets affect the economy, and 
how and why in a democratic republic the success 
or failure of its economy is a major responsibility 
of government. Argues that the United States is 
no longer a free-market republic, but an oligarchy- 
republic, with over 50 percent of its GNP con- 
tributed by controlled markets. Contends that the 
continued accelerated increase in inflation reflects 
an increasingly more rigid control over the U.S. 
Congress and the Administration by special inter- 
est groups. Concludes that the United States must 
reestablish a democratic republic based on a free 
enterprise system and the promotion and protec- 
tion of the free market system. Appendix contains 
Congressional Report No. 97-390 concerning the 
changing distribution of industrial profits. No in- 
dex, 

Lydall, Harold. Yugoslav socialism. Theory and 
practice. Oxford; New York; Toronto and Delhi 
Oxford University Press, Clarendon Press, 1984. 
Pp. 302. $34.50. ISBN 0-19-828481-0. 

JEL 85-0060 

Concerned with understanding the “laws of 
motion" of a labor managed economy through the 
Yugoslav experience where all nationalized enter- 
prises are under nominal workers’ control, di- 
rected to work for the market In three parts: (1) 
theory of a labor managed economy, including a 
review of three alternative concepts of socialism 
in order to classify the Yugoslav system and a refor- 
mulation of the theory of a labor-managed econ- 
omy; (2) the historical and institutional background 
of Yugoslav economic performance, discussing the 
period 1918-50, the enterprise of self-manage- 
ment during the 1949-74 period, and the post- 
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1974 reform system; and (3) an appraisal of 
Yugoslav economic achievement under self-man- 
agement as measured by aggregate macroeco- 
nomic data assessments of the impacts on income 
distribution, the allocation of resources, inflation, 
and the private sector. Cioncludes that Yugoslavia 
IS trying to move in two directions self-manage 
went and Party monopoly of power in the name 
ofproletamt. The author is Emeritus Professor 
of Economics at the University ol hast Anglia and 
Associate Xfennher of Wittleld (iotlege. University 
of Oxford Index 

ANNAN, Muhammai) .Ahuui. The ituikiri)^ of Is- 
lamir ecotiomie society Islninir rlitnen siorts tti eco- 
nomic analysis. Cairo International Association 
of Islamic Bank.s; Cyprus. International Iristitnie 
for Islamic flanking and Economics, 1 Pp 
sxvii, .^34 Paper. JEL H5-0()6I 

Analyzes the dimensions and development of 
.slamic economics, money, and banking Stresses 
he need for a new line of intellectual inquiry 
lased on creative synthesis, reconstniction of Is- 
iinic thought, and reappraisal of old values in the 
.ew economic realities of the socioeconomic inaiu- 
estations of Islam. Divided into five parts, an over- 
iow of the Islamic economic society; economic, 
nstitutionul, social, and political settings of Islamic 
conomy; market, prices, and poverty; Islamic di- 
lensions in macroeconomics; and socioeconomic 
ealities of the Muslim world. Assumes some ele- 
lentary knowledge of economics and the laws 
f Islam. The author is at the International Center 
or Research in Islamic Keonomics at the King Ab- 
ul Aziz University, Jeddah, Saudi Arabia Index 

miN, T, R., ed Stewardship, the corporation and 
'•e individual Foreword by Rand V Araskoc. 

IT Key l.ssues Lecture Series New York- KCC 
•oductions, 1983. Pp xii, 95. Paper. ISHN 0- 
41144-06-2. JEL 85-0062 

Fight papers from the ITT Key Issues Lecture 
?ries held at the College of Busine.ss Adminstra- 
on, Marquette University, from January to April 
382. Lectures are from the point of view that 
lost of the large corporations in the United States 
,id the system in total are effective stewards of 
uman, natural, and capital resources. Focuses on 
le broad concept of steward.ship, the work place, 
aergy (especially nuclear), and the interdepen- 
snt nature of today’s world, affluence, and pov- 
■ty. Contributors are; T. R. Martin, Clarence C. 
'alton, Kenneth Mason, Wickham Skinner, Leo- 
ird A. Harvey, Edward Teller, Lee A. Tavis, and 
mes Tarrant. The editor is Professor of Manage- 
snt, College of Business Administration, Mar- 
iette University. No index. 


MiECZKOWSKi, Bogdan and Zinam. Oleg. Bureau- 
r^acy, ideology, technology: Quality of life East 
and West. ASN Series in Issues Studies (USSR and 
East Europe), no. 5. Charleston. 111.: Association 
for the Study of Nationalities (USSR and East Eu- 
rope). 1984. Pp. xiii, 463. $28.00, paper. ISBN 0- 
910895-02-3. JEL 85-0063 

Concerns relationships between ideology, the 
organizational and power structure of society, and 
technology; focuses on the impact of this interac- 
tion on the quality of life. The Brst part, by Zinam, 
analyzes the functional aspect of a bureaucratic 
organization, developing a theoretical model of 
social change. The second part, by Mieezkowski, 
focuses on dysfunctional characteristics of bureau- 
cratic organization. Stresses common characteris- 
tics of models of bureaucracies and of bureaucrats 
in the capitalist (market) system and in the authori- 
tarian socialism of the Soviet type (command) sys- 
tem The third and fourth parts contain essays by 
both authors on specific topics concerning the 
quality of life and technical change, and sociopo- 
litical problems. The concluding chapter suggests 
in general terms policies that could lead to the 
attainment of a higher quality of life. Raises the 
question of the relationship between the quality 
of life and the quality of man Mieezkowski is Pro- 
fes,sor of Economics at Ithaca College. Zinam is 
Profes,sor of Kcoiioinics at the University of Cincin- 
nati Bibliography; index 

Naqvi, Syed Nawab HAIDER, ET AI,. Principles of 
Islamic economic reform Islamabad: Pakistan 
Institute of Development Economics, 1984 Pp. 

X, 58. $11.00, cloth, $8 00, paper. 

JEL 85-(H)64 

Builds on An Agenda for Islamic Reform (1980). 
Argues that Islam is a complete system; the distinc- 
tion of the Islamic economic system is that it re- 
jects a total separation between ethics and eco- 
nomics. F.mphasizes the need for implementing 
both structural and financial aspects of the Islami- 
zation process within a unified framework — mini- 
mizing income and wealth differences and reor- 
ganizing the production structure to ensure an 
adequate flow of wage goods and investment 
goods. Describes the character and objectives of 
an Islamic economic system and discusses choosing 
an appropriate policy package aiming at the 
Islamic ideal. Co-authors are H. U. Beg, Rafiq 
Ahmed, and Mian M. Nazeer. No index. 

O'Conner, James. Accumulation crisis. New York 
and Oxford: Blackwell, 1984. Pp. viii, 261. $24.95. 
ISBN 0-631-13552-9, JEL 85-0065 

Focuses on the conditions of economic and social 
reproduction and their relation to economic and 
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social crisis tendencies, discussing those conditions 
which are specific to American capitalism. Argues 
that American individualism became self-contra- 
dictory and had outlived its usefulness as a source 
of economic and social integration by the mid- 
twentieth century. However, individualist ideolo- 
gies and practices remain as the "social cement” 
of U.S. late capitalism. Contends that the current 
crisis of American capitalism may be regarded as 
an underproduction crisis of capitalism. The in- 
crease in costs of reproducing the working and 
salaried classes and the increased inflexibilities in 
using labor power from the standpoint of capital 
have resulted in a crisis when capital accumulation 
has become constrained by conditions of direct 
and indirect exploitation of labor and resource 
availability rather than by conditions of effective 
demand. The author is Professor of Sociology and 
filconomics at the University of California, Santa 
Cruz. Index. 

Zimbalist, Anobew and Shebman, Howard J. 
Comparing economic systems- A political-eco- 
nomic approach Orlando; London: Toronto and 
Sydney; Harcourt Brace Jovanovich, Academic 
Press, 1984. Pp. xiv, 482. $22.00. ISBN 0-12- 
781050-1. , JEL 85-0066 

Analyzes and compares different types of eco- 
nomic systems — market economies under capital- 
ism (Japan, Sweden, and France), central planning 
in the U.S.S.R. and in developing countries (China 
and Cuba), and market socialism (Hungary and 
Yugoslavia). Describes and analyzes the different 
economic institutions in each system. Develops a 
dynamic perspective, approaching a country’s eco- 
nomic system as having its own internal logic and 
made up of political, social, cultural, and economic 
characteristics. Each of the sixteen chapters in- 
clude recommended readings. Zimbalist and Sher- 
man are members of the faculty at Smith College 
and the University of California, Riverside, respec- 
tively. Index. 

See also: Book Numbers JEL 85-0033, 85-0034, 85- 
0095 

100 Economic Growth; Development; 

Planning; Fluctuations 

110 Economic Growth; Development; and 
Planning Theory and Policy 

Amin, Samir, ed. Human resources, employment 
and development. Volume 5, Developing coun- 
tries: Proceedings of the sixth World Congress of 
the International Economic Association held in 
Mexico City, 1980. New York: St. Martin’s Press, 


1984. Pp. xxiii, 307. $35.00. ISBN 0-312-39959-6. 

JEL 85-0067 

Thirteen previously unpublished papers reflect 
varying views on theoretical approaches to em- 
ployment in the Third World. Five papers discuss 
the problem of employment in developing coun- 
tries. Two papers focus on income distribution and 
the pattern of development. Other papers discuss 
the basic needs approach, industrialization policy, 
the informal sector, and immigrant workers in Eu- 
rope. The contributors are economists The editor 
is Director of the U.N. African Institute for FJco- 
nomic Development and Planning at Dakar. In- 
dex. 

Ba.su, Kaushik. The less developed economy. A cri- 
tique of contemporary theory. Oxford and New 
York. Blackwell, 1984. Pp. x, 198. £I7..50. ISBN 
0-631-131 1 1-6. JEL 85-0068 

An examination of theory m development eco- 
nomics, which formalizes some older doctrines and 
explains the newer advances, presenting and crit- 
icizing recent works. Attempts to bring together 
some works that are conventionally kept separate 
because they are from different ideological fields. 
Discusses some anthropological and sociological 
writings, but the approach remains economic. Af- 
ter discussing the vicious cycle of poverty and mac- 
roeconomic problems, focuses on the dual econ- 
omy and the rural economy, including discussions 
of the causes of technological stagnation, the 
consequences of different forms of land tenure, 
and the nature of rural credit markets, ending with 
a model of interlinked factor markets, Concluding 
remarks treat some methodological issues The au- 
thor is Reader in Economics at the Delhi School 
of Economics. Subject and name indices. 

Binkin, Martin. America's volunteer military: 
Progress and prospects Studies in Defense Policy 
series Washington, D C Brookings Institution, 
1984, Pp. viii, 63. $6,95, paper. ISBN 0-8157- 
097.5-7, JEL 85-0069 

Reviews how the nation fared in manning the 
armed forces with volunteers in the first ten years 
following the end of con.scriphon. Assesses the 
prospects for maintaining the volunteer system, 
taking into account the upcoming decline in the 
youth population, anticipated increases in the 
complexity of military weapons, and possible 
changes in the economy. Concludes that despite 
the recent successes the volunteer concept is not 
assured of survival; the armed forces will have to 
settle for fewer or less capable recruits as competi- 
tion intensifies with civilian employers and higher 
education institutions for the shrinking number 
of young Americans. The author is a Senior F'ellow 
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in the Brookings Foreign Policy Studies progrum. 

No index 

Frank, Andre GifNUKit, Cntu/ue and anti-eritu/ue. 
ICssays on dependence and refnrmtsm New York. 
Eustbourrie, Fngtand, f'oronto and Tokyo Hrao- 
ger, 1984. Pp, xni. 336. .$34 95 ISBN 0-03- 
063737-6. JEL H5-rm0 

Twenty-live essays written since 1 968 concern- 
ing isstie.s in social science, economic history, and 
political economy. The essays reflect the complex- 
ity of the advance and retreat of popular and/or 
military reformism in Latin .America, particularly 
Peru, Bolivia, Argentina, and Ghile, combined 
with the antireformisl and counterrevolutionary 
reaction. Adopts a defensive stance to defend a 
revolutionary position against reformism and the 
reaction it generates. Argues that in the Third 
World, only revolutionary class and ideological 
struggle can eliminate the causes and conse- 
quences of underdevelopment. Includes a paper 
answering and listing critiques of the author's writ- 
ings as well as references to works on dependency 
theory. The final paper commemorates the cen- 
tennial of Marx's death and complements the 
"anti-critique" section. An appendix pre.sents the 
history and outline of an unpublished "Reader on 
Underdevelopment in Asia, Africa, and Latin 
America" and formulates, together with Said A. 
Shah, a theory of dependence as the cause of un- 
derdevelopment The author is Professor of Devel- 
opment Economics and Social Science and Direc- 
tor of the Institute for Socio-Economic Studies of 
Developing Regions at the University of Amster- 
dam. Index, 

Ganguly, BiheshwaR. The economics of public en- 
terprise (a break-even analysis). Patna: Bharati 
Bhawan, 1984. Pp. xv, 21 1 $8.00. 

JEL 85-0071 

Develops a composite model of cost accoun- 
tancy based on a simple “break-even" model, in 
order to develop a criterion of productive effi- 
ciency of public enterprizes in a developing mixed 
economy f’oeus is on economic efficiency from 
the points of view of productivity and growth, and 
on developing a criterion that may be used by 
public officials and members of the technostruc- 
ture of public organizations. The model employs 
a temporary equilibrium method of comparative 
statics involving a fix-price method for analyzing 
the relative price policy of public sector oligopo- 
lies. Discusses the use of the model in relation to 
profit maximization, output maximization, pricing 
policies, overhead costs, and the choice of tech- 
nique. The author is Visiting Professor and Profes- 
sor-in-Charge, L. N. Mishra College of Business 


Miumgement, Bihar University, Muzaffarpur, In- 
dia. Bibliography; author and subject indices. 

Chosh, Phadip K., ed. Development policy and 
planning: A Third World perspective. Foreword 
by Gamam Corea. International Development 
Resource Books, no. 8. Westport, Conn., and Lon- 
don: Greenwood Press, 1984. Pp. xxiv, 626. $55.00. 
ISBN 0-3 1 3-24 144-9. JEL 85-0072 

Seventeen reprinted articles representing cur- 
rent international issues and trends affecting Third 
World development, analytical methods, strate- 
gies and policies for development planning tech- 
niques, and selected Third World country studies, 
Also includes statistical information and a descrip- 
tive bibliography of information sources; a 
selected, annotated bibliography of books, doc- 
uments, and periodical articles published since 
1970; and a directory of information sources. The 
editor is President of the World Academy of De- 
velopment and (Cooperation, Washington, D.G In- 
dex 

Ghosh, Pradip K , ed Economic policy and plan- 
ning in Third World development Foreword by 
Gamani Corea. International Development Re- 
source Books, no 7 Westport, Conn , and London 
Greenwood Press, 1984 Pp xxviii, 711. $.59 95 
ISBN 0-3 1 3-24 143-0. JEL 85-0073 

Sixteen reprinted articles representing current 
international issues and trends affecting economic 
policy and planning in Third World development 
as well as analytical methods, .strategies, and poli- 
cies for development and .selected country studies. 
Also includes statistical information and a descrip- 
tive bibliography of information sources; a se- 
lected, annotated bibliography of books, docu- 
ments, and periodical articles publi.shed since 
1970; and a directory of information sources. The 
editor is President of the World Academy of De- 
velopment and Cooperation, Washington, D.C. In- 
dex. 

Ghosh, Pradip K,, ed. Third World development. 

A basic needs approach. Foreword by Gamani 
Corea. International Development Resource 
Books, no 13. Westport, Conn., and London: 
Greenwood Press, 1984 Pp. xxiv, 435. $45.00. 
ISBN 0-313-24149-X. JEIL 85-0074 

Seventeen reprinted articles representing cur- 
rent international issues and trends affecting basic 
needs strategies as well as analytical methods, 
strategies, and policies and selected country stud- 
ies. Also includes statistical information and a de- 
scriptive bibliography of information sources; a 
selected, annotated bibliography of books, doc- 
uments, and periodical articles published since 
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1970; and a directory of information sources. The 
editor is President of the World Academy of De- 
velopment and Cooperation, Washington, D.C. In- 
dex. 

Gordon, Suzanne and McFadden, Dave, eds 
Economic conversion: Revitalizing America's 
economy. Cambridge, Mass.; Harper & Row, Bal- 
linger, 1984. Pp xxi, 2.57. $28.00, cloth; $12.95, 
paper. ISBN 0-88410-967-4, pbk. 

JEL 85-0075 

Fifteen previously unpublished essays discuss 
the concept of economic conversion, the process 
through which military production facilities are 
transformed into civilian production facilities. Es- 
says argue that conversion is a strategy to encour- 
age a radical change in the economic decision- 
making process and a greater participation of the 
communities that are affected by economic plan- 
ning F.mphasizes that conversion involves work- 
able plans for creating jobs and keeping plants 
open as well as alliances of those who are most 
affected by current economic policies and in- 
creases in military spending Three e.ssays present 
case studies in conversion — the Lucas Aerospace 
plan, economic conversion activity in Western Eu- 
rope. and the McDonnell Douglas Project Gordon 
is Director of the International Economic Conver- 
sion Conference McFadden is Founder and Senior 
Research Associate of the Mid-Peninsula Conver- 
sion Project. Bibliography; index. 

Gran, Guy. Development hy peofile- Citizen con- 
struction of a just world Foreword by Mary Ra- 
r.ELlS HoLl.NSTElNER. New York: Praeger, 1983 
Pp. xxiv, 480. Paper. ISBN 0-03-063296-X. 

JEL 85-0076 

Reinterprets contemporary Third World devel- 
opment, arguing for participatory development 
and empowerment of the masses of poor people 
in Third World countries in order to attain a more 
productive and democratic way of life. Criticizes 
the international donor agencies as limiting the 
access of the poor to power and decision-making 
by virtue of their outlooks, structures, and proce- 
dures, Contends that the poor must advance by- 
means of education and organization for empow- 
erment. Sketches a development system designed 
to be run from the bottom up by citizens. Includes 
a bibliographical guide to development studies 
that provides “a broader, more interdisciplinary 
and systems-based appreciation of the knowledge 
appropriate for authentic development work." 
The author is consultant on international develop- 
ment and Adjunct Professor of Comparative Poli- 
tics at the American University, Washington, D C. 
Bibliography; index. 


Hirschman, Albert O, Getting ahead collectively 
Grassroots experiences in Latin America With 
photographs by MnCHEi.1, Denburc. .New York, 
Oxford; Toronto and Sydney: Pergamon Press, 
1984. Pp. X, 101. $13.95. ISBN 0-08-031616-6. 

JEL 85-0077 

An illustrated commentary on the attempts of 
communities in the Dominican Republic, Colom- 
bia, Peru, Chile, Argentina, and Uruguay to “bet- 
ter their condition," noting common features and 
comparative patterns. Presents observations on 
types of developmental sequences; discusses the 
emergence of collective endeavors; examines in- 
termediate organizations, which help improve the 
lot of the low income people Speculates on the 
social and political effects of a dense network of 
grassroots development efforts and its impact on 
the traditional character of I.,atin American soci- 
ety. Contends that the venture of grassroots devel- 
opment denies reliance on the gross national prod- 
uct and the rate of growth as the arbiters of 
economic and human progress. In lieu of macro- 
economic measures, importance is laid on the 
transformation of social, cultural, and personal re- 
lationships to bring about economic and political 
changes. Hirschman is Professor of Social Science 
at the Institute for Advanced Study, Princeton, 
New jersey. No index 

Hope, Kempe Ronald. The dynamics of develop- 
ment and development administration. Contribu- 
tions in Economics and Economic History series, 
no. 56, Westport, Conn., and London: Greenwood 
Press, 1984, Pp. 128. $27.95 ISBN 0-313-24269-0. 

JEL 85-0078 

Focuses on the concepts of development and 
development administration, emphasizing the 
evolution and current perspectives and dimen- 
sions of the two concepts Argues that to achieve 
development of a nation, the development admin- 
istration machinery must be compatible in terms 
of its ability and capability to perform the task 
within the overall development strategy, and that 
strategy should encompass the social, political, cul- 
tural, and environmental needs of each developing 
country. The author is .Senior Fulbright Lecturer 
at the Institute of Social and Economic Research 
at the University of the West Indies in Kingston, 
Jamaica. Index. 

Kirkpatrick, C. H.; Lee, N. and Nixson, F. 1. Indus- 
trial structure and policy in less developed coun- 
tries London; Boston and Sydney; Allen & Unwin, 
1984, Pp. xii, 263, $29.00, cloth, $11.95, paper. 
ISBN 0-04-338 1 16-2, pbk. JEL 85-0079 

Textbook for development and industrial eco- 
nomics courses. Analyzes the industrial conditions 
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prevailing in Third World countries, relating these 
conditions to the process of economic and struc- 
tural transformation in LDCs. Combines the ana- 
lytical approaches of development and industrial 
economics, including both sectoral and aggregate 
levels of analysis and industry analyses at the mar- 
ket or enterprise level, .\ssesse.s the levels of over- 
all concentration and of concentration in individ- 
ual LDC markets and evaluates the relationship 
to the levels of performance within the industrial 
sector. The behavior of privately owned enter 
prises within the TDC industrial .sector is discussed 
with €-mphasis on the behavior and performance 
of transnational corporations and the conduct and 
performance of large- and .small-scale indigenous 
enterprises'. Kxamines publicly owned enterprises 
in the LOC industrial sector and their hnuiicial 
results, pricing policies, and factor productivity 
performance. Discusses industrial jxilicy issues 
Chapters include further reading. Prerequisite is 
completion of first year univer.sity level courses 
in economics. The authors are Senior Lecturers 
at the University of Manchester Bibliography; au- 
thor and subject indices. 

MSG , Norman and Roberts, Bryan. Miners, 
pea.sants and entrepreneurs Renional develop- 
ment in the central hinhlands of Peru. Cambridge 
Latin American Studies series, no 48. Cambridge; 

New York and Sydney: Cambridge University 
Pres.s, 1984. Pp. x, 288 $49.50 ISBN 0-521- 
24809-4. JEL 85-OOHO 

Explores the issue of whether integration into 
the international captalist economy results in stag- 
nation for underdeveloped economies or in sus- 
tained economic growth and diversification. This 
regional analysis focuses on the social and political 
dimeasions of capitalist expansion in the central 
highlands of Peru, which has been closely linked 
to the large-scale, foreign-owned mining enter- 
prise. Examines the linkages between the different 
economic sectors and social groups in Junin, Pasco, 
and Huancavelica, located east of Lima, emphasiz- 
ing the impact of the mining economy. Argues 
that the locally dominant class is weakly organized 
when the major production resources are exter- 
nally controlled. Concludes that the need for in- 
frastructure building for the mining enterprise re- 
sulted in the occurrence of significant growth and 
diversification in the area with the emergence of 
a locally dominant class based on services and that 
the recruitment of male mine workers resulted 
in the development of small-scale craft and trading 
activities at the village level. Hence, investments 
were channelled into transport, trading activities, 
and improvement of social infrastructures rather 
than in developing local agricultural or industrial 


production. Long is a member of the Department 
of Rural Sociology at the Agricultural University 
of Manchester, England. Bibliography; index. 

McKinlay, R. D. and Mdghan, A. Aid and arms 
U> the Third World: A n analysis of the distribution 
and imtHtct of U.S. official transfers. New York; 
St. Martin’s Press, 1984. Pp. vi, 282. $27.50. ISBN 
0-312-01481-3. JEL 8,5-0081 

Quantitative, cross-national study of U.S. ofiBcial 
transfers (economic aid, military assistance, and 
arms sales) to the Third World over the period 
1950-79. Objective is to identify factors that struc- 
ture the distributions of transfers and assess the 
impact of official transfers. Examines relationships 
between Four clusters of foreign policy interests 
(power politics, competition with communism, 
economic interests, and socio-political interests) 
and the volume and impact of U.S. official transfers 
to Third World recipients. Describes the evolution 
of U.S. relations, in a Third World context, with 
its major allies and multilateral agencies. Con- 
cludes with a discussion of the changing role of 
the U.S in the international political system. 
McKinlay is at the University of Lancaster and 
Mughan is at the University of Cardiff. Index. 

Meier, Gerald M. Emerging from poverty: The eco- 
nomics that really matters New York and Oxford' 
Oxford University Press, 1984. Pp. ix, 258 $29.95 
ISBN 0-19-.503374-4. JEL 85-0082 

Audits the post-World War It record of the inter- 
national community’s efforts to accelerate the de- 
velopment of the poor countries in Africa, Asia, 
and Latin America. Examines the interplay be- 
tween economic thought and development policy, 
relating the lessons of the development experi- 
ence to the evolution of thought on economic de- 
velopment. In three parts, activities by the inter- 
national community — achievements and failures 
in development; evolution of thinking by econo- 
mists on development problems; and assessment 
of economists’ concern about development prob- 
lems. Argues that the vision of the development 
economist must encompass more relevant techni- 
cal analysis and must be translated through persua- 
sion into more effective policy action. The author 
is Professor of International Economics at Stanford 
University. Index. 

Meier, Gerald M. and Seers, Dudley, eds. Pio- 
neers in development. New York; Oxford; Toronto 
and Melbourne: Oxford University Press for the 
World Bank, 1984. Pp. x, 372. $29.95. ISBN 0- 
19-520452-2. JEL 85-0083 

Ten previously unpublished papers, each with 
comments, originally presented as lectures held 
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at the World Bank by economists who produced 
seminal works in development economics during 
the late 1940s and the 1950s. Each author reas- 
sesses the main themes of his earlier works and 
reconsiders their assumptions, concepts, and pol- 
icy prescriptions in relation to the course of devel- 
opment. An introductory historical chapter by 
Meier discusses some of the intellectual trends and 
institutional features that shaped the environment 
of the formative period. The ten contributors are- 
Ijord Bauer, Colin Clark, Albert O. Hirschman, 
Sir Arthur Lewis, Gunnar Myrdal, Raul Prebisch, 
Paul N, Rosenstein-Rodan, Walt Whitman Rostow, 
H. W. Singer, and Jan Tinbergen. Includes a con- 
cluding postscipt on development dichotomies by 
Paul P Streeten. Meier is Professor of Interna- 
tional Economics at Stanford University. Index. 

Munck, Ronai.DO. Politics and dependency in the 
Third World- The case of iMtin America. Third 
World series. Jordanstown, Newtonabbey, Antrim- 
Ulster Polytechnic; London: Zed Books; distrib- 
uted in the U.S. by Biblio Distribution Center, To- 
towa, N.J., 1984. Pp. 374. $3,5.50, cloth; $13.95, 
paper. ISBN 0-86232-165-4. JEL 85-0084 

Explores the political struggles to overcome so- 
cial problems in the Third World, with special ref- 
erence to Latin America. Main themes concern 
class and politics in Third World development, 
where the author sees development as a relation- 
ship in which there is a dominant and a dependent 
element, i.e., the historical process of capital accu- 
mulation and the extension to ail countries. Exam- 
ines the theory of dependent development and 
its evolution since the formation of the world econ- 
omy; discusses the various aspects of class; and 
presents the main forms of political regimes. A 
concluding chapter highlights “bourgeois revolu- 
tion” as a central concept in the political develop- 
ment of the Third World, arguing that this type 
of revolution in Latin America was neither classi- 
cally democratic, nor fascist, nor communist. Con- 
tends that an oligarchic state form emerged from 
the vacuum created by the dissolution of social 
and political structures based on an external mon- 
archy. The author is a member of the faculty of 
Ulster Polytechnic in Northern Ireland. Bibliogra- 
phy; no index. 

Sau, Ranjit. Underdeveloped capitalism and the 
general law of value. Atlantic Highlands, N.].; Hu- 
manities Press, 1984. Pp. xii, 253. $17.75. ISBN 
0-391-03097-3. JEL 85-0085 

Arguing that "the multiplioity of the ruling 
classes and the instability of their alliance imparts 
a new dynamic to underdeveloped capitalism,” 
analyzes the laws of motion of underdeveloped 


capitalism, using India as a representative exam- 
ple. Enumerates the laws of materialist dialectics; 
extends the Marxian law of value into the “General 
Law of Value," which relates production of surplus 
value, its distribution, and its disposal in an econ- 
omy having a multiplicity of contradictions among 
classes. Discusses the relationship between rent, 
merchants' profit, and "super” profit on industrial 
capital. Examines unequal exchange between un- 
derdeveloped and developed economics and in- 
ternal unequal exchange. Sau is Professor of Eco- 
nomics at the Indian Institute of Management, 
Calcutta. Bibliography; no index. 

SUTELA, Pekka. Socialism, planning and optimal- 
ity: A study in Soviet economic thought. Commen- 
tationes Scientiarum Socialium, no. 25. Helsinki: 
Finnish Society of Sciences and Letters, 1984. Pp. 
230. Paper. ISBN 951-653-126-1. JEL 85-0086 
A study of the piolitical economy of the Soviet 
school of mathematical economics now called 
“The Theory of the Optimal Functioning of the 
Socialist Economy" (SOFE). Examines the relation 
between SOFE and Soviet political economy, the 
idea of socialism as the optimal society in Soviet 
economics, and change in Soviet economics. Re- 
gards SOFE as a part of Soviet Marxist thought 
and concentrates on continuity in Soviet thought. 
Presents the history of the piolitical economy of 
socialism from three points of view: the nature 
of socialism, the relation of positiveness and nor- 
mativeness in the theory of socialism, and the posi- 
tion of economic science in socialist society. Gives 
an account of the rise and development of SOF’E, 
circa 1963-1983, concentrating on the general 
theoretical foundations. Analyzes the political 
economy of SOFE and its relation to traditional 
political economy. Concludes that “the conception 
of the Mathematical Revolution in Soviet econom- 
ics is in need of some reconsideration.” Bibliogra- 
phy; no index. 

Worsley, Peter. The three worlds: Culture and 
world development. Chicago: University of Chi- 
cago Press; London- Weidenfeld & Nicolson, 1984 
Pp. xiv, 409. $28.00, cloth; $12 95. paper. ISBN 
0-226-90755-4, pbk. JEL 85-0087 

Examines the contemporary Third World, argu- 
ing that the directions it has taken have been 
shaped by the first and second world models of 
development: an economy based upon private 
property in the means of production and an econ- 
omy based upon collective, state ownership of the 
production and upon production planning. Cri- 
tiques existing theories of development, arguing 
that the concept of culture has been ignored by 
social scientists “who reduce the study of society 
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to (yoltitcal ocononiy or the study of sot'ial stfuc- 
turo " Discusses the undoing of the peasantry in 
modern societies and tho making of the working 
class. Attempts to bring .some theoretical under- 
standing of ethnicity and nationalism and their 
relationship to class Points out that nationalism 
of the new military regimes in the Third World 
is a way, not only of maintaining boundaries ol 
new nation-states or monopolizing access to re- 
sources, but of creating resources through planned 
modernization along capitalist Imes via multina- 
tional corporations and modern management 
strategies Contends that there has been “an aban- 
donment of even the rhetoric of 'serving the peo- 
ple’ and its replacement by an all-out, nakedly 
capitalist, inegalitarian and usually authoritarian 
development strategy." The author is Professor 
Krneritu.s of Sociology at the University of Man- 
chester. Bibliography; index. 

See also: Book Numbers JEL 85-0008. 85-0301 
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Bhaixa, a. S. Economic transition in Hunan and 
Southern China. New York: St. Martin’s Press, 
1984, Pp. XIX, 198. $27 50, ISBN 0-312-23669-7 

JEL 85-0088 

Focuse-s on the impact of the new economic poli- 
cies introduced in 1979 on the economies of the 
five provinces of the Central-South Region of 
China — Guangdong, Guangxi, Henan, Hunan, and 
Hubei. Examines the influence of the economic 
reforms on the employment and technology 
choice. Maps out Hunan’s economy since 1976 in 
the context of the overall economic situation of 
its four neighbors, comparing the population, em- 
ployment, agricultural, and industrial structures 
in the five provinces. Focuses on specific policy 
reforms covering agricultural pricing, investment 
reallocation toward light industry, decentralized 
economic management, the production responsi- 
bility system, and the labor employment system. 
Analyzes technology imports and foreign invest- 
ment. Discusses agricultural mechanization, rural 
industrialization and employment, and the compe- 
tition between urban and rural industry. Conclud- 
ing remarks note that the Hunan government, in 
implementing the Chinese national policy, has em- 
phasized expansion of exports and use of foreign 
capital to push its modernization program. Sug- 
gests that Chinese exports should be concentrated 
on labor intensive products, since these embody 
its abundant factor (labor) and economize its 
scarce resources. The author is Chief of the Tech- 
nology and Employment Branch, International 
Labor OflSce, Geneva. Bibliography; name and 
subject indices. 


Bbadley, John and Fanning, Connell. Aggre- 
gate supply, afifitegtite dernartd arid tricome distri- 
bution in Ireland; A macrosectural analyses. Pa- 
per no. 115. Dublin: Economic and Social 
Research Institute, 1984. Pp. xiii, 367. Ire£ 10.00, 
paper. ISBN 0-7070-0064-5. JEL 85-4)089 

Develops a macrosectoral framework, namely, 
the framework provided by the balance between 
the sources and uses of aggregate supply, as the 
basis for an empirical analysis of the Irish economy; 
emphasizes medium term aspects of the economy. 
Examines the nature and role of production func- 
tions, technology, and factor demand systems. An- 
alyzes: (1) the supply of output in the Irish econ- 
omy in terms of three subsectors (industry, 
agriculture, services); (2) domestic absorption and 
foreign demand; and (3) income distribution (in- 
come accruing to the factors of production). Inte- 
grates previous relevant work. John Bradley is a 
Senior Research Officer at the Economic and So- 
cial Research Institute, Dublin. Connell F’anning 
is a Statutory Lecturer, Department of Economics, 
University C^ollege, Cork. No Index. 

Caves, Rk.hard E. and Khause, Lawrence B , 
eds The Australian economy. A view from the 
North. Washington, D.C,'.- Brooking.s Institution, 
1984. Pp XIV, 415. $32 95, cloth; $12.95, paper 
ISBN 0-8157-1326-6. JEL 85-4)090 

Eight papers presented at a Brookings-Canberra 
Conference held in January 1984 focus on the Aus- 
tralian economy Rudiger Dornbusch and Stanley 
FYsher analyze recent economic performance and 
macroeconomic problems, principally the high in- 
flation that followed the wage explosion of 1973- 
75. and focus on the relation between wages, infla- 
tion, and unemployment and on the role of fiscal 
policy in stimulating demand. John F. Helliwell 
considers the influence of natural resources on eco- 
nomic growth, the macroeconomic effects and the 
policy issues of resource developments, and the 
factors determining costs and benefits of different 
rates of resource development. Daniel J. B 
Mitchell describes the labor market, taking into 
account its unique institutional features and their 
economic consequences. Andrew S. Carron out- 
lines developments in the financial system, review- 
ing applicable government policies and presenting 
a rethinking of policies and regulation. Edward 
Gramlich examines basic goals of the tax system 
and its structure. Lawrence B. Krause investigates 
changes in Australia’s comparative advantage in 
international trade. Richard E. Caves addresses 
the measurement of industry efficiency, discussing 
scale, openness, and manufacturing productivity. 
Henry J. Aaron’s paper is on social welfare pro- 
grams. The editors provide introductory and con- 
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eluding chapters. Caves is Professor of Economics 
at Harvard University. Krause is a Senior Fellow 
in the Economic Studies Program of the Brookings 
Institution, Washington, D.C. Index. 

Dumont, RENf; and Mottin, Marie-Fbance. 
Stranglehold on Africa. Translation. Translated 
from the French by Vivienne Menkes. London: 
Andre Deutsch; distributed in the U.S. by Barnes 
& Noble Books, Totowa, N.J., [1980] 1983. Pp. xvi, 
255. $27.50. ISBN 0-389-20456-8. 

JEL 85-0091 

Translated from the 1980 French version, L’Af- 
rique Etranglie, a critique of the agricultural, ru- 
ral, and general policies adopted by West African 
governments, particularly Zambia and Tanzania. 
Incorporates significant changes and updated sta- 
tistics from a 1982 edition. Argues that the indus- 
trialized countries are the prime cause of the pov- 
erty that grips African regions and that the 
Eurocentrist outlook of the Third World is merely 
a form of racism. Points out the failure of two de- 
velopment decades led by the United Nations, as 
evidenced by the failure of agriculture and by mal- 
nutrition, unemployment, and large imports in 
the African countries. Argues that the Western 
“model" has led to “pseudo-development,” which, 
if it continues, will destroy the whole African conti- 
nent. Dumont is an agronomist. Mottin is a French 
writer. Select bibliography; no index. 

CiANARis, Nicholas V, Greece and Yugoslavia: An 
economic comparison. New York; Eastbourne, 
England, Toronto and Sydney: Praeger, 1984 Pp 
xiv, 258 $25.95 ISBN 0-03-071466-4. 

/EL 85-0092 

Examines the main characteristics of Greece (as 
a basically market economy) and Yugoslavia (as a 
mainly planned economy) and reviews develop- 
mental trends toward closer economic cooperation 
between them and with other groups of countries, 
particularly the EEC- and CMEA. Presents a histor- 
ical overview of the socioeconomic problems and 
postwar trends of public versus private sectors in 
both countries. Examines the domestic aspects of 
Greek and Yugoslavian development, covering 
natural and human resources, fiscal and monetary 
policies for higher productivity, public finance, de- 
centralization policies, inflation, and resource allo- 
cation on the sectoral and regional levels. Dis- 
cusses interregional and international trade and 
investment and the possibilities of closer coopera- 
tion and eventual regional integration. The author 
is Professor of Economics at Fordham University, 
New York. Index. 

Head, Brian, ed. State and economy in Australia. 
Oxford; Melbourne; Auckland and New York; Ox- 


ford University Press, 1983. Pp. x, 305. ISBN 0- 
19-554354-8. JEL 85-0093 

Thirteen previously unpublished papers present 
a general and wide-ranging, nontechnical account 
of the main intersections between economic and 
political structures and processes in twentieth cen- 
tury Australia. Three papers are theoretical and 
comparative studies dealing with the Australian 
political economy, theories and problems of the 
state and economy, and Australia in the capitalist 
world economy. Five historical studies in state- 
economy relations discuss: public and private deci- 
sion-making; labor, capital, and arbitration; forma- 
tion of business associations; interventionist state 
and capital and the emergence of a mixed econ- 
omy and the debates over statism; and federalism. 
The last five papers are studies of economic and 
social policy, including urban and regional devel- 
opment, tarifi' policy, trade unions and the arbitra- 
tion system, the welfare state, and inflation and 
unemployment. The contributors are economists 
and political scientists. Head is Senior Lecturer 
in Australian Studies at Griffith University- Index. 

Hoffman, Erik P., ed. The Soviet Union in the 
1980s. Proceedings of the Academy of Political 
Science, vol. 35, no. 3. New York: Academy of Po- 
litical Science, 1984. Pp. xii, 244. $8.95, paper. 
ISSN 0065-0684. JEL 85-0094 

Eighteen papers, twelve previously unpub- 
lished, focus on Soviet domestic politics and for- 
eign policy in the 1980s. Papers analyze the nature 
and extent of the Soviet Union’s present-day prob- 
lems and opportunities in specific fields; the op- 
tions open to Communist party leadership; and 
the course of action it has taken or probably will 
take in response to emerging conditions at home 
and abroad. Papers discuss the economy, legal pol- 
icy, housing, health, the nationality question, the 
media, science and computers, domestic dissent, 
world power, stagnation and encirclement, psy- 
chological factors in the U.S.-Soviet relationship, 
the strategic arms race, arms trade, and the Stalin- 
ist legacy. Contributors are mainly political scien- 
tists, The editor is Associate Professor of Political 
Science, Nelson A. Rockefeller College of Public 
Affairs and Policy, State University of New York 
at Albany, and Senior Associate, Research Institute 
on International Change, Columbia University. In- 
dex. 

Kochanek, Stanley A. Interest groups and devel- 
opment: Business and politics in Pakistan. Delhi: 
Oxford University Press, 1983. Pp. xiv, 393. ISBN 
19-561467-4. JEL 85-0095 

Study of modern business associations in Paki- 
stan and their role in its political system. Designed 
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to serve as a basis of comparison with similar 
groups in South Asia. Examines the systemic fac- 
tors setting the parameters of interest group ac- 
tivities, the problems encountered by Pakistani 
businessmen in collective organizations, and the 
interaction between family business houses and 
modern associations. Analyzes channels of access 
and influence in business in pressing demands on 
government decision-makers and the impact of 
business on public policy. Notes that the martial 
law regime of Zia ul-Haq has been an economic 
success but a political failure, mainly because of 
the lack of effective intermediaries between soci- 
ety and the state. Contends that Pakistan has yet 
to forge a sense of its own identity, has been unable 
to legitimize an effective governmental system, 
and faces a crisis of participahon that has alienated 
the ethnic minorities from the regime The author 
is Professor of Political Science, Pennsylvania Stale 
University. Bibliography; index. 

KtiSAi, Yutaka ANtj Ogino, Yoshitaro. The con- 
lentporary Japanese eronomy. Revised translation. 
Translated by Rai.ph Thompson .^rmonk, N.Y. 
Sharpe; London: Macmillan Press, [1980] 1984. Pp. 
xi, 134. ISBN 0-87332-237-8 JEL 85-0096 
Adapted from the 1980 Japanese edition of Ni- 
hon Keizai Tembo by Nihon Ilyoronsha. Summa- 
rizes the main discussions of the original version, 
compacting the eighteen chapters into eight. The 
first three chapters discuss post-World War H 
trends in the Japanese economy, the high eco- 
nomic growth during 1955-70, and its decline to 
more moderate growth in the 1970s, Mam topics 
are; the high rate of savings, the changing pattern 
in business cycles, and capital accumulation. The 
next three chapters deal with the working of indus- 
trial and financial organizations, and the last two 
chapters cover sociopolitical aspects of contempo- 
rary Japanese economy. Contends that the Japa- 
nese economy is increasingly a competitive, mar- 
ket-oriented economy, with no rising trend in the 
market concentration ratio; small industries are 
surviving and liberalization of financial regulations 
is being undertaken. Kosai is Professor of Econom- 
ics at Tokyo In.stitute of Technology. Ogino is assis- 
tant Director of the Price Research Division of 
the Economic Planning Agency, Government of 
Japan. Index. 

Presley, John R. A guide to the Saudi Arabian 
economy. New York; St. Martin’s Press, 1984. Pp. 
xix. 171. $30.00. ISBN 0-312-35304-9. 

JEL 85-0097 

Written for businessmen, politicians, and visi- 
tors, this guide begins with the historical back- 
<»rniind of Saudi Arabia and descriptions of its pop- 


ulation, geography, climate, government, and law. 
Covers such topics as; the macro economy; the 
industrialization process in the non-oil sector; 
trade and foreign aid; financing economic develop- 
ment; education, health, youth welfare, social ser- 
vices, and justice; and the regional information. 
Also includes a table of Gregorian and Hijrah 
equivalent dates, business information, and infor- 
mation for visitors. The author is Reader in Eco- 
nomics and Course Director in Banking and 
Finance at Loughborough University. Select 
bibliography; index. 

Roy, Subroto. Pricing, planning and politics- A 
study oj' economic distortions in India Occasional 
Paper, no. 69. London- Institute of Economic Af- 
fairs; distributed in North America by Transatlan- 
tic Arts, Albuquerque, N.M., 1984. Pp. 71. $6.95, 
paper. ISBN 0-255-36169-6. JEL 85-0098 

Argues that if lessons of political economy using 
the neoclassical or liberal model had been ac- 
knowledged early in the history of the Indian Re- 
public, there might be a more prosperous econ- 
omy and healthier body politic than there is today. 
Describes the liberal model and contrasts it with 
one in which individual incentive and public insti- 
tutions have been distorted from efficient charac- 
terizations. Proceeds to describe relevant aspects 
of the political history of the Indian Republic (stat- 
ism and a socialist pattern of society). Examines 
economic policies in independent India that have 
distorted incentives and institutions (industry, for- 
eign trade, agriculture, employment, and exam- 
ples related to population control, monsoon dam- 
age, and disarray of the judicial .system). Proposes 
a liberal agenda for political and economic reform. 
Roy is Assistant Professor of Economics, Virginia 
Polytechnic Institute and State University. No in- 
dex. 

See also: Book Numbers JEL 85-0066, 85-0128, 85- 
0136, 85-0167, 85-0228, 85-0258, 85- 
0273, 85-0306 

130 Economic Fluctuations; Forecasting; 
Stabilization; and Inflation 

Ackerman, Frank. Hazardous to our wealth: Eco- 
nomic policies in the 1980s. Boston; South End 
Press, 1984. Pp. 195. $8.00, paper. ISBN 0-89608- 
202-4. JEL 85-0099 

Examines the economic results of Reagan’s first 
three years in office, arguing that the Reagan eco- 
nomic policies are militarily dangerous, socially 
cruel, and industrially short-sighted. Contrasts ri- 
val conservative theories — supply-side economics, 
military Keynesianism, and monetarism. Discusses 
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alternative economic policies (neo-liberalism and 
economic democracy). Outlines an economic pro- 
gram “that would put people before profits." No 
index. 

Alperovitz, Gar and Faux. Jeff. Rebuilding 
America. New York: Pantheon Book.s, 1984 Pp. 
xi, 319. $20.00, cloth; $10.95, paper. ISBN 0-394- 
53200-7. JEL SS-OIM 

Explores alternative ways to manage the Ameri- 
can economy. Describes how the economic system 
is breaking down and examines the implications 
of the disjuncture between an obsolete ideology 
and the new economic era. Proposes an integrated 
series of solutions for the trade-off between full 
employment and stable prices. Considers some of 
the institutional and political requirements for 
democratic planning. The authors are codirectors 
of the National Center for Economic Alternatives 
Index. 

Avui-a, Xavier J. R., et ai.. Mathematical modell- 
ing in science and technology. The Jourth Interna- 
tional conference, Zurich, Switzerland, August 
1983. New York, Oxford; Toronto and Sydney: Por- 
gammon Press, 1984. Pp. xvi, 1006. $150.00 ISBN 
0-08-030156-8 ’ JEL 85-0101 

Presents 178 papers and proceedings of the 
Fourth International Conference on Mathematical 
Modelling held at the Swiss Federal Institute of 
Technology, Zurich. The objective of the confer- 
ence was to bring together researchers from vari- 
ous disciplines to exchange ideas and discuss the 
philosophy and common problems encountered 
in the mechanics and methodology of mathemati- 
cal modeling along with its applications. The fol- 
lowing topics are covered: systems theory (in- 
cludes dynamical systems), parameter estimation 
and system identification, optimization, stochastic 
modeling, simulation, and numerical modeling. 
Also discusses applications in the areas of chemical 
engineering, solid and fluid mechanics, water re- 
sources, biomedical modeling, economics (macro- 
economics and microeconomics models), transpor- 
tation, industry, demography, and education 
Avula and co-editor Anthanasious I. Liapis are at 
the University of Missouri, Rolla; Rudolph E. Kal- 
man is at the University of Florida, Gainesville, 
and Ervin Y. Rodin is at Washington University. 
No index. 

Goodwin, R. M.; Kruger, M, and Vercelli, a., 
eds. Nonlinear models of fluctuating growth: An 
international symposium, Siena, Italy, March 24- 
27, 1983. Lecture Notes in Economic and Mathe- 
matical Systems, vol. 228. New York; Berlin and 


Tokyo; Springer, 1984. Pp. xvii, 277. $17.50, paper. 
ISBN 0-387-13349-6. JEL 85-0102 

Fifteen papers raise questions and present alter- 
natives to those models which describe the evolu- 
tion of capitalism in terms of steady-state growth. 
Papers center on the view that economic fluctua- 
tions are the natural outcome of the internal dy- 
namic structure and conflicts of the capitalist econ- 
omy. Papers in the first and second parts present 
contributions to a theory of fluctuating growth; 
many of the papers are extensions of the predator- 
prey Model of the Growth Cycle. Papers in part 
three survey new mathematical methods for ana- 
lyzing nonlinear dynamic economic models. The 
last section presents two econometric models of 
the Italian and the British economies Goodwin 
and Vercelli are members of the Department of 
Economics at the University of Siena; Kruger is 
at the University of Osnabriick, West Germany. 
No index. 

Heeri'JE, Arnold, interviewer. The U.S A. in the 
world economy San Francisco: Freeman, Cooper, 
1984 Pp, 116. $12.50, cloth; $6.90, paper. ISBN 
(1-87735-801-X. JEL 85-0103 

Ten interviews broadcast in 1983 by the Dutch 
radio station AVRO regarding each economist's 
perspective on the recovery of the world economy 
in the 1980s. Interviewed are- Amartya Kamar 
Sen, Michael Bruno, Lawrence R. Klein, Milton 
Friedman, John Kenneth Galbraith, Robert L 
Ileilbroner, James Tobin, Frank Hahn, John Ma- 
rion Lctiche, and Jan Tinbergen Questions solicit 
the economists' views on the possibility of a world 
recovery, its probable strength and perseverance, 
and the conditions to be met to avoid another pe- 
riod of stagnation and massive unemployment. In- 
cludes a previously published postscript by Alan 
S Blinder on the question of a Keynesian revival. 
Heertje is Professor of Economics at the University 
of Amsterdam. No index. 

International Monei ary Fiind. World economic 
outlook A .survey by the staff of the International 
Monetary Fund. Occasional Paper, no 27. Wash- 
ington, D.C.. Author, 1984. Pp. ix, 222, $12.00, 
paper ISSN 0251-6365 JEL 85-0104 

Fifth annual review of world economic develop- 
ment, covering 1983 and prospects for 1984. Ana- 
lyzes data for Fund countries pertaining to eco- 
nomic recovery, growth and adjustment, external 
debt and balance of payments adjustment, and ex- 
change rates and policy interactions. A supple- 
mentary notes section discusses developments in 
industrial, oil exporting and non-oil developing, 
and Eastern European countries. Contains a de- 
tailed statistical appendix. No index. 
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Kubtzman, Joel. Futurcasting: charting a way to 
your future. Palm Springs, Calif.: ETC, 1984. Pp. 
94. $9.95, paper. )EL 85-0105 

Textbook /workbook concerning how to use Fu- 
tures Research (futurcasting) methods to generate 
alternative futures for personal and organizational 
life and to create strategies that will steer trends 
in a desired direction. Contains chapters and exer- 
cises pertaining to. looking for the future, vision- 
ing, the systems approach, trees of impact, scenar- 
ios, the Delphi method, trend analysis, and setting 
new goals for the future. Glossary; no index. 

Mahqlez, Jaime H. Oil price effects and OPEC’s 
pricing policy. An optimal control approach. 
Wharton Econometric Studies Series. Lexington, 
Mass., and Toronto: Heath, Lexington Books, 1984. 
Pp xiv, 206. $35.00. ISBN 0-669-08200-7 

JEL 85-0106 

F.xamines the international transmission of oil 
price effects and the determination of oil prices. 
Formulates a theoretical model of the world econ- 
omy to highlight the channels by which the effects 
of an increase in the price of oil are internationally 
transmitted to the Gross Domestic Product of the 
developed, OPEC, and non oil-exporting less-de- 
veloped countries. Uses the model and the ex- 
ogeneity of oil prices to estimate a medium-size 
econometric model for three-region world econ- 
omy. Studies the impact of oil price increases on 
real income, international trade, and inflation us- 
ing dynamic multipliers. Derives optimal prices, 
considering the feedback effects of oil prices on 
real income. Applies optimal control theory to the 
econometric model and derives optimal oil prices 
using this approach. The author is a Staff Econo- 
mist of the International Finance Division of the 
Board of Governors of the Federal Reserve Sys- 
tem. Index. 

Owen, David; Brzezinski, Zbigniew and Okita, 
Saburo. Democracy must work: A trilateral 
agenda for the decade: A task force report to the 
Trilateral Commission. Triangle Papers series, no. 
28. New York and London; New York University 
Press; distributed by Columbia University Press, 
New York, 1984. Pp. 88. $12.50. ISBN 0-8147- 
6160-7. JEL 85-0107 

Analysis of the global trends on which realistic 
projections may be based and proposals of objec- 
tives and solutions for the maintenance and exten- 
sion of democracy over the next decade. Con- 
cerned with the trilateral industrial democracies 
whose capabilities and needs differ from the de- 
mocracies in the developing world. Discusses 
employment and equity, interdependence and 
growth, cooperation or fragmentation, and the es- 


sential tasks and trade-offs for action agenda to 
make democracy work. Stresses that annual sum- 
mits of the seven trilateral countries need to de- 
velop the political dynamism and action orienta- 
tion that they have hitherto lacked and that 
economic problems ought to be discussed in con- 
junction with political, military, and strategic con- 
cerns. Owen is a member of the Briti.sh Parliament 
and leader of the social Democratic Party. Okita 
is Chairman of the Institute for Domestic and In- 
ternational Policy Studies. Brzezinski is Herbert 
Lehman Professor of Government at Columbia 
University. No index. 

Palmer, John L. and Sawhili,, Isabel V., eds. The 
Reagan record: A n assessment of America 's chang- 
ing domestic priorities. An Urban Institute Study. 
Cambridge, Mass.. Harper & Row, Ballinger, 1984. 
Pp. xvh, 415. $28.00, cloth; $12.95, paper. ISBN 
0-88730-001-4, pbk. JEL 85-0108 

Ten previously unpublished essays synthesize 
the findings of the Changing Domestic Priorities 
project in a form accessible to the general public. 
The essays interpret significant shifts in domestic 
policy, report on their impact thus far, and explore 
their implications and possible alternatives for fur- 
ther public actions. Topic coverage includes, gov- 
ernance, the economy, the budget, natural re- 
sources and the environment, social policy, 
federalism and the states, nonprofit organizations, 
businesses, and family incomes. The editors are 
codirectors of the Urban Institute’s Changing Do- 
mestic Priorities project. Index. 

Pierre, Andrew J., cd. Unemployment and growth 
in the 'Western economies. Introduction by Rob- 
ert D. Hohmats. Europe-America series, no. 2. 
New York; Council on Foreign Relations, 1984. 
Pp. X, 142. $5.95, paper ISBN 0-87609-001-3 

JEL 85-0109 

Four previously unpublished papers identify 
and clarify differences in interests and perspec- 
tives affecting the European-American relation- 
ship. Marina Whitman discusses persistent unem- 
ployment, and differences in views about the 
causes of and cures for the structural component 
of the problem. Raymond Barre examines trends 
and factors in employment and unemployment in 
the United States and OECD Europe, 1975 to 
1982; characteristics of employment in the U.S. 
and Europe; and problems in national economic 
policy and international cooperation. James Tobin 
presents a macroeconomic diagnosis and prescrip- 
tion for unemployment. Shirley Williams links eco- 
nomic strains in the Western Alliance to the U.S. 
budget deficit, to high interest rates, and to protec- 
tionist pressures in the U.S.; contends that struc- 
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tural employment policies must be sensitive to the 
different sectors of the economy. The editor is Sen- 
ior Fellow at the Council on Foreign Relations. 
No index. 

Rockoff, Hugh. Drastic measures; A history of 
wage and price controls in the United States. Stud- 
ies in Economic History and Policy: The United 
States in the Twentieth Century. Cambridge; New 
York and Sydney: Cambridge University Press. 
1984. Pp. xi, 289. $29.95. ISBN a-521-24496-X 

JEL 85-0110 

Traces the story of American price controls from 
colonial times through the price freeze of the 
Nixon Administration in 1971. Describes various 
systems of control in their historic settings and 
appraises the success in controlling prices, weigh- 
ing the benefits of each control measure against 
its costs. Presents statistical and qualitative evi- 
dence for experiments in colonial Virginia, Massa- 
chusetts Bay, the Revolutionary War, World War 
1, World War II, and the Korean and Vietnam wars. 
Argues that the historical record shows that under 
certain circumstances a temporary application of 
controls can reduce short-run and even long-run 
inflation at a reasonable cost; across-the-board con- 
trols can make a positive short-term contribution 
to the stabilization effort depending on how well 
government can deal with a number of recurring 
problems, one of which is maintaining fiscal and 
monetary restraints. Rockoff is Professor of Eco- 
nomics at Rutgers University. Bibliography; name 
and subject indices. 

Stevens, Guy V. G., et al. The U.S. economy in 
an interdependent world. A multicountry model. 
Washington, D.C.: Board of Governors of the Fed- 
eral Reserve System, 1984. Pp x, 590. $14.50, pa- 
per. JEL 85-011 1 

Report of the capabilities, properties, and per- 
formance of a recently developed econometric 
model, built at the Federal Reserve Board, the 
Multicountry Model (MCM), which emphasizes 
the modeling of international influences on the 
U.S. economy and permits the study of that econ- 
omy as part of an interdependent world system. 
The model focuses on the impact of the foreign 
sector or key domestic variables, allows for a re- 
gime of either flexible or fixed exchange rates, and 
incorporates the major linkages between the U.S. 
and foreign economies. Considers strategic choices 
in building the model, structure and basic features, 
evaluation of model performance and structural 
parameters, fiscal and monetary policy experi- 
ments, changes in central bank intervention and 
monetary policy, and effects of disturbances in in- 
ternational markets. Provides statistics of perfor- 


mance for individual equations, sectors, unlinked 
country models, and the MCM system as a whole. 
Appendices contain complete listings and details 
of the differences among individual country mod- 
els: United States, Canada, Germany, Japan, the 
United Kingdom, and rest of world. Co-authors 
are: Peter B. Clark, Richard B. Berner, Ernesto 
Hernwdez-Cat^, Howard J. Howe, and Sung Y, 
Kwack. Author and subject indices. 

Wachteh, Michael L. and Wachter, Susan M., 
eds. Removing obstacles to economic growth. Phil- 
adelphia; University of Pennsylvania Press, 1984. 
Pp. xlii, 493. $29.95. ISBN 0-8122-7923-9. 

JEL 85-01 12 

Nineteen papers and discussions, originally pre- 
pared for the Wharton / Reliance Symposium held 
at the Wharton School in May 1983, focus on po- 
tential policy remedies for the economic problems 
of slow real output and productivity growth. The 
year 1973-74 is taken as the starting point for the 
slowdown in economic growth and issues are con- 
sidered for a policy agenda geared towards remov- 
ing obstacles to economic growth. Six papers pre- 
sent views on growth strategies and ten policy 
papers deal with labor productivity and demo- 
graphics, managing motivation and the new tech- 
nology, savings and investment, managing the 
government deficit and business cycle, and inter- 
national economic and financial stability. Three 
papers are a summation of the political and inter- 
national setting. An introductory paper by the edi- 
tors sketches out the recent U.S growth perfor- 
mance. The contributors are economists and other 
social scientists. Michael Wachter is Professor of 
Economics and Management and Susan Wachter 
is Associate Professor of Finance, both at the Whar- 
ton School, University of Pennsylvania No index. 

See also: Book Numbers JEL 85-0056, 85-0057. 85- 
0178. 85-0182. 85-0282. 85-0283. 85-0314 

200 Quantitative Economic Methods 
and Data 

210 Econometric, Statistical, and 

Mathematical Methods and Models 

Ancot, J. P., ed. Analysing the structure of econo- 
metric models. Advanced Studies in theoretical 
and Applied Econometrics series, vol 2. The 
Hague; Boston and Lancaster: Nijhoff; distributed 
in the U.S. and Canada by Kluwer Boston, Hing- 
ham. Mass., 1984, Pp. 255 ISBN 90-247-2894-0. 

JEL 85-0113 

Twelve articles originally discussed at an inter- 
national workshop organized by the Applied 
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Kconometric Association held at Krasmtis Univer- 
sity in Rotterdam, December 1982, Papers in part 
one devoted to qualitative methods and discuss 
topics such as: the relative merits of the qualitative 
analysis of causal structures, "poor structures, ’’and 
graph theoretic techniques for structural analysis. 
Part two deals with quantitative analysis. Papers 
use different methods' to analyze specific struc- 
tures in economic theory. Among these are: com- 
plex nonlinear dynamic systems, the structure of 
rational expectations behavior, and static and dy- 
namic characteristics of disequilibrium models. No 
index 

AUBIN, Jean-Fikhhe and Kkei.and, Ivah. Applied 
nonlinear analysts Pure and Applied Mathemat- 
ics .serio.s. New York; Chichester, England; Toronto 
and Brisbane: Wiley, Wiley-Inter.science, 19H4. Pp. 
xi, 518. $47., 50. ISBN 0^471-0,5998-6. 

JEL 85-0114 

Practical introduction to nonlinear analysis and 
theory presenting recent results in the area. Exam- 
ines the following topics: .smooth analysis (inverse 
function theorems, bifurcation, and transversality 
theory); set valued maps, convex analysis; and 
nonsmooth analysis, which is “developed for the 
purptwes of optirnr/ation and stability theory in 
dynamical analysis." Includes applications to op- 
timization and the calculus pf variation, existence 
of equilibria in single-valued and .set-value .sys- 
tems, game theory, Hamiltonian systems, and 
mathematical economics. Aubm and Ekeland are 
at the University of Paris-Dauphine. Bibliography; 
index. 

Ayatey, Siegfried B. Y. Elementary Fortran IV mi- 
croeconomics programs. Lanham, Md. and Lon- 
don: University Press of America, 1984. Pp. 232. 
$11.2.5, paper. ISBN 0-8191-39,50-5. 

JEL 85-0115 

Introductory textbook which applies Fortran IV 
programming to microeconomic models. Explores 
the basic functions of demand, supply, consumer 
behavior, and the behavior of the firm with exam- 
ples and illustrations of how these functions can 
be programmed in Fortran IV for computer analy- 
sis. Presents a step by step exposition with exer- 
cises and suggested answers in the form of com- 
puter printouts at the end of chapters. Requires 
knowledge of elementary algebra. Intended as a 
supplement to standard texts on microeconomic 
principles or analysis. A second volume concerns 
macroeconomic models. Ayatey is Associate Pro- 
fessor, Department of Economics, Grambling 
State University, Louisiana. Bibliography; index. 

Beckmann, Martin J.] Operations research and 
economic theory; Essays in honor of Martin J. 


Beckmann Edited by H. HAUPTMANN, W. 
Kreijle, AND K. C. MOSEER. New York; Heidel- 
berg and Tokyo; Springer, 1984. Pp. xi, 378. ISBN 
0-387-13652-5. JEL 85-0116 

Twenty-eight previously unpublished essays 
marking Martin J. Beckmann ’s 60th birthday and 
honoring his contributions in the Belds of produc- 
tion, price, location theory, and organization the- 
ory and to the theories of growth, of exhaustible 
resources, of technical progress, and others. Orga- 
nized in three parts; economic theory, stochastics 
and decision theory, and computational problems. 
Pour essays deal with macroeconomic models in 
inventory investment, demand, foreign trade, and 
economic conservation laws. Three essays discuss 
production and price theory relating to mechanis- 
tic price indices, the cost of living index, and utility 
functions. Two essays present game-theoretic 
models relevant to cartel laws and market infor- 
mation and rational expectations. P'our spatial eco- 
nomics essays concern Von Thiinen's model of 
general economic interdependence in space and 
time, and aspects of location theory. Nine essays 
explore dynamic programming, probability, as- 
semblage systems, air pollution, optimal replace- 
ment, organizations, sequential tests of composite 
hypotheses, dynamic linear models, and prefer- 
ence orderings in vector spaces. Six essays discuss 
some computational problems in economics, such 
as optimal routes in compound transportation sys- 
tems and the German nonlinear income tax scale 
in linear programming models. The contributors 
are economists. No index, 

Chatfield, C. The analysis of time series- An intro- 
duction. Third edition London and New York: 
Chapman & Hall, [1975, 1980] 1984. Pp, xiv, 286. 
$17.95, paper. ISBN 0-412-26030-1. 

JEL 85-0 H 7 

Third edition has been revised and updated, in- 
cluding clarification of some text material and revi- 
sion of references throughout the text. The major 
new feature of this edition is an additional appen- 
dix giving several detailed worked examples of 
time-series analysis, Chapters include exercises. 
{See JEL no. 76-0694 for previous annotation.] 
Chatfield is at the University of Bath. Author and 
subject indices. 

Ciarlet, P. G. Lectures on three-dimensional elas- 
ticity. Notes by S. Kesavan. New York and Berlin; 
Springer for the Tata Institute of Fundamental 
Research, 1983. Pp. 149. $7.90, paper, ISBN 0- 
387-12331-8. JEL 85-01 ]8 

Presents two lectures delivered at the Indian 
Institute of Science, Bangalore. First, a nonlinear 
system of partial differential equations is estab- 
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lished as a mathematical model of elasticity in 
three dimensions. From here, an "energy func- 
tional" is described, and it is shown that the associ- 
ated Euler equations will give the equations of 
equilibrium. The second lecture discusses mathe- 
matical aspects, in particular the problem of the 
existence and uniqueness or non-uniqueness of so- 
lutions to the system of equations. Includes exer- 
cises. Ciarlet is at the Pierre and Marie Curie Uni- 
versity, France. Index. 

Fomby, Thomas B.; Hill, R. Carter and John- 
son, Stanley R. Advanced econometric methods. 
New York; Berlin and Tokyo: Springer, 1984. Pp. 
xix, 624. $54.00. ISBN 0-387-90908-7. 

JEL 85-0119 

Advanced graduate textbook for a two-semester 
course. Part one surveys basic models, techniques, 
and results. Part two discusses generalized least 
squares and the violations of the assumptions for 
the basic model. Part three introduces a set of 
special econometrics topics: multicollinearity, 
varying and random coefficient models, pooling 
time series and cross-sectional data models, models 
with qualitative and limited dependent variables, 
distributional lags, and uncertainty in model speci- 
fication and selection. Part four focuses on estima- 
tion of simultaneous equation models. Finally, part 
five discusses extensions of simultaneous equation 
models: qualitative or dependent variables, persis- 
tence hypothesis, and more selected applied prob- 
lems. A brief appendix on nonlinear models is also 
included. Requires a basic econometric methods 
course. Each chapter includes summary, exercises, 
and further references. Fomby, Hill, and Johnson 
are at Southern Methodist University, the Univer- 
sity of Georgia, and the University of Missouri, 
respectively. Index. 

Grauer, M. and Wierzbicki, a P., eds. Interactive 
decision analysis: Proceedinffs oj an international 
workshop. Lecture Notes in Economics and Math- 
ematical Systems, no. 229. New York; Berlin and 
Tokyo; Springer, 1984. Pp.viii, 268. $15.50, paper. 
ISBN 0-387-13354-2. JEL 85-0120 

Twenty-eight papers from an International 
Workshop on Interactive Decision Analysis and 
Interpretative Computer Intelligence held at the 
International Institute for Applied Systems Analy- 
sis (IIASA), Laxeiiburg, Austria, in September 
1983. The first paper discusses the use of comput- 
ers and computerized mathematical models for 
decision analysis. Seven papers are concerned with 
how to approach problems in decision making. 
Ten papers are devoted to methods and tech- 
niques that can be used for interactive decision 
analysis. The last section contains ten discussions 


of applications of interactive techniques, covering 
the fields of public policy, energy policy evalua- 
tion, mining, and industrial development. Grauer 
is at the Academy of Sciences of the German Dem- 
ocratic Republic, Berlin; Wierzbicki is at the Tech- 
nical University of Warsaw. No index. 

KaDane, Joseph B., ed. Robustness of Bayesian 
analyses. Studies m Bayesian Econometrics series, 
vol. 4. Amsterdam, New York and Oxford: North- 
Holland; distributed in U.S. by Elsevier Science, 
New York. 1984. Pp. xii, 314 $,57.75. ISBN 0-444- 
86209-9. JEL 85-0121 

Five papers, three previously unpublished, are 
concerned with the "sensitivity of Bayesian analy- 
sis to the inputs, the prior, the likelihood, and, 
where applicable, the utility function ” Different 
approaches to Bayesian robustness are discussed, 
the classic view; a critique of the classic view, 
which draws on some non-Bayesian elements; ro- 
bustness as a kind of limiting sensitivity analysis, 
and an econometrically-oriented view. Contribu- 
tors are: Ward Edwards, Harold Lindman, Leo- 
nard J Savage, James O. Berger, Joseph B. Kadane, 
David T. Chuang, and Wolfgang Polasek The edi- 
tor IS at Carnegie-Mellon University. Index. 

Klein, Erwin and Thompson, Anthony C. The- 
ory of corresfxmdences- Including applications to 
mathematical economics Canadian Mathematical 
Society Series of Monographs and Advanced Texts, 
New York; Chichester, England; Toronto and Bris- 
bane; Wiley, Wiley-Interscience, 1984. Pp xi, 256 
$39.95 ISBN 0-471 -830 16-7 JEL 85-0122 

Graduate textbook for students of mathematics 
and mathematical economics. Presents a unified 
theory of correspondences that incorporates both 
the topological and the measure-and-integration 
theoretic points of view The mathematical theory 
IS divided into four parts, topology, theory of 
continuous correspondences, measurable corre- 
spondences, and the integration theory of corre- 
spondences. Each part discusses mathematical 
economics applications, most of them related to 
general equilibnum theory. Elementary topology 
and a course on measure and integration theor>- 
is required Each chapter includes exercises Klein 
is at the Department of Economics and Thompson 
at the Depiartment of Mathematics, Statistics and 
Computing Science at Dalhousie University. Bibli- 
ography; notation, author, and subject indices. 

Theil, Henri and Fiebig, Denzil C. Exploiting 
continuity: Maximum entropy estimation oj' con- 
tinuous distributions. Series on Econometrics and 
Management Sciences, vol. 1. Cambridge, Mass.; 
Harper & Row, Ballinger, 1984. Pp. xv, 246. ISBN 
0-88410-985-2 JEL 85-0123 
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Volume ojie of a series of books on econometrics 
and the management sciences sponsored by the 
University of Texas, Austin. Presents an alternative 
estimation procedure for systems of simuJtaneous 
equation when the number of exogenous variables 
exceeds the sample size or when the sample size 
is small in a one-equation model. The method is 
known a.s maximum entropy (ME) approach. The 
authors describe the ME principle, obtain an ME 
distribution, and derive a covariance matrix. The 
ME covariance matrix is used as an estimator of 
the population covariance matrix of the error 
terms, which in turn is used to estimate the param- 
eters. Includes appendices that deal with basic ele- 
ments of statistical information theory, mathemati- 
cal derivations for the ME distribution, additional 
numerical evidence, and computer programs. 
Theil is at the University of Florida, Gainesville, 
and Fiebig is at the University of Sydney. Bibliog- 
raphy; index. 

tMMEBMANN, U. Linear and combinatorial optimi- 
zation in ordered algebraic structures. Annals of 
Discrete Mathematics series, vol. 10. New York; 
Amsterdam and Oxford: North-Holland; distrib- 
uted in the U.S. and Canada by Elsevier North- 
Holland, New York, 1981. Pp ix, 380. $61.00. ISBN 
0-444-86 ISa-X. ]EL 85-0124 

Reprint from Volume 10 of Annals of Discrete 
Mathematics. Develops the foundations of the the- 
ory of ordered algebraic structures. Divided in two 
aarts, part one provides a general view of the un- 
derlying algebraic structure. Introduces basic con- 
cepts from the theory of ordered sets and lattices. 
Also covers material on ordered commutative 
semi-groups and groups, lattice ordered commuta- 
tive groups, and ordered semi-modules. Part two 
develops theoretical concepts and solution meth- 
ods for linear and combinatorial optimization 
rroblems. Provides a discussion on algebraic path 
problems, external linear programs, duality theory 
“or algebraic linear programs, solution methods 
to algebraic flow problems, and independence sys- 
tems. Results from part one are used throughout 
the discussion. Assumes that the reader is familiar 
with concepts from classical linear and combinato- 
rial optimization. The author is at the Mathemati- 
cal Institute at the University of Cologne. Bibliog- 
raphy; author and subject indices. 

I also. Book Numbers JEL 85-0011, 85-0015, 85- 
0028, 85-0101, 85-0160 

Economic and Social Statistical Data 
AND Analysis 

IIEF, Arthur P., ed. Productivity research in the 
lehavioral and social sciences. New York: Prae- 


ser 1984 Pp. xi, 301. $24.95. ISBN 0-03-06056^ 
j ’ JEL 85-0125 

Twelve previously unpublished essays and com- 
mentaries on productivity research in economics, 
sociology, psychology, and management. Under- 
scores the availability of bodies of literature in 
other fields of study, which may aid social scientists 
in framing their speculations about those units of 
analysis not usually encompassed in their research. 
The final essay discusses unexplored issues in pro- 
ductivity research. The editor is Professor of Man- 
agement and Organizational Behavior, Graduate 
School of Business Administration at New York 
University. No index. 

De Grazia, Rakfaele. Clandestine employment. 
The situation in the industralised market economy 
countries. Geneva; International Labour Office, 
1984. Pp. vii, 118 Sw Fr 17.50, paper. ISBN 92- 
2-103355-4. JEL 85-0126 

English edition of Le travail clandestin: Situa- 
tion dans les pays industrialisSs a economie de 
march^ (1984). Describes and analyzes clandestine 
employment in various industralized market econ- 
omy countries Clandestine employment is de- 
fined as “any sole or secondary gainful, non-casual 
occupation that is carried out on or beyond the 
fringes of the law or the terms of regulations and 
agreements.” Estimates the scale and considers 
development of clandestine work (tyires of work, 
organization, economic sectors involved, and ef- 
fects). Describes characteristics of workers and 
employers. Discusses individual motives and rea- 
sons for engaging in clandestine employment and 
assesses positive and negative aspects. Surveys the 
phenomenon in various countries, outlines main 
view on the subject, and examines efforts made 
at national and international levels to restrict or 
eliminate clandestine employment. No index. 

Dieweht, W. E. and Montmarquette, C,, eds. 
Price level measurement: Proceedings from a con- 
ference sponsored by Statistics Canada. Ottawa: 
Minister of Supply and Services Canada, 1983. Pp. 
1179. $50.00. ISBN 0-660-52186-5. 

JEL 85-0127 

Twenty-three papers with commentaries pre- 
sented in November 1982 in Ottawa at the Confer- 
ence on Price Level Measurement, together with 
a report on Statistics Canada’s price measurement 
review program and an introductory overview of 
the papers. The purpose of the conference was 
to analyze the concepts and methodologies in- 
volved in price indexes, especially the Consumer 
Price Index (CPI). Organized into four areas; the 
theoretical foundations of the CPI; specific price 
level measurement issues; the measurement of 
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price level change from the perspective of pro- 
ducer theory; and business cycle issues. Most pa- 
pers are presented in English with summaries in 
French; several papers are presented in both lan- 
guages. Diewert is at the l/niversity of British Co- 
lumbia, and Montmarquette is at the University 
of Montreal. Author index. 

iUROMONiTOR PUBLICATIONS. European marketing 
data and statistics, 1984. Twentieth edition. Lon- 
don: Author; distributed in North America by Gale 
Research, Detroit, 11964] 1984. Pp. 353. $175.00. 
ISBN 0-86338-4)12-3. JEL 85-0128 

Provides detailed, up-to-date information on so- 
cial, economic, and consumer trends in 30 coun- 
tries in Eastern and Western Europe. Areas of 
coverage include: population; employment; pro- 
duction; trade; economy; standard of living; con- 
sumption; market sizes; retailing; consumer ex- 
penditures; housing and households; health and 
education; culture and mass media; communica- 
tions; and travel and tourism. Also provides a pro- 
file of each country including a map broken down 
into marketing regions, major towns, total popula- 
tion, language, religion, president or head of state, 
prime minister, and ruling party. No index. 

ilUROMONrroB Publications. International mar- 
keting data and statistics, 1984. Ninth edition. 
London: Author; distributed in North America by 
Gale Research, Detroit, [1975] 1984. Pp. 371. 
$175.00. ISBN 0-86338-013-1. JEL 85-0129 
Presents up-to-date comparative data on social, 
economic, and consumer trends internationally. 
Covers 132 countries, providing statistical data 
measuring 60 factors in areas covering: population; 
employment; production; trade; economy; stan- 
dard of living; consumption; housing, health, and 
education; communications; and travel and tour- 
ism. A separate section provides a detailed statisti- 
cal look at 25 international consumer markets. 
Countries are arranged by continent and region. 
No index. 

'’oss, Murray F. Changing utilization of fixed capi- 
tal: An element in long-term growth. AEl Studies 
in Economic Policy series, no. 407. Washington, 
D.C., and London; American Enterprise Insti- 
tute for Public Policy Research, 1984. Pp. xv, 128. 
ISBN 0-8447-3559-0. JEL 85-0130 

Investigates the changes in weekly hours 
worked by manufacturing plants, mines, retail 
stores, and other kinds of privately owned fixed 
capital during the 1929-76 period to determine 
whether changes have influenced the long-term 
rise in total factor productivity. Findings indicate 
that mainly due to shift work, the workweek of 


capital expanded during the 1930s in manufactur- 
ing, continuing in the post-World War II period, 
when the use of multiple shifts was the dominant 
mode of factory production. The same trend, al- 
though smaller, is also evident in the nonfarm busi- 
ness sector. Also estimates the average hours 
worked by all office equipment, including comput- 
ers. For the latter, the working week reached a 
peak in 1973 and is no longer increasing. The au- 
thor is a Visiting Scholar at the American Elnter- 
prise Institute, Washington, D.C. No Index. 

Holzer, Marc and Nagel, Stuart S., eds. Pro- 
ductivity and public policy. Sage Yearbooks in 
Politics and Public Policy, vol. 12. Beverly Hills, 
Calif.; London and New Delhi; Sage, 1984. Pp. 
296. $28.00, cloth; $14.00, paper. ISBN 0-8039- 
2130-6, pbk. JEL 85-0131 

Eleven papers, most previously unpublished, 
present "a conceptual blueprint for a more pro- 
ductive and affluent society." Concerned with pro- 
ductivity improvement from a societal or national 
perspective and productivity-oriented policy and 
implementation. Defines key questions and ex- 
plores productivity improvement programs. Orga- 
nized in four parts: (1) the definition of productive 
society— concepts and measurement of productiv- 
ity and the productivity growth rate in the United 
States; (2) stimulation of human capital; (3) stimula- 
tion of investment, research, and development; 
and (4) effecting more productive organizations — 
public and private sector monopolies, manage- 
ment and policy evaluation, and a systems ap- 
proach to organizational productivity. The con- 
tributors are mainly economists, political scientists, 
and management scientists. Holzer is professor of 
government and Public Administration at the John 
Jay College of Criminal Justice, City University 
of New York. Nagel is Professor of Political Science 
at the University of Illinois. Name and subject in- 
dices. 

See also: Book Numbers JEL 85-0029, 85-0089, 85- 
0112, 85-0148, 85-0160 


300 Domestic Monetary and Fiscal 
Theory and Institutions 

310 Domestic Monetary and Financial 
Theory and Institutions 

COAKLEY, Jerry and Harris, Laurence. The city 
of capital: London ’s role as a financial centre. Ox- 
ford and New York; Blackwell, 1983. Pp. viii, 
247. $29.95, cloth; $10.95, paper. ISBN 0-B31- 
12805-0. JEL 85-0132 
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An account of the City of London financial sys- 
tem. Its opetations, and the problems surrounding 
its institutions and its functions. Explores the con- 
nections between the City and other sectors of 
the economy. Details two types of operations 
within the financial system — (1) dealing and (2) 
borrowing and lending, focusing on the latter 
Highlights the £562 billion ayjiilablo for dt.spo.sal 
by the City, representing deposits, insurance, and 
pension contributions of individuals, companies, 
and public authorities Contends that the Citys 
Future must he assessed in terms of whether it 
can provide the necessary finance for regeneration 
of Britain ‘.s "real economy" and whether it is po.ssi- 
ble to restrict the City’s power to constrain and 
determine government policy. The authors are re- 
spectively, Research Fellow in Kconomics and Pro- 
fessor of Economics, both at the Open University. 
Bibliography, index. 

Coot'EH, Kerry and Fra.seh, Donald R Banking 
deregulation and the new competition in financial 
services Cambridge, Ma.ss.. Harper & Row, Bal- 
linger, 1984. Pp. xvii, 278 $32.00 ISBN 0-88410- 
712-4. JEL 85-0133 

Reviews and analyzes recent financial changes 
in the regulatory and economic environment in 
which U.S. commercial banks and other depository 
institutions provide financial servicc.s and serve 
as financial intermediaries Explores causes and 
consequcnce.s of recent trends in sources and uses 
of funds at commercial banks and financial inter- 
mediaries, the historical development of regula- 
tion, recent developments in the financial systems 
of selected countries, and how the growth in inter- 
national banking has effected financial change in 
the United States. Di.scusses the origins and major 
provisions of the Depository Institutions Deregula- 
tion and Monetary Control Act of 1980 and the 
Carn-St. Germain Depository Institutions Act of 
1982. Describes the deposit insurance structure, 
administrative aspects, and significance for regula- 
tion and assesses various proposals for reform. Dis- 
cusses the changing structure of the financial ser- 
vices industry in light of innovation, deregulation, 
and the new competition. Concludes with an as- 
sessment of the present status of proposals for fur- 
ther financial deregulatory and legislative actions. 
Cooper is Professor of Finance and coordinator 
of the Ph.D. Program in Business Administration 
at Texas A&M University, Fraser is the Dresser 
Industries Professor of Finance at Texas A&M Uni- 
versity. Bibliography; index. 

Federal Home Loan Bank of San Francisco. 
Identification and control of risk in the thrift in- 
dustry: Proceedings of the ninth annual confer- 


ence, December 8-9, 1983, San Francisco, Califor- 
nia. San Francisco: Author, 1984. Pp. 253. $7.00, 
paper. /EL 85-0134 

Eleven articles plus discussions focus on identify- 
ing and eliminating the major areas of interest 
rate risk thrift industry balance sheets. Some spe- 
cific topics concern; financial markets and risk 
management, the future of savings institutions, 
restructuring and the role of the mortgage instru- 
ment, the secondary mortgage market, product 
diversiScatioi), deposit insurance after deregula- 
tion, hedging interest rate risk, indexing risk and 
the role of pension funds, and mergers of deposi- 
tory institutions and insurance companies. A panel 
disciiasion centers on state-of-the-art develop- 
ments in hedging. The contributors are mainly 
professional risk -managers in the financial services 
industry. No index. 

Federal Reserve Bank of Atlanta. Payments 
in the financial services industry of the 1980s. 
Conference proceedings. Westport, Conn., and 
London: Greenwood Press, Quorum Books, for the 
Federal Reseivc Bank of Atlanta, 1984, Pp. xxii, 

203. $.3.5.00. ISBN 0-89930-4)79-0. 

JEL 85-0135 

Fourteen papers and other proceedings of the 
fifth in a series of conferences sponsored by the 
Federal Reserve Bank of Atlanta held in Septem- 
ber 1983. Discus,ses trends, technology, and regu- 
latory climate that shape the U.S, payments sys- 
tem. Areas of coverage include: retail payments 
systems, business payments systems, banks and 
nonbanks networks; winners and losers in the net- 
work race; potential problems; the effects of regu- 
lation; broader perspectives; payments and de- 
regulation; and the future of payments systems 
legislation. Contributors include economists. Se- 
lected bibliography; index. 

Francke, Hans-Hermann and Hudson, Mi- 
chael. Banking and finance in West Germany. 

New York; St Martin’s Press, 1984. Pp. 168. 
$25.00. ISBN 0-312-06631-7. JEL 85-0136 
F’oeuses on specific features of the West German 
financial system. Emphasizes two features of its 
historical development; the development of uni- 
versal banks and their function, and the collapse 
of the system three times this century as being 
distinguishing characteristics that underlie the un- 
derstanding of the present West German financial 
system. Discusses the Bundesbank, credit institu- 
tions, financial markets, instruments of monetary 
policy, monetary targets, and possible future de- 
velopments regarding the payments system, risks, 
and bank supervision and legislation. Francke is 
Professor of Economics at the University of Frei- 
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burg, West Germany. Hudson is a Lecturer in Eco- 
nomics at the University of Leeds, England. Index. 

Pierce, James L. Monetary and financial econom- 
ics. New York; Chichester, England; Toronto and 
Singapore; Wiley, 1984. Pp. xvii, 765. $34.95. ISBN 
0-471-08757-2. ]EL 85-0137 

Undergraduate money and banking textbook is 
concerned with the broad issues that constitute 
monetary and financial economics. Covers topics 
of conventional money and banking texts from a 
modern perspective, emphasizing depository insti- 
tutions rather than banks and transactions ac- 
counts rather than demand deposit accounts. 
Stresses the economic forces that have produced 
financial innovation and deregulation. Each chap- 
ter contains a summary and selected references. 
The author is at the University of California, 
Berkeley. Index. 

Roussopoulos, Athanassios. The issue of produc- 
tion paper currency and the abolition of personal 
income taxation: An essay on their application in 
the mixed economies. English translation. Trans- 
lated by L. M. Michaeudes. Amsterdam: Empo- 
rion, (1955 . . . I964| 1983. Pp. 64. Paper. 

JEL 85-0138 

Revised translation of “Economic Decongestion 
and Expansion Abolition of Direct Taxation and 
Issue of Production Paper Currency,” an article 
originally published in Greek. Argues for the re- 
demption of economic theory and practice from 
monetary controls to achieve full domestic em- 
ployment and world economic stability and for 
phasing out of personal income tax. The late au- 
thor was Professor Emeritus at the Athens Poly- 
technic University. No index. 

Sanford, Terry, ed. The interest rate dilemma. 
Foreword by Rand V. ARASKOC. IIT Key Issues 
Lecture series. New York: KCG Productions, 1983. 
Pp. xiv, 177. Paper. ISBN 0-941144-07-0. 

JEL 85-0139 

Ten previously unpublished papers presented 
at a conference held in March 1983 at Duke Uni- 
versity. Focus is on the causes and effects of high 
interest rates. Papers define the public policy is- 
sues influencing interest rates, suggest approaches 
and reactions, and explore some substantial 
changes in public policies. The first paper specifi- 
cally questions whether lowering interest rates is 
a responsibility of fiscal and budget policy or of 
monetary policy of the Federal Reserve System. 
Some of the other arguments presented are that 
interest rates are actuaUy and prospectively too 
high and need to be lowered by both fiscal policy 
and monetary policy; that Federal Reserve policy 


needs to be reoriented from the control of money 
to the control of liquidity and/or debt; that uncer- 
tainty about fiscal and monetary policies has added 
significant risk premiums to interest rates, which 
slows down growth and results in world economy 
stagnation. The contributors are James Tobin, 
Frank E. Morris, Allan H. Meltzer, Robert A. 
Gough, Jr., Jake Garn, Charles B. Rangel, John F. 
McGillicuddy, Martin Shubik, Robert A. Bandeen, 
and Jerry Jasinowski. The editor is President of 
Duke University. No index. 

Shadow Open Market Committee. Policy state- 
ment and position papers Rochester: University 
of Rochester, Graduate School of Management, 
Center for Research in Government Policy and 
Business, 1984 Pp. 66. Paper. JEL 85-0140 
The March 1984 policy statement and seven 
previously unpublished position papers by mem- 
bers of the Shadow Open Market Committee. The 
policy statement argues that public ofiBcials pre- 
sent inaccurate and misleading measures of the 
federal deficit; contends that the financing of fed- 
eral spending is perhaps the least important influ- 
ence on price stability, efficiency, and growth, the 
more important issue being how resources are 
used. Advocates reduction of the growth of future 
public spending for health care, pensions, and de- 
fense, thus enabling the use of more resources for 
investment and capital formation. Position papers 
discuss: deficits, interest rates, and monetary pol- 
icy (Karl Brunner); recent behavior of base veloc- 
ity (Allan H. Meltzer); trade restrictions imposed 
in 1983 (Jan Tumlir); monetary policy options and 
the outlook for 1984 (Jerry L. Jordan), economic 
projections for the remainder of 1984 (Burton 
Zwick); the adjusted monetary base multiplier be- 
havior and forecasts (James M. Johannes and Rob- 
ert H. Rasche); and 1985 budget proposals (Mickey 
D. Levy) No Index 

Siegel, Barry N., ed. Money in crisis. The Federal 
Reserve, the economy, and monetary reform. Fore- 
word by LEI.AND B. Yeager. Pacific Studies in 
Public Policy. San Francisco: Pacific Institute for 
Public Policy Research: Cambridge, Mass.; Harper 
& Row, Ballinger, 1984. Pp. xxv, 361. $35.00. ISBN 
0-88410-962-3. JEL 85-0141 

Thirteen papers, all previously unpublished, 
deal with the nature, causes and effects, and possi- 
ble solutions to the existing monetary crisis. Papers 
criticize the policies of Congress, the presidency, 
and the Federal Reserve System and suggest re- 
forms. Discussions fall under three headings: 
money and the economy, the record of Federal 
Reserve policy, and monetary reform. Specific top- 
ics include; the effects of inflation on economic 
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performance; Hayek's theory of economic fluctua- 
tions; U.S. capital formation; the Federal Reserve 
as a cartelization device and its policy since 1945; 
myths and realities concerning the gold standard, 
the new role of gold in U.S. monetary policy; five 
case studies of gold and economic booms (1792- 
1926); free banking; a free-market policy to stabi- 
lize the dollar; and designing a new monetary unit 
of value. The contributors are mainly economists. 
The editor is Professor of Economics at the llniver- 
sity of Oregon, Selected bibliography; index. 

See also: Book Numbers JEL 85-0027, 85-0037. 85- 
0042, 85-0043. 85-0055. 85-OlJJ. 85- 
0182, 85-0317 

320 Fiscal Theory and Policy; Public 
Finance 

Bird, Richard M.. director, Intergovernmental fi- 
nance in Colombia: Final report of the mission 
on intergovernmental finance. Cambridge, Mass.: 
Law School of Harvard University, International 
Tax Program, 1984. Pp. xvii, 414, $20.00, paper. 
ISBN 0-915506-28-9. JEL 85-0142 

English translation of the final report submitted 
to the government of Colombia in July 1981 and 
published under the title, Finanzas Inlerguherna- 
mentales en Colombia. Analyzes intergovernmen- 
tal fiscal relations and formujales proposals for im- 
proving the eflBciency with which the resources 
of the public sector are used, in order to improve 
the distribution of income and in order to achieve 
an appropriate regional balance in the provision 
of public services. Concentrates on problems re- 
lated to the budgeting and managing of public 
expenditures, intergovernmental fiscal transfers, 
departmental and municipal revenues, and the 
control of parastatal entities. De.scribes the struc- 
ture of the Colombian public sector and its effect 
on the aims of public policy. Attributes Colombian 
political, administrative, and economic problems 
to the fragmentation of official functions and the 
confusing system of fiscal flows between different 
parts of the public sector. Includes recommenda- 
tions. Bird is Professor of Economics, Department 
of Political Economy, and Director, Institute for 
Policy Analysis, University of Toronto. No index. 

Block, Walter and Walker, Michael, eds. Taxa- 
tion: An international perspective: Proceedings of 
an international conference. Vancouver: Fraser 
Institute, 1984. Pp. 447. $14.95, paper. ISBN 0- 
889754)46-7. JEL 85-0143 

Eleven papers originally presented at an Inter- 
national Symposium on Taxation held in Vancou- 
ver in August 1980. Comments and discussions ac- 
company most of the studies on the economics 


of taxation and analyses of the tax systems in Can- 
ada, the United Kingdom, the United States, Swe- 
den, the Federal Republic of Germany, Italy, Ja- 
pan, and Australia. Highlights stress and strains 
in the economic system caused by growth in the 
size of government and the corresponding in- 
crease in the tax revenue. The two theoretical pa- 
pers cover the underground economy, which has 
introduced systematic biases into official economic 
statistics, which have, in turn, fundamentally dis- 
torted the view of economic reality, and the limits 
of taxation, questioning the rapid increase of taxes 
in western democracies. The contributors are 
mainly economists. The editors are both on the 
staff of the Fraser Institute, Vancouver, British Co- 
lumbia. Index. 

Boadwav, Robin W and Kitchen, Harry M. 
Canadian tax policy .Second edition. Canadian 
Tax Paper, no. 76. Toronto; Canadian Tax Founda- 
tion. [1980] 1984. Pp. xvi, 390. $15.00, paper. ISBN 
0-88808-021-2. JEL 85-0144 

Updated edition reflects new developments and 
significant issues and their implications for the tax 
system in Canada. The concluding chapter ana- 
lyzes the system of transfer payments made to in- 
dividuals by the various levels of government. [Sec 
JEL no. 80-1031 for previous annotation ] Road- 
way and Kitchen are Professors of Economics at 
Queen’s University in Kingston and Trent Univer- 
sity in Peterborough, respectively. Index. 

Brown, Lawrence D., Fos-setf, James W. and 
Palmer, Kenneth T. The changing politics of 
federal grants. Washington, D.C.: Brookings Insti- 
tution, 1984 Pp. X, 169 $28.95, cloth; $9.95, paper 
ISBN 0-8157-1 1 68-9. JEL 85-0145 

Three previously unpublished essays describe 
the choices made by recent administrations relat- 
ing to grants-in-aid policies, analyze why certain 
of their choices have prevailed in American poli- 
tics, and explain how .some of the most important 
of these choices, particularly the infusion of large 
federal aid into the cities, have affected the func- 
tioning of local governments. Kenneth T. Palmer’s 
essay covers the major steps in the evolution of 
grants-in-aid since the Johnson administration. 
Lawrence D. Brown discusses devolution, a con- 
temporary innovation in grant policies. James W. 
Fossett focuses on the cities as the principal benefi- 
ciaries of devolution and the large expansion of 
federal grants in the 1970s, questioning the extent 
of dependence of large cities on the federal gov- 
ernment as a source of revenue. Brown is Associate 
Professor of Medical Care Organization at the 
University of Michigan. Fossett is a staff member 
of the Institute of Government and Public Affairs 
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and the Department of Political Science at the 
University of Illinois. Palmer is Professor of Politi- 
cal Science at the University of Maine. Index. 

Hansen, Susan B. The politics of taxation; Revenue 
without representation. New York: Praeger, 1983. 
Pp. xiii, 287. ISBN 0-03-060238-6. 

JEL 85-0146 

Describes how the present U.S. tax system came 
into being, focusing on taxation as a political prob- 
lem and emphasizing political leadership and the 
operation of representative institutions. Develops 
a political incentive theory of taxation to explain 
why elected ofificials want to increase revenues and 
how they have used voting rules, the absence of 
organized opposition, and the operation of politi- 
cal institutions to enact tax policies despite popular 
resistance. Examines the major innovations in fed- 
eral and state income taxes: the federal income 
taxes for the years 1862, 1894, 1913; Social Secu- 
rity; and state sales and income taxes since 1900. 
Discusses the causes and consequences of the 1978 
tax revolt. Analyzes the relationship between pub- 
lic preferences and tax policies and argues that 
this linkage reflects political leaders' influence 
over popular attitudes and the economy rather 
than citizen control over tax policy. Argues that 
politicians are motivated to expand revenues to 
provide benefits or payoffs to one’s party support- 
ers and legislative allies. Concludes that the United 
States does not have taxation with representation, 
that the more representative the government is 
of popular preferences, the less likely that any ma- 
jor changes or improvements will be made in tax 
policy. The author is Associate Professor of Politi- 
cal Science at the University of Pittsburgh. Index. 

Kitchen, Harry M. Local fsovernment finance in 
Canada Financing Canadian Federation series, 
no. 5. Toronto: Canadian Tax Foundation, 1984. 
Pp. xvii, 495. $25.00, paper. ISBN 0-88808- 
020-4. JEL 85-0147 

A comparative analysis of the finances of Cana- 
da’s nearly 5,000 municipalities in 10 provinces, 
excluding the Yukon and Northwest territories, 
covering the period 1968-78. Provides a historical 
overview of the development of the local govern- 
ment sector and a review of trends in organization 
reform. Analyzes the expenditure and revenue 
patterns of local government and discusses issues 
in the areas of employment and compensation, 
pensions, accounting and budgeting, and pro- 
ductivity. Points out that the problems of financing 
local expenditures have been heightened by rapid 
increases in the maintenance costs of local ser- 
vices, which exceed the increases in local own- 
source revenues, generating provincial deficits. 


Discusses the expansion of user charges and of 
property taxes as well as alternative means of fi- 
nancing local services. The author is Professor of 
Economics at Trent University. Index. 

Moon, Marilyn, ed. Economic transfers in the 
Untied States. Studies in Income and Wealth, vol. 
49. Chicago and London: University of Chicago 
Press, 1984. Pp. x, 388. $42.00. ISBN 0-226- 
53505-3. JEL 85-0148 

Ten papers originally presented at the Confer- 
ence on Social Accounting for Transfers held in 
Madison, Wisconsin, in May 1982. Papers focus on 
the measurement of transfer payments and their 
impact on the level and distribution of economic 
well-being. Raises definitional issues regarding 
transfer payments — those payments to individuals 
or institutions not arising out of productive activ- 
ity. Di.scusses in-kind transfers, both public and 
private, and empirical evidence on the measure- 
ment of in-kmd transfers that result from three 
different approaches: market value, Hicks's cash 
equivalent, and Marshallian consumer surplus. 
Compares the effects of transfers on the elderly 
and lion-elderly and considers the distribution of 
public transfers by region. Addresses the benefits 
from the Social Security System and effects of rais- 
ing the normal retirement age under this system. 
Underscores the important, unresolved issue of the 
treatment of transfers over time and across gener- 
ations. The contributors are mainly economists 
The editor is Senior Research Associate at the Ur- 
ban Institute, Washington, D.C. Author and .sub- 
ject indices. 

Pechman, Joseph a., ed. Options for tax reform: 
Papers presented at a conference at the Broohinas 
Institution on April 23-24, 1984 Brookings Dia- 
logues on Public Policy. Washington, D.C.: Brook- 
ings Institute; Morristown, N.J.: Financial Execu- 
tives Research Foundation, 1984. Pp. ix, 149. 
$9.95, paper. ISBN 0-8157-6995-4 

JEL 85-0149 

Six papers, with comments, from a conference 
organized by the Brookings Institution’s Advanced 
Study Program discuss tax issues and evaluate vari- 
ous tax reform proposals. Richard Goode draws 
on lessons from seven decades of income taxation 
to explain the current widespread dissatisfaction 
with the individual and corporation income taxes. 
Slade Gorton points out lessons learned from the 
passage of tax reform bills, describing the legisla- 
tive cycle relating to taxation and types of tax re- 
form proposals. Richard A. Gephardt explains the 
thinking behind the 1983 Bradley-Gephardt Fair 
Tax Act and summarizes its major provisions. Mi- 
chael J. Graetz analyzes the shortcomings of in- 



188 


Journal of Economic Literature 


come taxes and evaluates proposals for a broad- 
based consumption tax as an alternative. Gordon 
D. Henderson examines the dissatisfaction with 
the present tax structure and questions the politi- 
cal acceptability of comprehensive lax reform 
Henry J. Aaron and Hars ey Galper propose the 
substitution of a graduated tax on consumption, 
gifts, and bequests for the individual income tax 
and of a lax on cash flows for the corporation in- 
come tax. The editor is at the Brookings Institu- 
tion, Washington, D.G. No index. 

Pipes, Sai.i.v and Wai.ker, Michael. 7'ar facts 4. 
The Canadian consumer tax index and you. 
Fourth edition. With Douglas Wills Vancouver: 
Fraser Institute, [1976] 1984. Pp. xv, 187. Paper. 
ISBN 0-88975-072-B. JEL H5~()150 

Updates previous edition with explicit calcula- 
tions of the individual Canadian tax burden as of 
1983, including and excluding the current deficit 
position of government at all levels. Most of the 
book consists of tables for use in calculating indi- 
vidual full cash income, income from government, 
hidden income, hidden purchasing power loss, and 
total income before tax. (See JEL no. 80-0387 for 
previous annotation.] Glossary; bibliography; no 
index. 

Robinson, Ann and Sandkobd, Cedric. Tax pol- 
icy-making in the United Kingdom. A study of 
rationality, ideology and politics. London; Exeter, 
N.H.; Melbourne and Hong Kong: Heinemann Ed- 
ucational Books, 1983. Pp. xi, 256. $37.50. ISBN 
0-435-84784-8. JEL 85-0151 

An investigation of the reasons why British gov- 
ernments introduce new taxes and how tax policy 
is made, based on eight case studies of new taxes. 
Covers six British taxes introduced between 1964 
and 1976 — capital gains, selective employment, 
corporation (classical and imputation systems), 
value added, and capital transfer — and two taxes 
that passed through the initial stages of policy- 
making but never reached the statute book — tax 
credit and annual wealth. Examines the objectives 
and origins of the new taxes and the different 
modes of decision-making in the political parties, 
in government departments, and in Parliament. 
Includes documentary analysis of Finance Bills 
and Acts, debates and Parliamentary statements. 
Green and White Papers, House of Common Com- 
mittee reports, election manifestos, and party po- 
litical literature. Finds two dominant rationales for 
introducing new taxes; (1) the need to encourage 
economic growth (to boost tax revenues) and (2) 
the desire for greater equity in the tax structure, 
prompted by the desire to reduce income and 
wealth inequalities. Robinson is a political scientist 


at the University of Wales, Cardiff. Sandford is Pro- 
fessor of Political Economy, University of Bath and 
Director of the Bath University Centre for Fiscal 
Studies. Index. 

U.S. Smali. Business Administration, Office of 
THE Chief Counsei. for Advocacy. State activi- 
ties in venture capital, early-stage financing, and 
secondary markets. Wa.shington, D.C.: Author, 
1984. Pp. 63. Paper. JEL 85-0152 

Dc.scribes the various efforts of states in provid- 
ing .some form of early stage financing for venture 
capital activity. Primary emphasis is on the states’ 
equity or risk oriented programs. Examines public 
and private co-ventures, pension fund activity, and 
other state-initiated or legislatively mandated ven- 
ture capital and early-stage financing activities. 
Also presents in brief format state secondary mar- 
ket developments for loans guaranteed by the 
Small Business Administration. No index. 

See also Book Numlrer JEL 85-0138 

400 International Economics 

Ghosh, Pradip K , od. New International Economic 
Order. A Third World perspective. Foreword by 
Gamani Corea. International Development Re- 
source Books, no. 9. Westport, Conn., and London. 
Greenwood Press, 1984. Pp. xxiv, 562. $49.95. 
ISBN 0-3 1 .3-24 1 4,5-7 . JEL 85-0 1 53 

Twenty-two reprinted articles representing cur- 
rent international issues and trends affecting Third 
World development and the New International 
Economic Order, analytical methods, strategies, 
and policies; and selected country studies. Also in- 
cludes statistical information and a descriptive 
bibliography of information sources; a selected, an- 
notated bibliography of books, documents, and pe- 
riodical articles published since 1970; and a direc- 
tory of information sources. The editor is president 
of the World Academy of Development and Coop- 
eration, Washington, D.C. Index. 

Keohane, Robert O. After hegemony. Cooperation 
and discord in the world political economy. 
Princeton, N.J.: Princeton University Press, 1984. 
Pp. ix, 290. $30.00, cloth; $8.95, paper. ISBN 0- 
691-07676-6. JEL 85-0154 

Study of the political economy of advanced 
countries, how cooperation has been, and can be, 
organized in the world political economy when 
common interests exists. Based on the premise thal 
even when such interests exist, cooperation ofter 
fails, the author diagnoses reasons for such failun 
and for occasional successes. Focuses on relation 
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ships between the advanced market-economy 
countries, and on areas where common interests 
are greatest and where the benefits of interna- 
tional cooperation may be easiest to realize. Ar- 
gues that hegemonic leadership is unlikely to be 
revived in this century for the United States, which 
dominated the post-World War H international 
economy, or any other country; that hegemonic 
powers historically emerged only after world wars 
and that weaker countries have tended to gain 
hegemony during peacetime; and that as long as 
a world political economy persists, the central po- 
litical dilemma is how to organize cooperation 
without hegemony. Defines cooperation and inter- 
national regimes, presenting a functional theory 
of the latter, and employs game theory and collec- 
tive goods theory to argue the possibility of "the 
emergence of cooperation among egoists" even 
in the absence of common government. Synthe- 
sizes realist and institutionalist perspectives for an- 
alyzing cooperation and discord. Underscores the 
need for international systems with institutions 
that generate high quality information on policies, 
intentions, and values among governments to 
achieve more cooperation. The author is Professor 
of Politics at Brandeis University. Bibliography; 
index. 

SCAMMELI., W. M. The international economy since 
7.945. Second edition. New York. St. Martin’s 
Press, (1980] 1983. Pp. x, 244. $27 .50 ISBN 0- 
312-42192-3. /EL 85-477 55 

Second edition of a book concerned with the 
international economy from the end of the Second 
World War to the early 1980s. [See /EL no. 87- 
0445 for annotation of first edition ] Presents the 
international economy in three parts, the years 
of recovery (194.5-55); growth, expansion, and ex- 
periment (1955-64); and the years of crisis (1964- 
82). Major changes include coverage of the second 
oil crisis of 1979 and the world recession it helped 
to create. Other chapters have been revised to 
reflect recent events. The author is Profe.ssor of 
Economics at McMaster University. Index 

410 International Trade Theory 

El-Agraa, Au M. Trade theory and policy Some 
topical issues. London: Macmillan Press, 1984. Pp. 
xi, 118. $24.50. ISBN 0-333-36020-6. 

/EL 85-0156 

A rigorous discussion of international economic 
integration, international cooperation, and the 
modern revival of protectionism, three issues that 
the author argues are vital in considering the fu- 
ture prospects of the world economy. Formulates, 
in an international setting, a macroeconomic 
model of free trade. Analyzes the “employment- 


tariff” proposition in both an orthodox and a politi- 
cal economy framework. Examines optimum tar- 
iffs and tariff bargaining; analyzes different forms 
of economic integration. Argues that cooperation 
at the international level is best for all countries 
and that, if properly conceived, economic integra- 
tion is not only a good "second-best" alternative 
but may be the only means of promoting interna- 
tional economic cooperation. The author is senior 
Lecturer in Economics at the University of I.yeeds. 
Selected bibliography; name index. 

LeaMER, Edward E Sources of international com- 
parative advantage: Theory and evidence. Cam- 
bridge and London: MIT Press, 1984. Pp. xix, 3.53, 
$4,5.00. ISBN 0-262-12107-7. /EL 85-0157 
Intended as an empirical supplement to courses 
that offer international economic theory. Exam- 
ines the empirical validity of the Heckscher-Ohlin 
theory. Provides a review of the theory; tests the 
theories of international comparative advantage, 
deals with the formation of trade aggregates; re- 
ports on a statistical analysis of the relation be- 
tween the 10 trade aggregates and 11 resource 
supplies, and uses the estimated model to study 
two counterfactual questions; what change in 
world trade would have occurred if the world's 
resources were rearranged and what change in 
the functional distribution of income would have 
been induced by a change in tariff rates';' The au- 
thor IS Professor of Economics at the University 
of California at Los Angeles, Bibliography, index. 

See also Book Number /EL 85-0024 

420 Trade Relations; Commercial Policy; 

Internationai. Economic Integration 

Behrman,Jack N. Industrial policies. International 
restructuring and transnationals Lexington, 
Mass., and Toronto; Heath, Lexington Books, 1984, 
Pp. xiv, 254. $23.50. ISBN 0-669-0827.5-9. 

/EL 95-0158 

Argues that the attainment of order and balance 
in the world economy hinges on developing a 
closer community of interests to deal with prob- 
lems of distributive justice, which requires enhanc- 
ing government-business dialogues and coopera- 
tion, expanding corporate responsibilities, and 
restructuring international industrial patterns. 
Outlines the industrial policy orientations of se- 
lected advanced industrial countries (Japan, 
France, West Germany, and the United States) and 
of developing countries (Brazil, South Korea, and 
Taiwan). Examines the role of transnational corpo- 
rations (TNCs) as an alternative to a competitive 
and adversarial system of market forces and exam- 
ines means for attaining greater international in- 
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K-lyiiiR on TN^:^ tor TOStruclnriUR u\dvlsVrv.il 
tors — oontjnuo<l adtirronro to prr-Vt!or\A War It 
jV/7>/rypA-j- iW(/cT/t//i^ prescriptions, iie^oJtalioti 
dlWcu/Otv. mip/ernentjf/a/j proMe/ns. (/j/f/ertwes' 
in perceptions' of the world, md the gap between 
inanagenient and li^adership within and bv TNCs. 
Highlights integration of interdependence in pro- 
duction. sclf irnpo.sed constraints on concentration 
of povtr't, encouragement of individual and collec- 
tive creativity, and greater opportcmitie.s' for de- 
velopment of each individual in the restructuring 
of industry. The author rs f,uther Hodges Distin- 
gufshed Professor at the University of North Caro- 
lina (iraduate School of Busine.ss Administration 
Index, 


Boyo, Cavin, ed. hcgionrtli.sni and global security 
Lexington, Mass., and Toronto. Heath, Lexington 
Books, 1984. Pp. VII, 194. .$25 00, ISBN 0-669- 
0615;j-0 JEL 8h-0l5f) 

Seven previously unpublished papers concern- 
ing regional community formation as an advance 
toward world order. Contributors from London, 
Canada, and the United Slates di.souss questions 
of international .security and economic collabora- 
tion in the following region.s the Atlantic alliance 
(Phil Williams, William Wallace, and Stephen 
Woolcock), Africa (Sam C .Sarkesian), the Pacific 
(Gavin Boyd), Latin America ((iavin Boyd and Yale 
Ferguson), and the Middle F,a.st (Mary Ann Te- 
treault). Two other papers by Gavin Boyd discuss 
(1) foreign economic and security policies and (2) 
the cornplexites of regional designing and the role 
of United States statecraft. Contributors back- 
grounds are political science and international af- 
fairs. The editor is Professor of Political Science. 
St Mary's University, Halifax. Index. 


and tec-hnologicnl change. Presents a possible fu 
tore history for the world political economy uu 
to the year 2020. Hypothesizes g\ohai develo!, 
ment alternative.s, from contimmtion of the exist 
Jug Status quo through different developmem 
strategies in rich and poor countries. Examines 
the relationships of conflict or cooperation among 
groups for each decade. Cole is Professor in the 
Department of Planning, School of Architectural 
and Environmental Design, State University of 
New York at Buffalo. Miles is Senior Fellow at the 
Science Policy Besearch Unit, University of Sussex 
Bibliography; index. 


Culbkhtson, John M, International trade and the 
future of the West. Madison. Wise., 21st Century 
Press, 1984 Pp. x, 242. $17.95. ISBN 0-918357- 
00-4. JEL 85-0161 

Discusses the threat posed by international 
trade to the United States and the countries of 
Western liurope by “free trade" policies, as evi- 
denced by the current loss of jobs and industries 
to the high-achieving but low-wage developing 
countries, particularly Japan, Taiwan, South Ko- 
rea, Hong Kong, and Singapore. Argues that U.S, 
economic policies and those of other nations rest 
on archaic theoretical economics that recount 
Adam Smith's automatic beneficence of unregu- 
lated international trade. Calls for a basic rethink- 
ing of the subject within the framework of pres- 
ent-day scientific thought Sketches a modern 
interpretation of how the world works to replace 
the eighteenth century idea of natural harmony 
under individualism A major focus is the kinds 
of policies required to bring about international 
trade that benefits each nation and damages no 
one country. The author is Professor of Kconomics 
at the University of Wi.sconsin, Madison. Index. 


jOLE, Sam and Mii.E.S, Ian. World.s apart- Technol- 
ogy and North-South relations in the global econ- 
omy. Totowa, N.J.; Bowman & Allanheld; Brigh- 
ton, Sussex- Harvester Press, Wheatsheaf Books, 
1984. Pp, xviii, 283 $18.9,5. ISBN 0-8476-7374- 
X. JEL 85-0160 

Provides a guide to the diagnosis of global 
growth, equilibrium, and di.stribution problems. 
Argues for the use of scenarios and a global com- 
puter model as tools of futures studies and applies 
both to the problematique of international and 
domestic inequalities. Discusses the main objec- 
tives and elements of the scenario analysis of na- 
tional and international development. Describes 
a computer model of the world economy, which 
is used to examine aspects of income distribution 
and the redistributive impact of policies involving 
development aid, expanded international trade. 


CzrNKOTA. Michaei, R., ed. Export controls Build- 
ing reasonable commercial ties with political ad- 
versaries. In Cooperation with Scot MaHC.IEL. 
New York; Eastbourne, England, Toronto and Syd- 
ney: Praeger, 1984. Pp. xix, 208. ISBN 0-03- 
071021-9, JEL 85-0162 

Eighteen previously unpublished papers pre- 
sented at a symposium sponsored by the National 
Center for Export-Import Studies at Georgetown 
University in September 1983 Papers represent 
a spectrum of points of view advocating either 
stringent trade controls or liberal controls. Five 
papers deal with the theoretical and historical use 
of trade controls to lay the groundwork for discus- 
sion of U.S. export control policy. Four papers illus- 
trate some fundamental philosophical difiFerences 
in business, political, and economic circles, which 
make the issue of export controls difficult to re- 
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solve. Four papers examine the effect of U.S. ex- 
port control policy on business and foreign policy 
and discuss the problems encountered in the im- 
plementation of controls. Focus is on the effect 
of the U.S. imposition of sanctions against compa- 
nies involved in the Soviet gas pipeline. The last 
five papers examine the ways to build commercial 
ties with political adversaries and explore specific 
proposals to improve legislation for or the imple- 
mentation of export controls. The contributors in- 
clude two congressmen, representatives of law 
firms, private bu.siness practitioners, and econo- 
mists. The editor is a member of the Marketing 
and International Business Department and chair- 
man of the National Center for Export-Import 
Studies at Georgetown University. Index. 

Fried, Edward R. and Thezise, Phu.ip H., eds. 
U.S.-Canadian economic relations. Next steps'‘ Pa- 
pers presented at a conference at the Brookint^s 
Institution chaired by Bruce K MacLaury on 
April 10, 1084 Brookings Dialogues on Public Pol- 
icy. Washington, D.C..- Brookings Institution, 1984 
Pp X, 141 $9.9.5, paper. ISBN 0-81.57-2925-1. 

JEL 85-0163 

Ten previously unpublished conference papers 
and general discussions; contributors are Canadian 
and American businessmen and present and for- 
mer government oflScials. P'oeus is on bilateral eco- 
nomic affairs and their political implications 
Mitchell Sharp discusses Canada’s independence 
and U.S. domination, and George W. Ball over- 
views Canadian-U.S relations. Two papers ad- 
dre.5S trade and investment issues: free trade (Si- 
mon S. Reisman) and nontariff barriers (Myer 
Hashish). William E. Brock reports on the status 
of trade negotiations. Two papers b> Rowland C 
Frazee and Hugh P Donaghue examine trade in 
computer services. James H. Schle.singcr discusses 
U.S.-Canadian energy relations, and Marshall A. 
Crowe assesses the recent record of Canadian en- 
ergy policies. The concluding paper by Allan E. 
Gotlieb examines managing Canadian-U.S. inter- 
dependence. Also contains an introduction by the 
editors, who are Senior Fellows at the Brookings 
Institutions. No index. 

Ghosh, Pradip K., ed. Economic inteftratwn and 
Third World Development. Foreword by GaMANI 
('OREA. International Development Resource 
Books, no. 12. Westport, Conn., and London. 
Greenwood Press, 1984. Pp. xxiv, 397. $45.00 
ISBN 0-313-24148-1. JEL 85-0164 

Twelve reprinted articles representing current 
international issues and trends affecting economic 
integration in Third World countries, analytical 
methods, strategies, policies, and selected country 


studies. Also includes statistical information and 
a descriptive bibliography of information sources; 
a selected, annotated bibliography of books, docu- 
ments, and periodical articles published since 
1970; and a directory of information sources. The 
editor is President of the World Academy of De- 
velopment and Cooperation, Washington, D.C. In- 
dex. 

Hills, Jill. Information technology and industrial 
policy. London; Dover. N.H., and Canberra: 
Groom Helm, 1984 Pp. 291. $30.00. ISBN 0-7099- 
3701-6. JEL 85-0 J 65 

Examines the way in which the British govern- 
ment has responded to the growth market of infor- 
mation technology. Reviews British industrial pol- 
icy and the international and domestic structure 
of the information technology market (telecom- 
munications, computers, microelectronics). Pre- 
sents a historical analysis of British policy toward 
this market since 1964. Contrasts it with the piolicy 
of other countries in Western Europe, Japan, and 
the United States. Argues that Britain's core liberal 
ideology toward markets is at odds with the British 
centralized political system, this conflict leads to 
confusion of objectives and incoherent strategy to- 
ward growth markets. If this continues, Britian 
is set to become a technological dependency of 
America. Contends that British governments must 
develop effective nontariff barriers to protect do- 
mestic industry. The author teaches International 
Relations at Liverpool Polytechnic. Select bibliog- 
raphy, index. 

llUEDAiiER. Gary Clyde and Erb, Joanna Shel- 
ton. Subsidies in international trade Washing- 
ton, D C ; Institute for International Economics; 
distributed by MIT Press, Cambridge, Moss., and 
Ixiiidon, 1984. Pp. xvi, 283. $30 00. ISBN 0-262- 
08138-5 (MIT Press). JEL 85-0166 

Analyzes the nature and effect of subsidy prac- 
tices used in the world trading system to support 
domestic industries Assesses the current state of 
national and international regulations covering 
subsidies. Di.scusses trade-impact standards and 
the definition and discipline of export and domes- 
tic subsidies. Examines various remedies devised 
to redress the adverse trade impact of subsidies 
in the domestic markets of both complaining and 
.subsidizing countries and in related third-country 
markets, f^oncludes that there is need for interna- 
tional harmonization of national trade practices, 
and that if industrialized and the newly industrial- 
ized countries do not agree to greater discipline, 
all are likely to increase fiscal subvention. Huf- 
bauer is a Senior Fellow at the Institute for Inter- 
national Economics. Erb is an economist with the 
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Subcommittoe on Trade of the U S. House Ways 
and Means Committee, No index. 

Kadar, Structural changes in the tvorld econ- 

omy. Revised translation. Translation revised by 
GyC)R<;v Hajdu. New York: St. Martin’s Press; 
Budapest; Akademiai RiadO, [1979] 1984. Pp. 287 
$2.'>.00. ISBN 0-3 1 2-76671-8 JhX 85-d)167 

Revised edition of the Hungarian Szerkezeti Val- 
tozdsok a Vilaggazdasduban. an investigation of 
the mutual interdependence of national econo- 
mies and of the quantitative changes in institu- 
tional, demographic, technological, dimensional, 
and strategic factors during the last fifteen years 
that have produced a qualitative transformation 
in world economic development. These changes 
concern development of world industry, structural 
policies in OKCD and developing countries, prod- 
uct patterns and export specialization, structural 
changes in capital exports, international economic 
power structure, and Kast-West trade. Also dis- 
cusses structural development in Hungarian indus- 
try and foreign trade, contending that the key 
problems of Hungary's adjustment to new world 
market conditions have arisen from technical and 
economic backwardness and declining competi- 
tiveness of its structure of exports to OECD coun- 
tries. Concludes that real economic processes re- 
flect that the increasing weight of activities with 
above average efficiency and international com- 
petitiveness (as well as the elimination of less effi- 
cient activities) are sources of growth for both en- 
terprises and national economies. The author is 
on the staff of the Research Institute for World 
Economy, Budapest. Index. 

KoSTECKI, M. M., ed. The Soviet impact on commod- 
ity markets. New York- St. Martin’s Press, 1984. 
Pp. XI, 271. $27.50. ISBN 0-312-74839-6. 

JEL 85-0/68 

Eleven papers assess the role of the Soviet Union 
in international trade of basic minerals and agricul- 
tural commodities, tlssays concern trends in Soviet 
trading patterns and their implication for interna- 
tional commodity markets, the international eco- 
nomic system, and political relations. A major por- 
tion of the volume is based on papers presented 
at a conference at the £cole des Hautes £tudes 
Commerciales of the University of Montreal; con- 
tributors are, for the most part, economists. Three 
papers discuss general topics; Soviet commodity 
power, Soviet terms of trade, and the Soviet atti- 
tude toward international commodity agreements. 
Eight papers evaluate the Soviet role in specific 
natural resource markets: oil and gas; coal; alumina 
and bauxite; platinum and gold; copper, manga- 
nese, and chromite; asbestos; grain; and cotton. 


Assesses the U.S.S.R.’s place in market structures, 
its market power, its role in international price 
formation, and its strategic commodity power. The 
editor is As.sociate Professor of filconomics. Insti- 
tute for Applied Economics, Ecole des Hautes 
Etudes Gommerciales, University of Montreal. Se- 
lected bibliography; index. 

Latin American Economic System, Latin Ameri- 
can-U S. economic relations, 1982-1983. Transla- 
tion. Boulder, Colo,, and London; Westview Press, 
1984. Pp. viii, 119. $18.50. ISBN 0-8133-0059-2. 

JEL 85-0169 

Tranlation of Relaciones economicas de America 
Latina con Estados Unidos, 1982-1983. Analyzes 
a range of factors in the international economic 
policies of the United States and the interactions 
involved in its formulation as these affect Latin 
American and Caribbean countries. Pinpoints the 
effects of U S. irionelary policy on this region’s 
economies and trade relations and on the policies 
of international financial agencies. Discusses U.S. 
domestic economic policy and current U.S.-Latin 
American economic relations. Contends that na- 
tional interest has been the focal point in the for- 
mulation of U.S, contemporary foreign policy and 
that it involves two complementary objectives — 
the search for material and physical security condi- 
tions for the state and U.S. society, and an overall 
correlation of political forces incorporating liberal- 
democratic values and American principles of or- 
ganization. Concludes that Latin America should 
acquire a greater knowledge of the United States 
and would increase its bargaining power with this 
country by identifying central issues for the conti- 
nent and following them up within the context 
of the U.S, state machinery. Index. 

Lord, Montague J. Commodity export prospects 
of Latin America Washington, D.C.; Inter-Ameri- 
can Development Bank, Economic and Social De- 
velopment Department, International Economics 
Section, 1984. Pp. 96. Paper. JEL 85-0170 

Projects the growth of export commodities in 
Latin America, particularly the prospects for the 
major non-fuel exports. Discusses conditions influ- 
encing export growth in the immediate future and 
estimates effects on commodity market prices. Ex- 
amines the region’s long-term export performance 
and the major influences on its trends and com- 
pares recent developments with those during and 
after the 1974-75 recession. Points out that the 
decline in Latin America's exports in 1982 was 
aggravated by the external debt position of a num- 
ber of developing countries, reducing imports of 
the non-industrial countries. The final section dis- 
cusses Latin America’s prospects for debt-financ- 
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ing from export earnings. The author is on the 
staff of the Inter-American Development Bank. 
No index. 

Petri, Peter a. Modeling Japanese- American 
trade: A study of asymmetric interdependence. 
Harvard Economic Studies, vol. 156. Cambridge, 
Mass., and London: Harvard University Press, 
1984. Pp. viii, 218. $20.00. ISBN 0-674-57810-4. 

JEL 85-0171 

Argues that Japanese-American economic link- 
ages can be explained using the tools of modern 
trade theory. Discusses the effects of the “miracu- 
lous” post-World War II growth of the Japanese 
economy on the Japanese-American economic re- 
lationship, examining in quantitative detail the 
structure of interdependence — how events in one 
economy influence the operation of the other 
Presents a multicountry, multisectoral general 
equilibrium model consisting of twenty-sector, 
two-factor (capital and labor) submodels imple- 
mented with estimates of parameters governing 
demand, production, and trade in the American 
and Japanese economies; the core of each sub- 
model is a system of input-output accounts Di.s- 
cusses the sectoral dimensions and evolution of 
interdependence over time and traces the causes 
of the increasing bilateral relationship. A major 
finding is that conflict is a natural consequence 
of trade structure; also finds that the bilateral trade 
imbalance is not due to Japanese discrimination 
against U.S. exports but a function of the overall 
commodity composition of their trade Stresses the 
need to focus on negotiations tending to enhance 
rather than limit trade The author is Associate 
Professor of Economics at Brandeis University In- 
dex. 

Phiu.IPS, Kevin P. Staying on top- The bustness 
case fora national industrial strategy New York: 
Random Hou.se, 1984 Pp. xv, 171. $15.95. ISBN 
0-394-53744-0 JEL 85-0172 

Outlines and advocates a bipartisan govern- 
ment-business partnership for an industrial or 
“competitiveness” strategy, based on the notion 
that because other governments are assisting and 
subsidizing industries to compete in global mar- 
kets, the U.S. government must take a more active 
role to restore American economic strength and 
regain foreign markets. Presents 15 proposals to 
achieve U.S. industrial competitiveness and also 
enable an ideological and institutional transition, 
including changes in federal trade organization, 
policy, and law; lobbying reform; tax reform; re- 
form of labor-management relations; and new ef- 
forts in education, research, and technology. Con- 
centrates on questions of political strategy and 


public opinion. The author is president of the 
American Political Research Corporation, pub- 
lisher of the American Political Report and the 
Business and Public Affairs fortnightly, and a 
consultant No index. 

Posner, Ai.an R. State government export promo- 
tion: An exporter’s guide. Westport, Conn., and 
London: Greenwood Press, Quorum Books, 1984. 
Pp. X, 192. $29.95 ISBN 0-89930-042-1. 

JEL 85-01 73 

Explores the possibilities open to states m export 
promotion, analzying the roles played by export- 
ing firms and state government agencies that assist 
exporting activities. Argues that to facilitate the 
process of promoting the export of American 
goods, an orientation is needed toward a more 
structured mix of goods and services. Details spe- 
cific exporting services that states can provide to 
small and medium firms Highlights the need for 
reinforcing the exporting climate in the state and 
for explicit state export -promotion programs. Ap- 
pendi-xes provide a survey of the agencies and ser- 
vices available to exporters in each of the fifty 
states, including appropriate separate entries for 
the main manufacturing and agricultural sectors. 
The author is Associate Professor of Social Science 
at Michigan State University. Bibliography; index. 

Rhee, Yung Whee, Ross- Larson, Bruce and Pur- 
SEIX, Garry. Korea 's competitive edge. Managing 
the entry into world markets Baltimore and Lon- 
don: Johns Hopkins University Press for the World 
Bank, 1984. Pp. ix, 163 $19.95 ISBN 0-8018- 
3266-7, JEL 85-0174 

Kinancial and descriptive study based on a sur- 
vey of 113 Korean exporting firms, e.\amines ex- 
port incentive policies, which bolstered Korea's 
export growth from $52 million in 1962 to $20 
billion in 1981. Investigates Korea's success in 
managing its entry into world markets and in ac- 
quiring and maintaining a competitive edge in 
those markets. Develops two themes: the intrica- 
cies and inner workings of export promotion insti- 
tutions and the selectivity in acquiring technology 
and in marketing products overseas Describes two 
key institutions of Korea's export incentive system: 
the export targets and monthly trade promotion 
meetings and discusses their contributions to infor- 
mational efficiency and effectiveness of the exjiort 
promotion system. Explores the methods of ac- 
quiring technology for the main products and pro- 
cesses and what is involved in mastering new tech- 
nologies. Discusses the probable causes of Korea’s 
setback in the late 1970s, details some of the chal- 
lenges that confront exporters in the 1980s, and 
presents lessons of Korea’s experience for other 
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developing countries. Rhee is Senior Fi,conoinisl 
in the Industry Department, Ro.ss-Larson is a Con- 
sultant, and Pursell is an Kconomist in the Industry 
Department, all at the World Bank Index. 

DC SAIlV'f PifACl.E, THlBALf'C Trade, inflation, and 
the dollar. Revised edition. .Mew York; East- 
bourne, England K.; Toronto and Tokyo. Praeger, 
[1981] 1984 Pp. 433 $14.95, paper. ISBN 0-03- 
t69552-X. JEL 85-0175 

Updated edition of a discussion of international 
economic relationships, particularly the linkage 
between international trade, degrees of inflation, 
and the value of the U.S. dollar. Revisions reflect 
the economic events of the past three years in 
the United States — the reduction in inflation, se- 
vere budgetary deficits, a recession and high un- 
employment, increased pressure for protection- 
ism, a high level of interest rates, increases in U.S. 
balance-of-payments deficits compensated for by 
a surge in capital inRows, a large increase in devel- 
oping-country debt, a strong dollar, and a decline 
in the world oil price. Cloncludes that America 
has the capacity to meet the global economic chal- 
lenges of the 1 990s. Emphasizes the need to accept 
global competition and for the United States to 
gain a larger share of international markets 
through an increased determination to meet for- 
eign competition. The author is an Adjunct Senior 
Fellow of the Georgetown Center, Washington, 
D.C. Glossary; bibliography; index. 

TERN, Jonathan P. International gas trade in Eu- 
rope. The policies of exporting and irnporting 
countries British institutes' Joint Energy Policy 
Programme series, no. 8. London; Melbourne, 
Hong Kong and Exeter, N.H.: Heinemann Educa- 
tional Books, 1984. Pp. X, 204. $40,00 ISBN 0- 
435-84341-9. JEL 85-0176 

P'irst part of a two-volume study concentrating 
on the policies of natural gas importing and export- 
ing countries. Discusses the economic, commer- 
cial, political, and strategic factors involved in the 
international gas trade from the perspective of ex- 
porters (Norway, the U.S.S.R., Algeria, the Nether- 
lands) and importers (the United Kingdom, 
France, West Germany, Italy). Also discusses other 
current and potential exporters, including: Libya, 
Nigeria, Cameroon, and Canada. Observes that 
during a twenty year period the export policies 
of the Western European countries centered on 
their individual concerns and national interests 
rather than on Joint decision-making, and the 
U.S.S R. seeks to sell as much gas as demanded 
to maximize revenues. Also notes that the geopo- 
litical problem with large-scale Soviet gas trade 
is the potential use of natural gas as a symbolic 


gesture by West European countries to protest So- 
viet foreign policy actions. The author is a Re- 
search Fellow at the Joint Energy Policy Pro- 
gramme, British Institute. Index. 

Tsodkai.is, Loukas, ed. The European Community: 
Past, present and future. Oxford and New York: 
Blackwell, 1983. Pp. 244. $12.95, paper. ISBN 0- 
631-13254-8 JEL 85-0 J 77 

Eleven papers initially presented at a confer- 
ence held in March 1982 at St. Catherine's Col- 
lege, Oxford, to celebrate the twentieth anniver- 
sary of the Journal of Common Market Studies. 
Discussions cover political and economic aspects 
of European integration and the international role 
of the European Community (EC). Tackles issues 
such as survival of the nation-state and its compati- 
bility with the development of the EC, the role 
of popular participation in European integration, 
the economic functions of the modern nation-state 
and the problems of integrating mixed economies, 
the relevance of EC institutions in the context of 
growing international economic interdependence, 
and the role of the EC as a world or regional power 
and its defense dimension. In a concluding essay, 
the editor observes that the equilibrium that EJuro- 
pean integration seems to have reached in recent 
years is likely to prove unstable in the future; he 
points to centralized exercise of economic powers 
and to progress in joint management of economic 
interdependence as perhaps the only effective way 
maintaining the EC. The contributors are mainly 
social scientists from economics, government, law, 
{xilitical science, and international affairs. Tsouk- 
alis is Editor of the Journal of Common Market 
Studies and a Re.search Fellow of St. Antony’s Col- 
lege, University of Oxford. No index. 

See also. Book Numbers JEL 85-0051, 85-0156, 85- 
0184 

430 Balance of Payments; International 
Finance 

•Ahmad, Jaleel. Floating exchange rates and world 
inflation. New York: St. Martin’s Press, 1984 Pp. 
xi, 259. $40.00. ISBN 0-312-29647-9. 

JEL 85-0178 

Concerned with the role of floating rates in the 
world inflationary process, its impact on the gener- 
ation of inflation in individual countries, and its 
transmission from country to country. Examines 
theories of inflation in open economies with fixed 
exchange rates. Discusses doctrines and empirical 
propositions concerning the inflationary propensi- 
ties of floating exchange rates, reviewing contem- 
porary theories of inflation and the manner in 
which alternative exchange rate regimes influence 
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the channels of transmission and operation of vari- 
ous possible price links among countries. Finds 
that the high and variable rates of inflation in in- 
dustrial countries cannot be attributed to the ex- 
change flexibility per se, citing expansionary mon- 
etary policies, institutional characteristics of the 
labor market, lack of effective control over inter- 
national liquidity, and the oil price increases as 
all contributing to the inflationary episodes of the 
1970s. The author is Professor of International 
Economics at Concordia University, Montreal. Au- 
thor and subject indices. 

Black, John, and Dorrance, Graeme S., eds. 
Problems of international finance: Papers of the 
seventh annual conference of the International 
Economics Study Group. New York. St. Martin's 
Press, 1984. Pp. xxii, 188. $29 95. ISBN 0-312- 
64767-0. JEL 85-0179 

Eight previously unpublished papers originally 
presented at the 1982 annual conference at the 
University of Sussex Conference Centre Robert 
Z. Aliber discusses the adequacy of mechanisms 
for financing payments imbalances in response to 
structural and monetary shocks and the effective- 
ness of private glows in financing the current ac- 
count deficits of the developing countries. Geof- 
frey W. Maynard concentrates on the role of 
financial institutions in the international financial 
transmission of capital and the financing of balance 
of payments deficits. David T. Llewellyn presents 
an analytical framework for modeling interna- 
tional banking flows. K. Alec Chrystal discusses 
the theory and role of "international money" in 
the international economy Nicholas C. Hope and 
David W. McMurray analyze development finance 
during the 1970s, the role of banks in this process, 
and implications for managing the debt of devel- 
oping countries. Bahrain Nowzad examines the 
debt burden problem. Kate Phylaktis and Geoffrey 
E. Wood develop techniques for a taxonomic anal- 
ysis of exchange controls. Emmanuael Pikoulakis 
constructs a full-employment model with static ex- 
pectations and reconsiders the effects of a bond- 
financed fiscal expansion. Black is Professor of Eco- 
nomic Theory at the University of Exeter Dor- 
rance has recently retired from teaching at the 
London School of Economics and the University 
of Maryland. Index. 

Eeinberg, Richard E. and Kallab, Valeriana, 
eds. Uncertain future: Commercial banks and the 
Third World. Overseas Development Council Se- 
ries, U.S.-Third World Policy Perspectives, no. 2 
New Brunswick, N.J., and London; Transaction 
Books, 1984. Pp. X, 129. Paper. ISBN 0-87855- 
989-2. JEL 85-0180 


Six previously unpublished papers focus on the 
causes and nature of the apprehensions in the in- 
ternational banking community, the medium- 
term prospects for lending to developing nations, 
and the implications of these trends for Third 
World economies. Discusses the rapidly evolving 
roles of banks, governments, and international 
agencies in coping with current events and ana- 
lyzes recent reforms undertaken by the U.S gov- 
ernment and others to solve the current debt cri- 
sis. An overview by Eeinberg points out that banks 
will pursue current strategies of minimizing losses 
and reducing perceived risks through tradihonal 
trade finance and loans tied to collateral or project 
earnings and concentrate on their more important 
corporate clients. Specific policy proposals to re- 
store confidence in international credit markets 
are offered by Lawrence]. Brainard, Karin Lissak- 
ers, Christine A. Bogdanowicz-Bindert, Paul M 
Sacks, George J. Clark, Catherine Cwin, and Ben- 
jamin J. Cohen. Eeinberg and Kallab are at the 
Overseas Development Council. No index. 

Gold, Joseph. Legal and institutional aspects of 
the international monetary system: Selected es- 
says Volume II. Washington, D.C.; International 
Monetary Fund, 1984. Pp xviii, 947. $40.00. ISBN 
0-939934-34-5. JEL 85-0181 

Sixteen previously published essays contributed 
by the author to books and periodicals published 
under auspices other than those of the IMP' and 
written since 1979. [For annotation of the first vol- 
ume of essays, see JEL no 79-0749 ] Some topics 
arc: developments in the international monetary 
system, the IME, and monetary law since 1971; 
symmetry as a legal objective of international 
monetary system; aspects of the IMP" (continuity 
and change, the relationship between the IMP’ and 
the World Bank, borrowing arrangements); effects 
of variable exchange rates on treaties, reserve as- 
sets, drafting, and international law Content is 
predominantly legal in character. Gold is Senior 
Consultant of the International Monetary P'und. 
Bibliography; six indices refer to cited provisions 
of articles of agreement, by-laws and rules and 
regulations; resolutions of the IMP’ Board of Gover- 
nors and decisions of Executive Board; cases; 
names; and subjects, 

Hewlett, Sylvia Ann; Kaufman, Henry and 
Kenen, Peter B., eds. The global repercussions of 
U.S. monetary and fiscal policy. Cambridge, Mass.; 
Harper & Row, Ballinger, 1984. Pp, xviii, 238 
$25.00. ISBN 0-88410-989-5. JEL 85-0182 
P'ourteen edited versions of papers, all but one 
previously unpublished, presented at a study panel 
of the United Nations Association of the United 



196 


Journal of Economic Literature 


States Papers analyze some of the international 
dimensions of current economic problems con- 
fronting America, their implications for U S. mac- 
roeconomic policies as these affect other countries, 
and the unintended disruptive international re- 
percussions that feed back into the H S economy, 
flighlights the need for greater attention to inter- 
national linkage.s in formulating U S economic pol- 
icy because of the far reaching effects of changc.s 
on the international economy. Topics include. U.S 
stabilization policy, foreign exchange rates, inter- 
national debt, monetary targeting, and trade pol- 
icy The contributors are economists, bankers, la- 
bor leaders, and industrialists Hewlett is at the 
United Nations As.sociation Kaufmann is at Salo- 
mon Brothers, Inc Kenen is Walker Professor of 
Economics and International Finance at Princeton 
University Index 

iNIKflNAIKiNAI. MO.’yETAltV FPND, RE.SEARCH DE 
I’AHTMENl. The exchange rate system. Lessons of 
the past and options for the future Occasional 
Paper, no. 30 Washington, DO. Author, 1984 
Pp vii, 64 $7 50, paper ISBN 0251-636.5. 

JEL H5~niS3 

This study .suggests a .set of criteria for evaluating 
alternative exchange rate systems; provides an ap- 
prai.sal of a decade of experience with the pre.sent 
exchange rate system in terms of those criteria; 
and selects some key issues as a basts for discussion 
on how the evolution of the exchange rate system 
might best be managed over the medium term 
Includes a background description of the present 
exchange rate system and of the global environ- 
ment of the past ten years Presents a summary 
of the present system’s principal strengths and 
weaknesses. No index 

iN'TEHNATIONAI, MONEl AHV FUND, RESEARCH DE- 
PARTMENT Exe.hanne rate volatility and world 
trade- A Study. Occasional Paper, no. 28. Washing- 
ton, D C : Author, 1984. Pp. vii, 62. $7 50, paper. 
I.SSN 0251-6365. JEL 85-OIH4 

Reviews and analyzes evidence concerning the 
implications of exchange rate variability for inter- 
national trade. Analyzes the potential costs and 
uncertainties for producers and traders that arise 
from reversible movements in exchange rates. 
Considers not only direct effects of exchange rate 
fluctuations on the level and pattern of interna- 
tional trade but also their effects on domestic pro- 
duction and investment decisions, their implica- 
tions for inflation, and the constraints they place 
on governments’ ability to pursue domestic eco- 
nomic objectives. Deals mainly with exchange rate 
variablility among the major industrial countries. 
Bibliography; no index. 


Park, Yoon ,S, and Zwick, Jack International 
hankiriK in theory and practice. Addison-Wesley 
Series in International F'inance. Reading, Ma.ss.' 
Ixindon; Don Mills, Ont., and Sydney: Addison- 
Wesley. 1985. Pp. x, 175 Paper, ISBN 0-201- 
0962,5-0 JEL 85-0185 

Provides an overall picture of the international 
banking system as it has evolved in the post-World 
War II period Describes the increa.se in number 
of banking institutions entering the international 
arena and the developments during the unregu- 
lated Eurodollar and Eurobond markets in the 
1960s and the floating-rate Eurocredit market in 
the 1970s. Other topics are: expansion of interna- 
tional banking networks; legal a.spects; organiza- 
tional structure, operations, supervision, and 
control, techniques of international lending — 
marketing and credit analysis and .syndication; 
debt rescheduling, international asset and liability 
management: and offshore financial centers and 
international banking facilities. Intended as a text- 
liook for graduate students at business schools and 
as part of reading materials for in-house training 
se.s.sion,s at banking institutions Park is a member 
of the faculty of (Jeorge Washington University, 
and Zwick is a member of Jack 'Zwick Associates, 
Inc Index 

Watson. Maxwei.e, Kem.er. Peter and Mathie- 
SON. Donai.D. International capita! markets de- 
velopments and prospects, 1984 With RICHARD 
Abrams et al Dcca.sional Paper, no 31 Wa.shing- 
ton, D C ■ International Monetary Fund, 1984 Pp 
IX. 112. .$7., 50, paper. ISSN 0251-6365 

JEL 85-0186 

Provides a description and analysis of recent de- 
velopments in international capital markets and 
an assessment of the prospects for private financ- 
ing flows, in particular to the developing eountries, 
Discmsses the nature of recent strains in financial 
markets and the responses of banks and their regu- 
lators to those strains Provides a description and 
analysis of developments in international bank 
lending. Reviews developments in international 
bond markets and other capital flows Discusses 
the short-term outlook for international lending. 
No index. 

See also Book Numbers JEL 85-0042, 85-4)104, 85- 
0111, 85-0175 

440 International Investment and Foreign 
Aid 

Akinsanya, Adeoye a. Multinationals in a chang- 
ing environment: A study of business-government 
relations in the Third World. New York; East- 
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bourne, England; Toronto and Sydney. Praeger, 
1984. Pp. xvi, 335. $34.95. ISBN 0-03-059866-4. 

JEL 85-0187 

Examines multinationals' (MNCs) relationships 
with host country governments in developing 
countries. Focuses on economic nationalism m as- 
sessing the impact of multinationals on Third 
World development. Contends that MNCs are 
mainly vehicles through which capital resources 
are transferred from capital poor countries to capi 
tal rich countries through such devices as transfer 
pricing, over-invoiced imports, under-invoiced ex- 
ports, and overpricing of technology MNCs em- 
ploy capital-intensive technologies inconsistent 
with factor endowments of Third World countries, 
thus destroying jobs. MNCs contribute to the wid- 
ening of the elite-mass gap and polarization of 
social forces in the host states through the higher 
salaries paid to their employees. MNCs encourage 
technological dependence of Third World coun- 
tries on MNCs thus impeding and stifling local de- 
velopment. Argues that radical structural transfor- 
mation of developing economies is needed to 
smash local allies of MNCs and that such measures 
can only be successfully implemented within a 
planned economy. The author is Professor in the 
Department of Government and Public Adminis- 
tration at the University of lloriii, Nigeria. Bibliog- 
raphy, index. 

Ander.SON, David L. Foreign investment control in 
the mining sector Comparisons of Australian and 
Canadian experience CHES Monograph .senes, 
no. 10. Canberra. Australian National University, 
Centre for Resource and Environmental Studies, 
1983. Pp. XVI, 201. Paper ISBN 0-86784-319-5. 

JEL 85-0188 

Traces the evolution of Australian and Canadian 
policies on the control of foreign direct investment 
in the mining .sector. Outlines the arguments for 
and against foreign direct investment, including 
theories of economic nationalism Subjects the 
Australian system to a critical analysis and com- 
pares the Canadian and Australian approaches 
Concludes that the Australian system has been 
generally successful in balancing the interests of 
the economic nationalists with the contributions 
of foreign investment to economic development 
while the Canadian system has not satisfied either 
economic nationalists or foreign companies. Sug- 
gests that Canadian authorities adopt some of the 
Australian rules for evaluating foreign ventures. 
The author is Associate Professor of Administra- 
tion at the University of Regina. No index. 

CtJNE, William R. International debt: Systemic risk 
and policy response. Washington, D C.: Institute 


for International Economics; distributed by MIT 
Press, Cambridge, Mass., and London 1984. Pp. 
xix, 317. $25.00. ISBN 0-262-03100-0 

JEL 85-tJl8y 

Analyzes the debt crisis that currently faces the 
world economy Examines the major areas of pub- 
lic policy on external debt, focusing on the increas- 
ing financial dependence of borrowing developing 
countries on capital-rich advanced countries and 
their rising debt-servicing obligations. Examines 
the origins of the debt problem and potential risk 
to industrial country economies and hnancial sys- 
tems arising from the debt of developing and East 
European countries. Reviews the debt packages 
put together by the International Monetary Fund, 
the United Slates, and others to meet the financial 
crises in Mexico, Brazil, Argentina, and other 
countries. Presents a model for projecting the debt 
and balance of payments of the large debtor 
countries and analyzes the dynamics of involun- 
tary lending, debt rescheduling, and default deci- 
.sions. Examines the adequacy of banking institu- 
tions for international lending and proposals for 
new regulations of external loans, global debt man- 
agement, and plans lor more radical debt relief 
Contends that the debt problem is manageable 
and that the international debt is likely to recede 
as international economic recovery proceeds The 
author is a Senior Fellow at the Institute for Inter- 
national Economics, Washington, D.C. Select bibli- 
ograph); index. 

Ghosh, Pbadip K., ed Foreign aid and Third World 
Development Foreword by Gamani Corea. In- 
ternational Development Resource Books, no. 10 
Westport. Conn., and London. Greenwood Press, 
1984 Pp. XXIV, 365. $45.00 ISBN 0-313-24146- 
5. JEL 85-0 tyo 

Nine reprinted articles representing current in- 
ternational issues and trends affecting external as- 
sistance m Third World development as well as 
analytical methods, strategies, and policies and se- 
lected country studies Al.so includes statistical in- 
formation and a descriptive bibliography of infor- 
mation sources, a .selected, annotated bibliography 
of books, documents, and periodical articles pub- 
lished since 1970; and a directory of information 
sources. The editor is President of the World Acad- 
emy of Development and C.'ooperation, Washing- 
ton, D C. Index. 

Ghosh, Pradip K., ed. Multi-national cor^x 1 ratiolls 
and Third World development. Foreword by 
Gamani Corea. International Deselopment Re- 
source Books, no. 11. Westport, Conn., and Ixui- 
don; Greenwood Press, 1984. Pp. xxiv, 473, $45.00. 
ISBN 0-313-24147-3. JEL 85-0191 
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FourtPen rppriiited articles representing cur- 
rent international issues and trends affecting mul- 
tinational corporations in Third World develop- 
ment as well as analytical methods, strategies, 
policies, and seler-led country studies. Also in- 
cludes statistical information and a descriptive 
bibliography of information sources; a selected, an- 
notated bibliography of books, dixaiments, and pe- 
riodical articles published .since 1970; and a direc- 
tory of information sources. The editor is President 
of the World Academy of Development and Co- 
operation, Washington, D.C, Index 

CoHOSTIAt.A, XABIfc'B. The role of the tiiiertialtonal 
financial centres in underdeveloped countries. 
Translated by AN.VK'n'K Monkywei.L with new- 
material added for the Knglish edition by Ludo- 
vico Ai.f.OB tA and Vivianne Pbck.hazk'a. New 
York; St Marlin's Press; Ixindon and Sydney. 
Croom Helm in as.sociation with the Centro de 
Kconomia Transnacional, 1984. Pp. 148. $25.00. 
ISBN 0-312-42200-8 fk'L 85-0192 

English tran.slation of Urs centres financieros in- 
ternatioriales en los patses subdesarrollados Fo- 
cuses on the growing importance of international 
financial center.s (Ih'Cs) in underdeveloped 
countries and their specific role in the transna- 
tional economic system of today Emphasizes the 
readjustments produced at the center of the inter- 
national capitalist system; the new forms of inser- 
tion and dependency of the pieripheral countries 
in their economic relations with the center, the 
common characteristics offered by the host coun- 
tries of IFCs and their comparative advantage in 
relation to their possible locations; and the histori- 
cal and geopolitical backgrounds of host countries, 
which make them suitable as operation platforms 
for these IFCs. Uses Panama as an example. The 
author is Director of the Institute of Socio-Eco- 
nomic Research at Managua, Nicaragua. Bibliogra- 
phy; index. 

Grundy, Milton, The world of international tax 
planning. Cambridge, New York and Sydney: 
Cambridge University Press, 1984. Pp. x, 143. 
$39.50. ISBN 0-521-25955-X. JEL 85-0193 
Discusses possibilities of reducing the tax cost 
associated with international transactions, such as 
basing the business elsewhere, routing it through 
other jurisdictions, or otherwise modifying the 
form of transaction. Written primarily for the prac- 
titioner whose client is engaged in international 
transactions. Considers questions of residence 
(avoiding residence, change of residence, tempo- 
rary emigration) and source of income, where the 
location and nature of the source exposes the 
owner to taxation in the source country. Examines 


opportunities in the United Kingdom and in terri- 
tories where taxes are not levied on nonresidents 
(e.g., countries in the Caribbean) or levied at a 
low rate on companies, trusts, or other entities. 
Discusses advantageous tax treaties and offshore 
trusts. Appendices list appropriate jurisdictions for 
various types of entities; present the principles of 
the company tax in Switzerland; and present some 
of the trust laws in the Cayman Islands, Monaco, 
and Gibralter Grundy is a barrister-at-law of the 
Inner Temple and Gray's Inn. Index. 

Call, Sanjaya. The new multinationals: The spread 
of Third World enterprises In collaboration with 
Edward CTien ei ai,. Foreword by Paul 
Stheeten. Wiley/IRM Series on Multinationals. 
Chichester, England, New York; Brisbane and To- 
ronto- Wiley, 1983 Pp x,268. ISBNO-471-9041-1. 

JEL 85-0194 

Six previously unpublished papers analyze the 
nature and experience of foreign direct invest- 
ment by four developing countries. The studies 
present detailed empirical findings based on inde- 
(lendent field research on the multinational phe- 
nomenon in India, Hong Kong, Argentina, and 
Brazil. The editor provides a de.scription of the 
overall analytical framework and a synthesis and 
conclusions, noting that different home environ- 
ments produce different sets of MNCs, The co-au- 
thors are Edward K Y Chen, Jorge Katz; Bernardo 
P. Kosacoff, and Annibal V Villela, Lall is Senior 
Research Officer at the Institute of Economics and 
Statistics and Fellow, Green College, University 
of Oxford. No index. 

Lee, ChaE-Jin. China and Japan. New economic di- 
plomacy. Stanford, Calif.. Stanford University, 
Hoover Institution Press, 1984 Pp. xvii, 174. 
$19.95, cloth; $9.95, paper ISBN 0-8179-7971- 
9. JEL 85-0195 

Pixamines the achievements and difficulties of 
Sino-Japanese economic diplomacy since the early 
1970s. Pursues three questions- how the two 
countries have conducted their economic negotia- 
tions, what they have accomplished, and why 
problems and difficulties have arisen and how- 
these have been resolved. Historically describes 
Sino-Japanese economic relations m the postwar 
era with some recent examples of economic diplo- 
macy: the collaborative construction of the inte- 
grated steel complex in Shanghai's Baoshan 
County, the long-term joint offshore oil develop- 
ment project in the Sea of Bohai, and Japan's gov- 
ernment loans and grants for Chinese construction 
programs. Concludes that since 1972 both govern- 
ments have cooperated to maintain a political en- 
vironment conducive to their productive eco- 
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nomic interaction. China’s changing domestic po- 
litics and shifting policy priorities influence the 
direction of economic diplomacy with Japan and 
one of the most serious obstacles to economic coop- 
eration is the Chinese bureaucratic system. The 
author is Professor of Political Science and East 
Asian Languages and Cultures at the University 
of Kansas. Selected Bibliography; index. 

O'Faibcheallaigh, Ciaran. Wining and develop- 
ment: Foreign-financed mines in Australia, Ire- 
land, Papua New Guinea and Zambia. New York, 
St. Martin’s Press; London and Sydney; Croom 
flelm, 1984. Pp 302. $32.50. ISBN 0-312-53367- 
5. JEL 85-0196 

Identifies the economic and political issues that 
arise in countries when foreign investments are 
made in mineral development. Focuses on two 
areas in the process of foreign investment: the na- 
ture of transactions on the physical level — move- 
ments across national boundaries of objects, 
money and instruments of credit, information on 
technologies, skills and ideas, and individuals — and 
the nature of relationships created between for- 
eign investors and governments or other political 
identities. Adopts a case study approach, including 
studies of countries with varying economic, social, 
political, and historical circumstances (Ireland, 
'Zambia, Australia, and Papua New Guinea), to ar- 
rive at conclusions regarding the effects of foreign 
financial mineral development and the nature of 
host country-foreign investor relations. Finds that 
foreign investors played a crucial role in providing 
scarce risk capital and expertise and that the ex- 
tent that the host countries acted to mitigate any 
adverse social and economic costs depended on 
their ability to acquire relevant information and 
to devise effective policy-making structures. The 
author is a Research Fellow in the North Australia 
Research Unit, Australian National University. Se- 
lect bibliography; index. 

Oman, Charles. New forms of international invest- 
ment in developing countries. Development Cen- 
tre Studies. Paris: Development Centre of the Or- 
ganisation for Economic Co-operation and 
Development. 1984. Pp. 139. $13.00, paper. ISBN 
92-64-12590-6. JEL 85-0197 

Examines trends in the use of new forms of in- 
vestment, the causes of those trends, and some 
of their possible implications. Discusses hypotheses 
regarding overall trends in the use of new forms 
of investment in the North-South context and 
whether traditional foreign direct investment is 
obsolete. Summarizes trends in the use of new 
forms of investment on a sectoral basis. Discusses 
a number of reasons why firms in developing 


countries use new forms of investment. Explores 
several possible implications for foreign investors 
and host countries. The author is at the OECD 
Development Centre, Paris. No index. 

See also Book Numbers JEL 85-<X)52, 85-0076, 85- 
008 J, 85-0158, 8.5-0169, 8.5-0180 

500 Administration; Business Finance; 
Marketing; Accounting 

510 Administration 

Brckjks, Earl and Odiorne, Gb;orce S. Managing 
by negotiations. New York: Van Nostrand Rein- 
hold, 1984. Pp. x, 224. $26.95 ISBN 0-442-20962- 
2. JEL 85-0198 

Discusses techniques for dealing with equals or 
betters and for dealing with a weak position Ex- 
amines negotiation tactics and their dimensions 
as an important general-use tool of social relations 
for pieople in everv walk of life. Sets out fifteen 
"building blocks” of a personal strategy for negoti- 
ation for situations ordinarily encountered by an 
individual. Explores four major chronic and per- 
manent elements in the process of negotiation and 
how they relate to one another in equilibrium to 
achieve a satisfactory agreement for both parties. 
These include planning, power, skill, and liming. 
Describes the management process in negotia- 
tions, considering the merits of involving a team 
or one skilled individual acting alone, the role of 
top management, and how to train people to be 
better negotiators. Presents some games and cases 
for practice in negotiation skills Brooks and 
Odiorne are, respectively. Professor, Graduate 
School of Management, Cornell University, and 
Harold D. Holder Professor of Management at 
Eckerd College in St. Petersburg, Florida. Index 

Donai.d.son, Cordon. Managing corporate wealth. 
The operation of a comprehensive financial goals 
system. With the editorial assistance of Nan 
Dundes Stone New York; Eastbourne, England; 
Toronto and Tokyo. Praeger, 1984. Pp vii, 198 
$24.95, cloth; $10.95, paper ISBN 0-03-063414- 
8. JEL 85-0199 

Describes in detail the internal management of 
corporate wealth, based on an examination of 
twelve large, industrial firms over the last decade. 
Considers corporate wealth from a managerial 
perspective as it supports a firm’s competitive ac- 
tivity in its product market initiatives. Focuses on 
the formation of financial goals, and their adminis- 
tration, modification, and influence on resource 
allocation. Demonstrates the links between finan- 
cial goals and management's primary strategic in- 
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them into funding, 
strategies. Finds that 
over the decades managerial efforts have focused 
on achieving greater diversification and that there 
has been a wiJlingness to use external equity fund- 
ing. Finds also that management's independence 
is limited because when it seeks to avoid restric- 
tions of one product (or capital) market, it finds 
itself the captive of another; neither management 
nor the corporation can ever function alone. The 
author is Senior As.sociate Dean for Kacully Devel- 
opment and Willard Pre.scott Smith Professor of 
Corporate Finance at the Harvard University 
Graduate School of Business Adrnimstralion. Se- 
lected bibliography, index. 

Eahi., MiCIlAk'Lj., cd Prrsin'ctii M on tunnanemcnt: 

A multidisrit^lintiri/ analyxts London, New, York. 

Toronlo and Tokyo. Oxford Vniwrsity Pross, IdH.'i 

Pp. VI, 24H. ,*2.9. .9.5, }sas l)~)9-S27237-x 

JF.L H5-02(>() 

Jught papers provide different per.’spoctno.i of 
management in aceordance with each contribu- 
tor's academic discipline Papers di.scu.ss contem- 
porary arguments about the employer-employee 
relation.ship in the light of British social history; 
the development of the role of entrepreneurs in 
recent economic development, the relation.ship 
between management and economic perfor- 
mance, focusing on .separation of ownership and 
control, management ohjectis'es, and internal 
structure of the firm functions of accounting infor- 
mation systems and the roles of accountants; board 
level behavior and concepts of corporate gover- 
nance; management in government; anti the 
meaning of management. The editor argues m the 
concluding paper that the study of management 
should remain eclectic, empirical, integrative, and 
in touch with managers in both education and re- 
search, The contributors are Alan Fox, Peter Mat- 
hias, Donald Hay, Rosemary Stewart, Bob Tricker, 
Nevil Johnson, Dan Gowler, and Karen Legge. The 
editor is a Fellow at the Oxford Centre for Man- 
agement Studies. No index 

ilGLISH, J. Morley. Project evaluation: A unified 
approach for the analysis of capital investments. 
New York: Macmillan; London: Collier Macmillan, 
1984. Pp. xiv, 401. $29.95. ISBN 0-02-949240-8. 

JEL 85-0201 

Discusses a methodology for assessing the worth 
of any proposed capital investment, specifically 
identifying principles and formulating a philo- 
sophical frame of reference for economic evalua- 
tion. Emphasizes the perception of future values 
in continuous time rather than debt models in the 
evaluation of the time value of cash flows. Presents 


a framework for evaluation of project investments; 
discusses economic concepts and especially macro- 
economics and money. Discusses discounting, ac- 
counting and taxes, finance, inflation, risk, changes 
in an investment project, and the synfuels project 
as an overall comprehensive example to bring out 
the difficulties as.sociated with long-term and large- 
scale projects. Ghapters include summaries and 
problem.s. Suitable as a textbook for advanced 
courses in managerial or engineering economics. 
The author is Professor Emeritus, School of Engi- 
neering and Applied Science at the University of 
California, Los Angele.s. Bibliography; index. 

French, Peter A. Collective and corporate respon- 
sibtiity. New York. Columbia University Press, 
1984. Pp. xiv, 215 $35.00, cloth; $16.50, paper. 

/.S'BN 0-231-058.30-5. JEL 85-0202 

Examino.s the metaphysical foundations of a the- 
ory of a moral community based on a notion of 
collective responsihility Distinguishes types of col- 
lectivities involving the business corporation. De- 
velops a theory of the corporation as a moral per- 
son, associated with the metaphysical, moral, and 
legal concepts of personhood. Applies the theory 
to actual cases to clarify the principles of moral 
responsibility. Di£cus.sc.s corporate responsibility 
and corporate criminality. French is Lennox Dis- 
tinguished Professor and Chairman of the Depart- 
ment of Philosophy at Trinity University, San An- 
tonio, Texas, index 

Geneen, Harold, Managing. With Alvin Mos- 
cow Garden City, N Y,: Doiibleday, 1984. Pp x, 
297. $17,95 ISBN 0-38,5-17496-9 

JEL 85-0203 

A discussion of the components of successful 
business management based on author's eighteen- 
year experience as head of the International Tele- 
phone and Telegraph Company, Geneen de- 
scribes his application of his management philoso- 
phy at ITT, which he reoriented as a "unified- 
management, multiproduct company” to become 
in 1977 the eleventh largest industrial company 
in the United States. Contends that "the key ele- 
ment in good business management is emotional 
attitude”; that management is a living force, one 
that gets things done to acceptable high standards; 
it must have a purpose and dedication, which must 
be an emotional commitment. If the objectives 
are to be achieved by the manager, he has to have 
reliable information necessary to make the right 
decisions. The rest of the essentials are mechanics 
consisting of the structure and organization of the 
company, the communication network handling 
the flow of information, the financial controls, the 
schedule of meetings, the elements of production. 
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quality control, marketing, and distribution. Gen- 
een is Chairman Emeritus of ITT. Index. 

[KoZMETSKY, George.] Cteativc ond innovative 
management: Essays in honor of George Kozmet- 
sky. Ekiited by A. Charnes and W. W. Cooper. 
Econometrics and Management Sciences Series, 
vol. 2. Cambridge, Mass.: Harper & Row, Bal- 
linger, 1984. Pp. xxxi, 268. $25.00. ISBN 0-88410- 
994-1. JEL 85-0204 

Seven previously unpublished papers, each with 
commentaries, resulting from a conference held 
in October 1982 in honor of George Kozmetsky 
on the occasion of his sixty-fifth birthday. Topics 
are appropriate to his career as an innovative man- 
ager, a research scholar, and Dean of the School 
of Business and Graduate School of Business of 
the University of Texas at Austin. Focuses on the 
need for a better foundation to secure a basis for 
continuing, .systematic improvements in the pres- 
ent state of creative and innovative management 
abilities and practices. Papers discuss, the place 
of creativity in education and management; public 
sector management and accountability, private 
sector management and policy issues, and aca- 
demic research in psychology and artificial intelli- 
gence. Contributors are managers, research schol- 
ars, and academic and public administrators. 
Charnes is University Professor and John P Harbin 
Centennial Professor and Director of the Center 
for Cybernetic Studies at the University of Texas 
at Austin. Cooper is the Foster Parker Professor 
of Finance, Management and Accounting in the 
Graduate School of Business of the University of 
Texas at Austin. Index. 

Miller, Lawrence M. American spirit- Visions of 
a new corporate culture. New York: Morrow, 1984. 
Pp. 188. $16.95. ISBN 9-688-03789-5, 

JEL 85-0205 

Examines the new values, visions, and spirit aris- 
ing in the American corporation of today Argues 
that improved productivity and remotivation of 
business corporations depend not on management 
techniques but on the acceptance of and action 
on new values. Identifies eight primary values as 
the foundation for a new competitive American 
corporate culture — purpose, excellence, consen- 
sus, unity, performance, empiricism, intimacy, and 
integrity. Presents a model for creating strategic 
and tactical changes to build a new corporate cul- 
ture. The author is a business consultant. No index. 

Winger, Bernard J. Cases in managerial econom- 
ics. Second edition. New York; Chichester, Eng- 
land; Toronto and Singapore: Wiley, 1984. Pp. xi, 
181. $18.95, paper. ISBN 0-471-84123-4. 

JEL 85-0206 


Casebook for courses in managerial economics. 
Revisions emphasize the integration of theory and 
application. The cases illustrate at least one ele- 
ment of economic theory, and the main thrust of 
each case is indicated. Includes both cases that 
involve substantial calculations and cases that do 
not. Instructor's manual available. [See JEL no. 
79-1057 for annotation of the first edition.] The 
author is a member of the faculty of the Depart- 
ment of Economics and Fmance, University of 
Dayton. No imlex. 

See also: Book Numbers JEL 85-0028, 85-0116, 85- 
0131, 85-0217 

520 Business Finance and Investment 

Gagnon, ]ean-Marie and Papillon, Benoit. Fi- 
nancial risk, rate of return of Canadian firms, and 
implications for government intervention Ot- 
tawa: Economic Council of Canada; available from 
the Canadian Governrrient Publishing Center, Ot- 
tawa, 1984. Pp vii, 105. Canada, $8.95; other 
countries, $10.95, paper ISBN 0-660-11618-9. 

JEL 85-0207 

A cross-sectional study of financial structures of 
Canadian firms across size classes, industries, and 
regions to uncover abnormal occurrences that can 
only be explained by capital market imperfections. 
Analyzes data based on kT 1977 financial state- 
ments of two samples of firms, tho.se with assets 
over $5 million and those under $5 million. Finds 
that it would be bettor for governments to provide 
incentives to reduce debt-to-a,s.sel ratios of small 
or medium size companies rather than mcreasing 
financial risk through lending programs Argues 
for less governinenl intervention and improve- 
ments in the incentive to inve.st. C-agnon is Profes- 
sor of Finance at the University of Laval. Papillon 
IS a Ph.D candiate at Northwestern University. 
Bibliography; no index. 

Price Waterhouse Guide for smaller businesses 
and entrepreneurs Financing your business New 
York. Author, 1984. Pp. in, 65. $5.00, paper 

JEL 85-0208 

A guide for managing the process of financing 
a smaller busine.ss for start-up operations or expan- 
sion Written for the business owner or advisor 
who has identified the need for financing and is 
ready to search for and evaluate alternatives. Or- 
ganized as follows: a self assessment que.stionnaire, 
where the funds are, the process of getting them, 
costs, and benefits. Contains a section on the initial 
public offering. No index. 

Williams, Mansfield W. Inventory and produc- 
tion decisions. Research in Business Economics 
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and Public Policy series, no. 7. Ann Arljor, Mich . 
UMI Research Press, 1984, Pp. x, 182. ISBN 0- 
8357-1 44&-2, JEL 85-0209 

Analyzes whether and how well profit-triu.viiniz- 
mg principles provide answers to questions con- 
cerning inventory and production decisions. Sur- 
veys the literature, covering classical writers, 
microeconomics, macroeconomics, and industrial 
management and operations re.search. Develops 
and tests profit-maximizing models for production 
to stock and for production to both stock and or- 
der; examines nine industries (food products, to- 
bacco manufacturers, pajjcr and allied products, 
printing and publishing, chemical and allied prod- 
ucts, petroleum and coal products; three durable 
goods: fabricated metal products, electrical ma- 
chinery, other machinery) Kxplores the character- 
istic manner in which various industries use and 
treat inventory as part of the manufacturing pro- 
cess. Addresses questions of timing and seasonal 
behavior Also considers the firm's behavior from 
the “stock " or balance sheet perspective, A revised 
Ph.D dis.serlation Bibliography: index 

5,30 Marketing 

See also Book Numbers JEL 85-0128. 8,5-0129, 85- 
0193, 8,5-0299 

540 Accounting 

Anthony, Robert N. ,4 reference guide to essenttah 
of accounting Reading, Mass ; London; Don Mills, 
Ont., and .Sydney: Addison-Wesley, 1984. Pp ix, 
149. Paper ISBN 0-201 -10234-X. 

JEL 85-0210 

Intended for those who are studying, or have 
completed, the programmed text, Essentials of 
Accounting, or its computer version. Teach Your- 
self Essentials of Accounting. Contains a complete 
text of every point made in that book Can be 
used to review either an accounting term or an 
entire topic. The author is Ross Graham Walker 
Professor of Management Control (Kmeritus) at 
Harvard Business School. Glossary; no index, 

600 Industrial Organization; 

Technological Change; Industry Studies 

610 Industrial Organization and Public 
Policy 

ZlURTlS, Wayne C. Microeconomic concepts for at- 
torneys: A reference guide. Westport, Conn., and 
London; Greenwood Press, Quorum Books, 1984. 
Pp. xvi, 153. $29.95. ISBN 0-89930-060-X. 

JEL 85-0211 


Provides practicing attorneys with basic con- 
cepts of microeconomic analysis (including market 
structure, resources markets, and income distribu- 
tion). Illustrates their use in a wide variety of legal 
applications. Complements an earlier text entitled 
Statistical Concepts for Attorneys: A Reference 
Guide (1983) At the end of each chapter are ac- 
tual cases and problems that illustrate specific legal 
applications of the principles and concepts under 
di.scussion. Selected references are provided for 
further reading (airtis is Dean of Sorrell School 
of Business and Commerce and Professor of Eco- 
nomics at Troy State Lhiiversity. Index. 

Earl, Peter E. The corporate imagination: How 
big companies make mistakes. Arrnonk, N.Y ■ 
Sharpe; Brighton, England: Harvester Press, 
Wheatsheaf Books, 1984 Pp xvii, 236. $30 00, 
cloth, $12,95, paper ISBN 0-87332-28.3-5 

JEL 85-0212 

Uses concepts derived from behavioral econom- 
ics to argue that it is pos.sibie to see broad patterns 
of behavior at work in proce.sses of corporate evo- 
lution Investigates how firms make mistakes given 
an uncertain and changing environment and less 
than perfect information. A further development 
of the author's previous work. The Economic Imag- 
ination- Toivardsa Behacioural Analysis of Choice 
(1983) jfor previous annotation see JEL no 84- 
0020|, this book considers how firm.s make bound- 
ary decisions, acquire personalities, structure revo- 
lutions. develop new strategics, relate strategy and 
organization, and change boundaries Concludes 
with a discussion of how a behavioral analysis of 
corporate growth and decline can a.ssist govern- 
ment policy makers in solving the problem of dein- 
dustrialization. The author is Lecturer in Econom- 
ics at the University ol Tasmania, Bibliography, 
index 

Easton, Brian and Marks, Phillipa. By rail or 
road: A cn.se study Research Paper, no. 27. Well- 
ington: New Zealand Institute of Economic Re- 
search, 1983. Pp. ill, 105. $10.00, paper. 

JEL 8.5-0213 

Examines the recent controversy in New Zea- 
land concerning protection of the railway system 
from road freight competition. Focuses on the 
1982 case of J, Wattie Canneries, which was denied 
its request to the Transport Licensing Authority 
for licenses to ship canned goods by road rather 
than by rail. Presents the customer’s point of view. 
New Zealand Railways case for special protection 
from road transport, the national economic issues, 
and the tribunal hearing and judgment. Assesses 
the six options for reform presented in 1982 in 
the Ministry of Transport discussion document re- 
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viewing land transport licensing and regulation. 
Easton and Marks are Director and Research Offi- 
cer, respectively, at the New Zealand Institute of 
Fxonomic Research. Bibliography; no index. 

Floyd, Robert H.; Gray, Clive S. and Short, 
R. P. Public enterprise in mixed economies: Some 
macroeconomic aspects. With an Introduction by 
Vito Tanzi. Washington, D.C.: International 
Monetary Fund, 1984. Pp. xvii, 196. $12.00, paper. 
ISBN 0-939934-30-2. JEL 85-0214 

Examines the role of the public enterprise sector 
of mixed economies and its effect on a country’s 
macroeconomic stability. Floyd reviews the issues 
that arise from the operations of public enterprises 
and their relevance to macroeconomic and finan- 
cial policy-making Gray proposes a conceptual 
framework for macroeconomic analysis of public 
entrcprise performance, including analysis of the 
fiscal and monetary impact of the public enterprise 
sector. Short pre.sents an international statistical 
comparison of characteristics of public enterprise 
sectors in almost 90 countries; includes major indi- 
cators of the macroeconomic impact and perfor- 
mance of public enterprises An introduction by 
'I'anzi overviews the three separately written sec- 
tions. F'loyd is a Senior Economist in the Middle 
Eastern Department of the International Mone- 
tary Fund Gray is a Fellow of the Harvard Insti- 
tute for International Development and a consul- 
tant to the Fi.scal Affairs Department of the IMF 
Short is an Economic Advisor in II. M. Treasury 
No index. 

Foster,/ Rhoads, ET al., eds. Regulatory reform- 
The state of the regulatory art. Emerging concepts 
and procedures. Washington, D.C.. Institute for 
Study of Regulation, 1984 Pp. ii, 267 Paper. ISBN 
0-91307-02-0. JEL 85-0215 

Eighteen previou.sly unpublished papers and 
one comment invited by the Institute for Study 
of Regulation to reflect on regulatory concepts and 
procedures; contributors represent a wide spec- 
trum of backgrounds (economists, consultants, law- 
yers, managers, and regulators). Papers examine 
the current level of development of the regulatory 
process as the foundation for consideration of new 
concepts and procedures, which are emerging in 
response to economic and technological changes. 
Primary focus is on economic regulation of public 
utilities at the state level. Papers address the fol- 
lowing subject areas: pursuit of economic effi- 
ciency; incentives for efficient performance; recip- 
rocal performance obligations of utilities and 
government; selection of the appropriate test year; 
rates based on construction work in progress 
(CWIP) versus allowance for funds during con- 


struction (AFDUC); treatment of costs of mega ad- 
ditions to plant in service; disposition of losses from 
cancelled construction projects; rulemaking in lieu 
of ad hoc case-by-case adjudication, the "fair 
value” rate base; basic regulatory reform; and 
equity risk premium and capital structure issues. 
Go-editors are: George R. Hall, Stevan R Holm- 
berg, Gharles F Phillips, Jr., and Richard L. Wal- 
lace. No index. 

Giersch, Herbert, ed. New opfmrtunities for entre- 
preneurship Institut fiir Weltwirtschaft an der 
Universitiit Kiel, Symposium 1983. Tubingen 
Mohr, 1984 Pp. vi. 262. DM 84,—, cloth; DM 
62,—, paper. ISBN 3-16-344816-X 

JEL 85-0216 

Eleven previously unpublished revised versions 
of papers and comments from the 14th Kiel Week 
Gonference held m June 1983, which focus on 
some issues of entrepreneurship. Discussions cen- 
ter on the growth of new firms and employment 
opportunities in the United States; new opportuni- 
ties for private entrepreneurship in municipal ser- 
vices; the telecommunications market; deregulat- 
ing surface transportation; where governments 
did or might withdraw as producers or regulators, 
the scope for a better supply of risk capital; reas- 
sessment of consumer safety regulations; expieri- 
ence with free enterprise zones in economic de- 
velopment; and opportunities for new 
entrepreneurship in old firms. The contributors 
are mainly economists from Ganada, the United 
States, West Germany, and Switzerland. The edi- 
tor IS at the Institut fiir Weltwirtschaft, University 
of Kiel. No index 

Hayes, Robert H. and Wheelwright, Steven 
C. Restoring our competitive edge Competing 
through manufacturing New York, Ghichester, 
England, Brisbane and Toronto. Wiley, 1984. Pp. 
X, 427. $19.9,5. ISBN 0-471-05159-4. 

JEL 85-0217 

Discusses the types of structural changes that 
U.S. manufacturing companies have to make — in 
facilities, locations, technologies, and sourcing ar- 
rangements — to enable them to compete success- 
fully in the competitive environment of the 1980s. 
Focuses on the strategic management of compa- 
nies’ technological resources, particularly its man- 
ufacturing function, and on the realignment of the 
basic philosophy of management. Stresses that 
manufacturing can and should contribute signifi- 
cantly to a firm’s competitive strength, underscor- 
ing the need to concentrate resources and ener- 
gies on core technologies and markets to achieve 
a lasting competitive advantage and on the im- 
provement of manufacturing capabilities by in- 
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cre;is«‘d (“itpenditures on new product R&D and 
new processing technologies, C^ompare.s the char- 
acteristics and inanagezDent practice,? in well-run 
West Uernian and Japanese factories. C^ulls for 
management vision and leader.ship and greater at- 
tention to the micro-structural aspects of manufac- 
turing, buttressed by appropriate measurement 
and contiol systems, worklorce policies, vendor 
rr-lalionships, management selection and develop- 
ment policies, capital budgeting and allocation sy.s- 
tems, and organi/ational structure. Hayes is Wil- 
liam Barclay Harding Profe.ssor at the Harvard 
University Graduate School of Business, Wheel- 
wright IS I’rofe.ssor of Management at Stanford 
University Graduate School of Businevs Index. 

Hkndeb.son, liRliCE D. The /ogic <jf business strat- 
egy Cambridge, Ma.ss . Harper 6t Row, Ballinger, 
1984 Rp, viii, 114, ISBN 0-88410-983-6 

JEL 85-0218 

.■\nalyzes the relationship between strategy and 
competition Discus, ses the concept ol strategy and 
the strategy development procc.ss. Drscasses the 
e.xperience curve (a rule of thumb that there is 
an observable pattern that "costs of value added 
net ol inflation will characteristically decline 25 
to 30 percent each time the total accumulated 
ex()erieiice has been doubled") and its value as a 
framework for long-range strategy development 
Al.so analyzes the strategic use of pricing and of 
debt. The author is Professor of Management at 
the Owen Graduate School of Management at 
Vanderbilt University. Index. 

Mahchand, Mauhice; Pestieau, Pierue and 
Tulkens, Henry, eds. The performance of public 
enterprises: Concepts and measurement. Studies 
in Mathematical and Managerial Economics series, 
vol. 33. Amsterdam; New York and Oxford: North- 
Holland; distributed m the U.S. and Canada by 
Elsevier Science, New York, 1984. Pp. x, 296. 
$42.25, ISBN 0-444-87551-4. /EL 85-0219 

Hlleven papers, including an introduction by the 
editors, most originally presented at a conference 
held at the University of Liege in September 1982, 
discuss the latest developments on the normative, 
positive, and empirical issues of public enterprise 
behavior. P’our papers deal with pricing and in- 
vestment policies in public enterprises- second- 
best pricing rules in an unemployment regime, 
good working of marginal cost pricing in markets 
with competitive public and private firms, the re- 
lation between welfare and the axiomatic ap- 
proach to pricing, and public investment and 
management under uncertainty. Three papers 
consider questions of incentives and control: the 
limits of public control over a labor-managed firm 


with incomplete information, the principal-agent 
paradigm as adapted to the public enterprise deci- 
sion-making problem, and bargaining and efiB- 
ciency in relations between public management 
and labor. Three empirical studies include a com- 
parison of public and private firms’ performance 
in the German automobile insurance and life in- 
■surance markets, an estimate of labor efficiency 
in the Belgian postal service, and an analysis of 
the effectiveness of regulation in 71 U.S. electric 
utilities in periods of changing economic condi- 
tions. The contributors are economists. Marchand 
and Tulkens are at the Catholic University of Lou- 
vain and Pestieau is at the University of Li6ge, 
Author and subject indices, 

Marcus, Alkhed A. The adversary economy: Busi- 
ness responses to chan^in^ novernment require- 
ments Westport, Conn., and London. Greenwood 
Press, Quorum Books, 1984. Pp xvi, 2J5.5. $35.00. 
ISBN 0-89930-05.5-3 JEL 85-0220 

Develops a strategic approach to regulatory 
management. Begins by tracing important 
changes in government regulations and their 
consequences for the firm. Divides regulation into 
two types- "old economic," referring to agencies 
that control entry, rate, and quality of service, and 
"new .social," referring to agencies that control 
processes of production and the character of goods 
produced. Examines business responses to these 
two types of regulation at three points in the pol- 
icy-making process; as new agencies are created 
and regulatory legislation passed; as regulatory 
programs are implemented and the firm must 
make decisions about compliance, and as regula- 
tory programs are evaluated and suggestions for 
reform made. 'I’he book is based on conceptual 
models, which are supplemented by case materials 
and applications to current issue areas The author 
is a member of the Department of Strategic Man- 
agement and Organization at the University of 
Minnesota. Selected bibliography; index. 

Meyer, John R. and Osier, Clinton V., Jr De- 
regulation and the new airline entrepreneurs. 
With Marni Clippinger ET al. MIT Press Series 
on the Regulation of Economic Activity, no. 9. 
Cambridge and London: MIT Press, 1984, Pp. xvi, 
240. $22.50. ISBN 0-262-13198-6. 

JEL 85-0221 

Eleven previously unpublished papers examine 
a major post-deregulation trend in the airline in- 
dustry — the rapid growth of entrepreneurial low- 
cost jet carriers and commuter airlines. The four 
parts of the book provide; (1) an introduction and 
historical perspective of entrepreneurial activities 
before deregulation; (2) discussions of the basic ele- 
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meiits of short-haul air transportation, including 
the demand for air travel, the cost structure of 
short- and medium-haul air service provided by 
different types of aircraft, and a systematic investi- 
gation of commuter airline safety; (3) examination 
of management, financial, and operating strategies 
with regard to route networks and fare policies; 
and (4) consideration of larger issues of public pol- 
icy involving entrepreneurial carriers, including 
airport congestion, airport and airway facilities, 
and decisions about the provision and use of air- 
ports and airways. The contributors include the 
editors, and Marni Clippinger, Andrew McKey, 
Don H. Pickrell, John Strong, and C Kurt Zorn 
Meyer is James W. Harpel Professor in the Ken- 
nedy School of Government at Harvard Univer- 
sity. Oster is Associate Professor, School of Public 
and Environmental Affairs, Indiana University. In- 
dex 

Munasinghe, Mohan and Rungta, Shyam, eds 
Costing and pricing electricity in developinf; 
countries Proceedings of the Asian Development 
Bank regional power utility tariff symposium, Au- 
gust 1982. Manila: Asian Development Bank, 
1984. Pp. xvii, 648. ISBN 971-124-000-9. 

. JEL 85-0222 
Nineteen previously unpublished papers discuss 
policy-making in electric pricing and power tariff 
policy for eleven developing member countries 
of the Asian Development Bank. Aside from the 
symposium papers, provides an overview on 
power tariffs, comments for each paper, conclud- 
ing discussion, and closing remarks. Leading au- 
thorities describe the state-of-the-art in the public 
utility sector, and representatives of particular 
countries discuss the results of tariff studies, with 
particular emphasis on the practical problems of 
tariff structures and their implementation. Em- 
phasis is on the principles and methodology of the 
long-run marginal cost approach and its applica- 
tion for revising both the level and structure of 
existing power tariffs by the member-countries 
and for ensuring the rational use of scarce energy 
resources, increasingly aggravated by the rapid in- 
creases in energy prices during the 1970s. Muna- 
singhe is Senior Advisor to the President of Sri 
Lanka. Rungta is Senior Financial Analyst and 
Economist, Asian Development Bank. Index. 

Redwood, John. Going for broke . . . gambling 
with taxpayers’ money. Oxford and New York: 
Blackwell, 1984. Pp. 150. $24.95. ISBN 0-631- 
13525-1. JEL 85-0223 

Examines the successes and failures of govern- 
ment strategy toward British industry by present- 
ing the stories of eleven business ventures that 


have been recipients of government investment 
financing during the last two decades. Argues that 
interventions in the industrial economy have 
proven to be time-consuming and expensive for 
the British government. A dominant theme run- 
ning through the illustrations is the continuity of 
ix)licy pursued by the Department of Industry re- 
gardless of the party in power Claims that there 
has been a lack of skill in choosing new ventures 
that might be successful. The author is a Fellow 
of All Souls College, University of Oxford. Index 

Rees, Ray. Public enterprise economics Second edi- 
tion. New York: St. Martin’s Press, [1976] 1984 
Pp xiii, 238. $27.50. ISBN 0-312-65439-1 

JEL 85-0224 

Explores the implications of the welfare-maxi- 
mization approach for the problems of resource 
allocation in public enterprise, setting forth princi- 
ples that suggest how public enterprises could and 
should be run in a decentralized manner. Dls- 
cusses objectives and control, the meaning and 
validity of marginal cost pricing, and problems of 
its application. Analyzes pricing and investment 
problems and considers how taxation and mcome- 
distributional objectives can be incorporated into 
pricing policies Revised second edition incorpo- 
rates four completely rewritten chapters, a new 
chapter on application of marginal cost pricing 
in energy industries, and chapter appendices giv- 
ing formal mathematical derivations of the results 
explained in the body of the chapter. Suitable as 
a textbook for second- and third-year economics 
undergraduates with a prior course m microeco- 
nomics. The author is Professor of Economics at 
University College Cardiff. Bibliography; index. 

.Silver, Morris. Enterprise and the scope of the 
firm: The role of vertical integration Oxford. Rob- 
ertson; distributed in the U.S by Blackwell, New 
York, 1984. Pp xii, 191. $34.95. ISBN 0-85520- 
737-X. JEL 85-0225 

Proposes an explanation of vertical integration 
and disintegration within the context of entrepre- 
neurial innovation and the con.sequeiit rise and 
fail of information transmission costs. Primarily 
concerned with the entrepreneurial motive, the 
author considers the source and direction of the 
divergence in risk perceptions among firms as an 
incentive for vertical integration. Summarizes 
case studies involving a linkage between the inno- 
vation process and the onset of vertical integra- 
tion. Develops a formal model of vertical integra- 
tion and disintegration, and applies the model to 
major themes in economic history. Compares the 
model with alternative explanations of vertical in- 
tegration. The author is Professor and Chairman 
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See also: Book Siumbers ]F.L 85-0021. 85-007 J, 85- 
0075. 85-0152. 85-0235. 85-0236. 85- 
0:^07. 85-0285. 85-0318. 85-0320 
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Dosi, Giovanni Ti'chmcal rhanf’n and indu.ttrial 
transformation. Now Vork: St Martin's Press, 
1984. Pp. XV, 338 $29.95 LSBN 0-312-78775-8. 

JEL 85-02-26 

Theoretical analysis of the patterns of technical 
change in modern economies with an illustrative 
case study of the semiconductor industry, which 
IS at the core of the "imcroeiectronics revolution. '' 
K.xamiries the process of generating technical 
progress, its procedures, its impact on changing 
industrial structures, the relationship between 
technical change and oligopoly, and the eirccl of 
international technological differences on trade 
and investment flows. Umphasixes the concept of 
asymmetry between firms and between countries 
and .shows how these a.syminetries, which, the au- 
thor argues, are related to different innovative and 
imitative capabilities, affect prices, margins, trade 
Hows, and investment patterns. Discusses the fac- 
tors that gave rise to an American technological 
leadership in the semiconductor industry, how the 
Japanc.se surpassed it, and the reasons for the Eu- 
ropean technological weakness. The author is a 
Research Fellow at the Science Policy He.search 
Unit of the University of Sussex Bibliography; Au- 
thor and company, and subject indices. 

Epton, S. R ; Payne, R. L. and Peabson, A. W . 
eds. A/aiidging interdi.sctplinar\j research Chi- 
chester, England; New York; Brisbane and To- 
ronto. Wiley, 1983 Pp. x, 245. $29 95. ISBN (»- 
471-90317-5. JEL 85-0227 

Twenty previously unpublished papers and 
eight abstracts of papers drawn from the Second 
International Conference on the Management of 
Interdisciplinary Re.search held at the Manchester 
Business School, Manchester, England, in July 
1981. Contributors from academic, government, 
and industrial environments identify and discuss 
the key issues aflfecting management of interdisci- 
plinary research and illustrate the variety of activ- 
ity in the field. Contains an extended overview 
of the conference themes by the editor concerning 
nomenclature, the role of cross-disciplinary prob- 
lem solving in basic research, the barriers that pre- 
vent the setting up and inhibit the achievement 
of interdisciplinary teams, and the lessons for man- 
agement. Epton and Pearson are at the Manches- 
ter Business School, University of Manchester. 


Fransman, Martin and King, Kenneth, eds. 
Technological capability in the Third World. New 
York: St. Martin’s Press. 1984. Pp. k, 404. $30.00. 
ISBN 0-31 2r-7 8792-8. JEL 85-0228 

Eleven papers and nine ca.se studies, all previ- 
ously unpublished, most originally presented at a 
conference held at the Centre of African Studies, 
University of Edinburgh in May-June 1982. Papers 
discuss how imported technology is assimilated 
and changed to suit the circumstances existing in 
individual Third World countries, and how techno- 
logical improvements are effected. In three sec- 
tions, the papers cover; new research views on 
the technological capability in the Third World; 
technological capability and the international 
economy; and the relationship between learning, 
work organization, and technological capability 
The case studies discuss Asia, Latin America, and 
Africa, and consider the implications of the experi- 
ence of more advanced and technologically sophis- 
ticated Third World countries for those at a lower 
level of industrialization. The contributors are 
mainly economists. Kransman and King are at the 
University of Edinburgh .Select bibliography; in- 
dex 

FuSFEI.D, HERBEBI I. AND flAKI.ISCH, CaBMEI.A S., 
eds University-industry re.search interactions. 
Technology Policy and Economic Growth Series 
New York; Oxford; Toronto and Sydney Perga- 
moii Press in cooperation with New York Univer- 
sity. Graduate School of Business Administration, 
Genter for .Science and Technology Policy, 1984 
Pp. viii, 183. $25.00. ISBN 0-08-030987-9. 

JEL 85-0229 

Thirty previously unpublished papers and dis- 
cussion summaries presented at an international 
conference on university-industry research inter- 
actions held in Stockholm in March 1983. Objec- 
tives of the conference were to examine mecha- 
nisms for cooperation between universities and 
industry, to compare experiences of different 
countries and different industry sectors, and to de- 
velop recommendations for both the public and 
private sectors. Begins with papers about the 
power of competency in industrial development 
and the generation of knowledge. Five papers and 
panel reports concern industry sectors (electron- 
ics, pharmaceuticals, petroleum, chemicals, me- 
chanical engineering). P'ive papers and six panel 
reports discuss aspects of university-industry coop- 
eration. Three papers address the respective roles 
of industry, the university, and scientists and engi- 
neers in promoting and using technical compe- 
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lence in economic development. The concluding 
paper lists actions to strengthen university-indus- 
try cooperation. Also published as a special issue 
of Technolotiy in Society, volume 5, no. 314. Vus- 
feld and Haklisch are Director and Assistant Direc- 
tor, respectively, of the Center for Science and 
Technology Policy, New York University. Index. 

Hirschhorn, Larry. Beyond mechanization: Work 
and technology in a postindustnal age. Cam- 
bridge, Ma.ss., and London: MIT Press, 1984. Pp. 
vni, 187. $17.50. ISBN 0-262-08142-3. 

JEL 85-0230 

Describes a potential system of technology and 
work, drawing on the present state of work sys- 
tems. Contends that new technologies call for a 
culture of learning, an appreciation of emergent 
phenomena, an understanding of tacit knowledge, 
a feeling for interpersonal processes, and an appre- 
ciation of organizational design choices. Discusses; 
machine design, principally assembly line and con- 
trol systems; workers and machines, including a 
critique of Taylorism and an examination of the 
ca.se of Three Mile Island nuclear power plant; 
and the people at work — consultants, managers, 
and workers. Contends that new factory settings 
will fail in many ways as new technologies are 
appropriated and that learning will be derived 
from the analysis of failures. The author is Senior 
Researcher, Management and Behavioral Science 
Center, University of Pennsylvania. Index. 

’anem, Sandra. The interferon crusade. Washing- 
ton, D.C.: Brookings Institution, 1984. Pp x, 109 
$22.95, cloth; $8.95, paper. ISBN 0-8157-6900- 
9. JEL 85-0231 

Chronicles the history of interferon (1957-83) 
and the scientific and political events that shaped 
the crusade for the research and development of 
interferon. Analyzes the policy issues involved in 
choosing and pursuing biomedical research within 
the context of the genetic engineering revolution. 
Describes and analyzes the decisions by the fed- 
eral government and private industry to invest 
in interferon research and development, empha- 
sizing interferon's appeal as a cancer cure. Dis- 
cusses four principle problems: the changing 
nature of information exchange and the develop- 
ment of secrecy within the research community 
that has occurred with commercial biotechnology; 
funding of fundamental research; adequacy of sci- 
entific personnel and expertise; and the rapid rate 
of technological development and application. 
Discusses the need for continuous funding of aca- 
demic research, for a renewed public constituency 
for the biomedical sciences, and for a common 
university policy on academic research as well as 
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how the government can play a role in fostering 
technology transfer from academe to industry. 
The author is with the U.S. Environmental Protec 
tion Agency. Index. 

Science Council of Canada. Canadian industrial 
development. Some policy directions. Report no. 

37. Ottawa: Author; available from the Canadian 
Government Publishing Centre, Quebec, 1984. 

Pp. 83. Canada, $5.25; other countries, $6.30; pa- 
per. ISBN 0-660-11640-5. JEL 85-0232 

Defines policy options in four areas suggested 
as hindering Canada's ability to create wealth and 
productive employment while it remains competi- 
tive in international markets. Makes recommenda- 
tions concerning: enhancing entrepreneurship, 
strengthening the capacity to look forward, en- 
couraging industries to look outward, and encour- 
aging political consensus and stability to take ad- 
vantage of the technological revolution and to 
adjust to the current international situation. Urges 
that the Canadian government integrate long- 
term science and technology policy with more tra- 
ditional short-term monetary and fiscal policies; 
form industrial and technology pobcy to 
strengthen the private sector's ability to identify, 
create, and develop world market niches and to 
build the technological base to help raise new op- 
portunities for traditional industries; and increase 
efiforts to foster a consensus on industrial policy. 

No index. 

U.S. Congress, Office of Technology Assess- 
ment. Technology and handicapped people. New 
York: Springer, 1983. Pp ix, 212. $29.50. ISBN 
0-8261-4430-7. JEL 85-0233 

Presents the results of a study of technologies 
for handicapped individuals, requested by the Sen- 
ate Committee on Labor and Human Resources. 
Examines factors that affect the research and de- 
velopment, evaluation, diffusion and marketing, 
delivery, use, and financing of technologies di- 
rectly related to disabled people. Part one pro- 
vides information on impairments, disabilities, and 
handicaps. Part two discusses technology and the 
concept of appropriate technology. Part three dis- 
cusses the question of resource allocation. Part four 
suggests policy options. No index. 

See also: Book Numbers JEL 85-0046, 85-0242 
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Altshuler, Alan, et. al. The future of the automo- 
bile: The report of MIT’s International Automobile 
Program. With contributions by HERMANN APPEL 
ET AL. Cambridge; MIT Press, 1984. Pp. xi, 321. 
$16.95. ISBN 0-262-61081-X. JEL 85-0234 
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tty’s dynamics, stressing the indues effort to 
acitdi iiMkisbry and (^eir future prospects, based on avoid market instability. Describes bow bom gov- 
the findings of Massachusetts Institute of Technoi- ernment and industry have evolved solutions to 

ogy’s International Automobile Program; the pro- the problems of market instability. Investigates 

gram conducted four years of research in seven how leading gas nations have approached the 

countries, soliciting the views of government ofiS- problems: regulated stability (United States), mo- 

cials, company executives, union leaders, and user nopsony (Great Britain), a central plan (Soviet 

and public interest groups. P'ocusing on France, Union), and national solutions in Continental Euro- 

Itaiy, japan, .Sweden, the United States, the United pean markets. Discusses inter-nation European gas 

Kingdom, and West Germany, the authors analyze trade and the development and role of liquified 

the problem.s inherent in ever-expanding automo- natural gas (Japan). Discusses issues of transmis- 

bility, the ways in which the auto industry may sions pipelines vs. liquified natural gas carriers and 

evolve, and the future political economy of the assesses trading trends. C-oncludes with an investi- 

automotive world Cionsiders transformations of gation of the future of the international gas trade 


the auto industry, technological opportunities for 
adaptation, the automobile’s role in the future, 
coinpf'titior? betu'een national production nystems, 
long-term comijotitivf' trends, the future shafx^ of 
the world motor vehicle industry, and labor re/a 
tions and employment adjustments, finds that the 
automobile's future as the prime means of personal 
transport is secure because of the flexibility of the 
basic concept and the robustness of automotive 
technology; the future of individual producers and 
national industries is less certain Co-authors are. 
Marlin Anderson, Daniel Jones, Daniel Boos, and 
James Womack. Index. 

Blackbourn, A.nthonv and Putnam, Robert G. 
The industrial geography of Canada New York; 

St. Martin's Press, 1984. Pp. 201 S2S.00. ISBN 0- 
312-41 426-9 JEL 85-0235 

Explores the patterns of development and prob- 
lems of individual industries and regions of Can- 
ada. Examines industries based on natural re- 
sources, those based on nonrenewable resources, 
fabrication and high technology industries, and hu- 
man resources. Regions considered are the Atlan- 
tic Provinces, Quebec, Ontario, the Prairies, Brit- 
ish Columbia, and the North. Concludes with a 
discussion of prospects for the Canadian industrial 
system. Putnam is Principal of Parkdale Collegiate 
Institute in Toronto, and Blackbourn is President 
of Nipissing College of Laurentian University, On- 
tario. Index. 

Davis, J. D. Blue gold: The political economy of 
natural gas. World Industry Studies series, no, 3. 
London; Boston and Sydney: Allen & Unwin, 1984. 

Pp. xvi, 351. $29.50. ISBN 0-4)4-3381 12-X. 

JEL 85-0236 

A description of the production, transportation, 
marketing, and organization of the natural gas in- 
dustry. Discusses how the commodity characteris- 
tics of the fuel shape the strategies of producing, 
transporting, and selling it and produce a market 
that is not freely competitive. Examines the indus- 


as a function of the incentive to export. Davis is 
a Professor at the Institute of Economics and Plan- 
ning. RosJciJde University, Denmark, Bibliography; 
index 

Davis. Lkk Niedhjnguaus. The corporate alchem- 
ists Profit takers and problem makers in the chem- 
ical industry New York; Morrow, 1984. Pp. 329. 
$15.95. ISBN 0-688-02187-5. JEL 85-0237 
Argues that worldwide problems with chemical 
hazards are a direct result of the growth of the 
chemical industry. Discusses the way chemical 
companies function with respect to product devel- 
opment, selection, and marketing. Traces the 
chemical industry’s origination, development, and 
growth and the key people involved, using Du- 
Pont, Imperial Chemical Industries. Hoechst, 
Bayer, and BASF as examples. Examines the rise 
of the three main sectors of chemical enterprise 
today: plastics, pharmaceuticals, and pesticides. 
Discusses the limits of government regulation. 
Identifies the central problems of chemicals today 
as the total cumulative effect of ail chemicals, 
which have become pervasive. Outlines ideas for 
a new state-industry bargain to alleviate the prob- 
lem of chemical hazards. The author is a specialist 
in the social impact of advanced technologies. In- 
dex. 

Lloyd, P. J., ed. Mineral economics in Australia. 
Sydney; London and Boston: Allen & Unwin, 1984. 
Pp. xi, 333. $40.00. ISBN 0-86861-286-3, 

JEL 85-0238 

Nineteen papers all but five previously pub- 
lished, discuss economic issues concerning the re- 
sources boom in Australia. Organized under four 
headings, each with an introductory chapter by 
the editor. Three papers on general views draw 
attention to the expected acceleration in the 
growth rate of the mining sector, the nature and 
scale of the contributions of the mineral industry 
to Australian prosperity, and ways to develop this 
country’s resources to improve living standards. 
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Nine papers concern individual mines or oilfields 
with specific topics including exhaustible resources 
and exploration, domestic pricing and trade poli- 
cies, taxation, mines and the environment, ura- 
nium and nuclear energy, and mining and abori- 
gines. Five papers analyze linkages of mining 
activities with other sectors of the economy; and 
two papers discuss the implications of the growth 
of the mineral sector for the structure of the Aus- 
tralian economy. The contributors are mainly 
economists from Australia. Lloyd is Profes.sor of 
FIconomics at the University of Melbourne Index. 

Neff, Thomas L. The international uranium mar- 
ket Cambridge, Mass : Harper & Row, Ballinger, 
1984, Pp. xxiv, 333, $32.50. ISBN 0-88410-850- 
3. JEL H5-0239 

Traces the historical development of the world 
uranium market and analyzes current economic 
and political forces shaping export policies, pric- 
ing, inventories, investment, and security mea- 
sures. Examines the uranium industry in key pro- 
ducer nations (Canada, Australia, and the African 
producers) on a mine-by-mine basis, evaluating re- 
source characteristics, ownership and foreign par- 
ticipation, and export commitments, also examines 
the roles of F'rance and the United States in the 
international nuclear fuel markets. Presents world 
supply and demand balances and discusses the 
changing relationships between the United States 
and international uranium markets. Overviews 
critical issues and forecasts future market trends 
for the 1990s. The author is Director of the Inter- 
national Energy Studies Program at the Energy 
I.aboratory of the Massachusetts Institute of Tech- 
nology. Index, 

Oberender, Peter, ed. Marktstruktur und Wetl- 
bewerb in der Bundesrepublik Deutschland — 
Branchenstudien zur deutschen Volkswirtschaft 
Munich: Vahlen, 1984. Pp. x, 694, DM 74,- ISBN 
3-8006-1001-9. JEL 85-0240 

In this collection of sectoral studies for the F'ed- 
eral Republic of Germany, the competitive atmo- 
sphere in sixteen selected lines of business (agricul- 
ture, alcohol, automobiles, banking, beer, chemical 
fibers, cigarettes, electric supply, exports, housing, 
insurance, petroleum, pharmaceuticals, publish- 
ing, tourism, transportation) is examined by the 
authors, who not only take stock of economic struc- 
tures in a descriptive way but proceed to conclu- 
sions about competition policy as well. In each of 
the case studies the specific political framework 
and the special features of the branches are 
worked out carefully. Based on this analysis, the 
respective competitive situation is assessed in or- 
der to draw conclusions for an adequate competi- 


tion policy. The book provides insi^^ts into prob- 
lems of competition today and how to solve them 
in specific sectors. At the same time the studies 
reflect the main scientific findings of the past de- 
cades regarding the operation of competitive mar- 
kets. The book is a source of information for stu- 
dents of economics and for economic policy 
makers. Oberender is Professor of Economics at 
the University of Bayreuth. Bibliography; compre- 
hensive subject index. [Peter Oberender] 

Parkinso.n, Stephen T. New product development 
in enffineerimr: A comparison of the British and 
West German machine tool industries. Manage- 
ment and Industrial Relations series, no. 6. Cam- 
bridge, New York and Sydney. Cambridge Univer- 
sity Press, 1984. Pp. x, 132 $29,95. ISBN 0-521- 
25796-4. JEL 85-0241 

Examines the proposition that the comparative 
technical lag evident in the British machine tool 
industry may stem partly from deficiencies in the 
new product development process and customers’ 
conservatism toward new technology and not only 
from external influences. Surveys supplier and cus- 
tomer involvement in new product development 
decisions in the United Kingdom and West Ger- 
many and compares the approaches and attitudes 
Finds significant differences between (1) supphers, 
(2) customers, and (3) the interaction between cus- 
tomers and suppliers Identifies general factors 
that inhibit the ability of British companies in the 
machine tool industry relative to West German 
companies to develop new products in line with 
changing market conditions. Goncludes that a shift 
in orientation is required by British companies, 
away from a short-run fixation with lower-priced 
products to an orientation that stresses the impor- 
tance of product quality The author is at the Uni- 
versity of Strathclyde, Glasgow. Index 

SoETE, Luc AND Dost, Giovanni Technology and 
employment in the electronics industry. London 
and Dover, N.H,: Pinter, 1983, Pp. xiii, 90. $52. ,50, 
paper. ISBN 0-86187-378-4. JEL 85-0242 

Focu.ses on the impact of microelectronics on 
the U.K. electrical engineering industry, and in 
particular its electronic subsectors. Discusses tech- 
nological change in both the electrical and elec- 
tronics industries and factors representing the 
technological determinants of a disintegration of 
the traditional electromechanical oligopoly and 
the slow rise of a new electronic one, based on 
inter-linkages and synergies in production, appli- 
cation, and interfaces of microelectronics technol- 
ogies. Estimates gross output, capital, and labor 
productivity for U.K. electrical and electronics in- 
dustries for the past two decades. Presents employ- 
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BWMit forecftsts for both the broad electrical and 
electronics industries and the various electronics 
subsectors for the i990s. Soete is an economist 
with the Science Policy Research Unit, University 
of Sussex. Dosi is a Research Fellow at the Univer- 
sity of Venice. No index. 

U.S. Phesjdejvt. The state of small business A rejwrt 
of the President- transmitted to the Congress 
March 1984; together with the annual report on 
small husiness and comf^etition of the U.S Small 
Business Administration. Washington, D 
U.S.G P.O. 1984. Pp. xxvt, 485. Paper. 

JEL 85-0243 

Discusses the state of small business in 1983 in 
its role as employer, job creator, and innovator 
Underscores the importance of the small business 
sector as the forerunner of change for the U.S 
economy. Presents data on the changing industrial 
and size composition of U.S. business, historical 
patterns of small business financing, worker char- 
acteristics, and small businesses’ contributions to 
international trade. Highlights small businesses’ 
strong ability to adapt and grow under times of 
economic stress and prosperity, and its display of 
resiliency during a recovery period. Includes ap- 
pendices on women-owned business, minority- 
owned business, and the development of the small 
business database. Index. 

/OOD, Donna, ed. Trade names dictionary. A guide 
to approximately 1 94,000 consumer-onented trade 
names, brand names, product names, coined 
names, model names, design names and addresses 
of their manufacturers, importers, marketers or 
distributors. 2 vols. Fourth edition. Detroit: Gale 
Research, [1974 . . . 1983] 1984. Pp. 1-766, 767- 
1589. $260.00 /set. ISBN 0-8103-0698-0. 

JEL 85-0244 

Revised and expanded fourth edition provides 
about 194,000 entries in alphabetic sequence for 
trade names, trademarks, brand names, etc. of con- 
sumer oriented products and their manufacturers, 
importers, marketers, or distributors. Contains two 
types of entries, trade name and manufacturer. 
Trade name entry includes; the name itself; a brief 
description; the name of the company; and a code 
identifying the directory which provided the list- 
ing. Company entries provide the name and ad- 
dress of the manufacturer and the sources of infor- 
mation. The book is divided into two volumes. No 
index. 

.^OOD, Donna, ed. Trade names dictionary: Com- 
pany index. A companion volume to Trade Names 
Dictionary, with each company-and-address entry 
followed by an alphabetical listing of its brands. 

2 vols. Fourth edition. Detroit: Gale Research, 


[1974 . • • 19831 1984. Pp. 1-788; 793-1546. 
$265.00, set. ISBN 0-8103-0699-9. 

JEL 85-0245 

A reference work intended as a companion to 
Trade Names Dictionary. Provides an alphabetical 
list of names and addresses of more than 36,000 
companies. Entries include: name and address; list 
of firm and trade names; brief product descrip- 
tions; and codes indicating sources of information. 
No index. 

See also- Book Numbers JEL 85-0044, 85-0049, 85- 
0165, 85-0188, 85-0207, 85-0209, 85- 
0215, 85-0216, 85-0231, 85-0260, 85- 
026!, 85-0311 
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Adams, Dale W., Graham, Dougi,as H and Von 
PiSCHKE, J. D., eds. Undermining rural develop- 
ment with cheap credit Westview Special Studies 
in Social, Political and Economic Development se- 
ries. Boulder, Colo , and lAindon: Westview Press, 
1984. Pp. xviii, 318. $25.00 ISBN 0-86,531-768- 
2. JEL 85-0246 

Twenty-three previously unpublished papers 
presented at a Colloquium on Rural Finance in 
Low-Income Countries sponsored by the Eco- 
nomic Development Institute, the Agency for In- 
ternational Development, and the Ohio State 
University and held in Washington, D C., in Sep- 
tember, 1981. Discussions diagnose rural financial 
market performance in developing countries and 
propose remedies for existing problems. The argu- 
ments in the papers challenge traditional thought 
about agricultural credit and rural savings, ques- 
tioning the design and evaluation of credit projects 
and advocating a major overhaul in the govern- 
ment and donor manipulation of financial markets 
in order to support development. Topics include: 
interest rate policies, the relation of politics to fi- 
nance, and new directions for rural financial mar- 
kets. The contributors are mainly economists. 
Adams and Graham are both Professors of Agricul- 
tural Economics at Ohio State University Von 
Pischke is Senior Financial Analyst m the Agricul- 
tural and Rural Development Department of the 
World Bank. Index. 

Amin, Shahid. Sugarcane and sugar in Gorakhpur: 

An inquiry into peasant production for capitalist 
enterprise in colonial India. Oxford University 
South Asian Studies Series, Delhi; London; New 
York and Toronto; Oxford University Press, 1984. 

Pp. xxii, 336. Bs 140. ISBN 19-56145-X. 

JEL 85-0247 



auction of sugar cane, and its influence on the 
ffrow'th of capitalist enterprise. Considers the posi- 
tion of peasant producers in Gorakhpur in eastern 
Uttar Pradesh; the interaction among peasants. 
\and\orAs. mone'^ \ewieT%, and suftwt capitalists, 
and the influence of increasing demand for sugar- 
cane on these interrelationships. Describes the 
background of sugar production in the nineteenth 
century, discussing the commercial ventures of the 
East India Company and the rise and fall of sugar 
plantations. Discusses the culture of sugarcane and 
the manufacture of indigenous sugar, tracing the 
growth and dominance of capitalist enterprise 
from 1890 to 1937. Draws a picture of factory cane 
procurement and modes of transport Examines 
the government’s role and the price of cane as 
well as cooperative marketing and peasant pro- 
ducers during the period 1934-40. The author is 
a Reader in the History Department of Jamia Mil- 
lia Islamia, New Delhi. Glossary; bibliography; in- 
dex. 

Brubaker, Sterling, ed. Rethinkinn the federal 
lands. Washington, D.C Resources for the Fu- 
ture; distributed worldwide by Johns Hopkins 
University Press, Baltimore, 1984. Pp. xiv, 306. Pa- 
per. ISBN 0-915707-01-2 JEL 85-0248 

Eleven previously unpublished papers and an 
introduction by the editor, derived largely from 
the discussion at a Resources for the Future work- 
shop held in Portland, Oregon, in September 1982. 
The workshop was organized to examine current 
federal lands management and the question of 
whether a modification of tenure and manage- 
ment arrangements might better serve national 
interests. Papers focus mainly on basic questions 
of tenure of resource lands administered by the 
E’orest Service and the Bureau of Land Manage- 
ment. They review the history of federal lands 
and their current use and status; consider concep- 
tual arguments over disposal and retention and 
the problems likely to occur because of any change 
of status of resource lands; and present some prac- 
tical possibilities for tenure changes. The majority 
of the contributors are economists. The editor is 
Associate Director and Senior E’ellow in the Re- 
newable Resources Division of Resources for the 
Future, Washington, D.C. Index. 

Cernea, Michael M.; Coulter, John K. and Rus- 
sell, John F. A., eds. Aaricultural extension by 
training and visit: The Asian experience. Washing- 
ton, D.C.: The World Bank, 1983. Pp. xvi, 157. 
$13.50, paper. ISBN 0-8213-0301-5. 

JEL 85-0249 

Fourteen papers, most of which were initially 
written for the Asian Regional Workshop on the 
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1982, and sponsored by tin 

r>«yvolopi !* *■ n * f*rv»ffrMmrruF 

pmetitioner^ directly involvt^ ^ilh Ums masMiite- 
ment ifcftd ^ TCtV vn 

six Asian counlrie* (India, Indonewa, Kepid. iHe 
Philippines, Sri Lanka. Thailand) and memtxm o/ 
the project staff. Reviews strengths and weak- 
nesses of the T&V agricultural extension SysteiD 
and discusses why the system is particularly suc- 
cessful in parts of Asia. Papers concern; farmer 
participation and the village extension worker, de- 
velopment of technical recommendations and re- 
search linkages, planning and implementation of 
training programs, management and system main- 
tenance, and monitoring and evaluation. The edi- 
tors are advisers in the Agricultural and Rural De- 
velopment Department of the World Bank. .No 
index. 

Doll, John P. and Orazem, Frank Production 
economics: Theory with applications. Second edi- 
tion. New York; Chichester, England; Toronto and 
Singapore: Wiley, [1978] 1984. Pp ix, 470. $32.95. 
ISBN 0-471-67470-1 JEL 85-0250 

Textbook for both undergraduate and graduate 
students on the applications of economic theory 
to agricultural production problems. Changes in 
this edition include: an enlarged discussion on the 
relationship of production economics to other 
branches of economics and agriculture; a new sec- 
tion explaining the role of assumptions in eco- 
nomic logic, and some chapter revisions to include 
discussions of additional investment criteria, valu- 
ing farmland, and modern decision theory. The 
descriptive analysis of farm adjustments in a 
changing economy has been updated, and the 
chapter on linear programming contains new sec- 
tions and problems. Most chapters include prob- 
lems, exercises, and suggested readings. Doll is 
Professor of Economics at the University of Mis- 
souri, and Orazem is Professor of Agricultural Eco- 
nomics at Kansas State University. Index. 

Heady, Earl O. and Bhide, Shashanka, eds. Live- 
stock response functions. Ames: Iowa State Uni- 
versity Press, 1983. Pp. viii, 331. $29.95. ISBN 0- 
8138-1091-4. JEL 85-0251 

Ten papers report the results of experiments 
in estimating livestock and poultry production /re- 
sponse functions; the purpose of the estimation 
of the functions is to allow more refined economic 
methods to be used in determining least-cost or 
profit-maximizing rations. The papers cover a 
large range of feed materials and types of livestock 
enterprises (hogs, beef cattle, broilers, and milk 
and egg production). The papers are written by 
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agricultural economists in conjunction with animal 
and poultry scientists. Heady is Charles K. Curtis 
Distinguished Professor of Agriculture, Professor 
of Kconomics, and Director of the Outer for Agri- 
cultural and Rural Development, Iowa State Uni- 
versity. Rhide is consultant at the National Council 
of Applied Kconomic Research, New Dehli. Index. 

lN''rKHNA i ioNAi. Potato Ckn ikh Fotatoes for the 
devel<>)iinff world- A collahorattoe experienct;. 
Lima; Author, 1984. Pp. x. 148 JKL H5-0252 
examines how increased production of potatoes 
IS lieing accomplished through the work of the 
International Potato Center (f.'lP) in collaboration 
with the International Agricultural Research Ou- 
ters. Highlights potatoes as the most rapidly ex- 
panding major food crop in the Third World and 
the doubling of potato consumption every 10 to 
15 years. Discu.s.sos improvements in cultivation, 
post-harve,sting management, marketing, and ag- 
ricultural policies to bring about increasing pro- 
duction and consumption of potatoes at lower cost 
levels Presents seven case studies to illustrate how 
the CIP and national programs work together to 
solve problems of potato production and use and 
the various benefits generated, which range from 
training and institution building to yield increases 
and the development of an effective model for 
interdisciplinary problem solving No index. 

Leaf, Muhray J Song of hope- The Green Revolu- 
Iton in a Punjab village. New Brunswick, N J ■ Rut- 
gers University Press, 1984. Pp xvi, 281. $28.00 
ISBN 0-8135-1025-2. JEL 85-0253 

Studies changes in a Panjabi Sikh village brought 
about by the Green Hev'olution, based on on-site 
re.search between 1964 and 1966 [see JEL no. 73- 
1202] and a follow-up study in 1978. Discusses 
changes m the village ecology division of labor, 
economy, kinship system, religion, parties, and 
strategies and their signilicance for development. 
Finds changes m all these areas, but that “no one 
policy . . . led to it, no one invention, and no one 
institution." Observes that the changes initiated 
by villagers and private individuals were attributa- 
ble to "the aggressive and intelligent search for 
ways to get ahead" without disrupting the order 
depended upon by everyone Measures by govern- 
ment were effective if they were based on respect 
for the villagers’ good judgment. The author is 
Professor of Anthropology and Political Economy 
at the University of Texas, Dallas. Bibliography; 
index. 

Lee, Harold. Roswell Garst: A biography. The 
Henry A. Wallace Series on Agricultural History 
and Rural Studies, no. 2. Ames; Iowa State Univer- 


sity Press, 1984. Pp. xv, 310. $12.95. ISBN 0-8138- 
0796-4. JEL 85-0254 

The story of Roswell Garst, one of the “architects 
and builders" of the highly mechanized modern 
American farm system. Relates his role in the de- 
velopment of the hybrid seed industry; his contri- 
butions to agricultural developments and public 
policy during the Depression, World War II, and 
the postwar period; and his relations with Soviet 
leaders whom he instructed in agricultural tech- 
niques. The author is Adjunct Professor of English, 
Grmiiell-in-London program. Index. 

Leo, Ghristopheh. Land and class in Kenya. The 
Political Economy of World Poverty series, no. 3 
Toronto; Buffalo and Lxindon: University of To- 
ronto Press, 1984. Pp. xii, 244 Paper. ISBN 0- 
8020-6547-3. JEL 85-0255 

Describes the transformation of the agricultural 
region of Kenya in its politics, economy, society, 
and geography and its transition from colonial sta- 
tus to indcpondeiice. Focuses on the relationship 
of land and class and how changes in agricultural 
production hav e brought changes in the stratifica- 
tion of Kenyan .society. Traces the formation of 
colonial agrarian classes, showing how European 
settlers changed local societies consisting of culti- 
vators, herdsmen, and petty traders into a landless 
class, a peasantry, and a petty bourgeoisie. Ex- 
plains how Marxists have mi.sunderstood land and 
cla.ss in Kenya and how the colonial regime ba.sed 
on similar misunderstandings, miscalculated its 
policies. Discusses how the peasantry and capitalist 
clas,ses have reinforced each other in the 1970s 
and 1980s. Argues that the Kenyan agrarian sys- 
tem can continue to expand as long as there is 
unoccupied or underutilized land available. Con- 
cludes that Kenyan society is marked by a strong 
expansion of its peasant sector and that the thriv- 
ing peasantry is intertwined with the development 
of capitalism. The author is Associate Professor in 
the Department of Political Science, University 
of Winnipeg. Bibliography; index. 

Raju, K. a.; Satish, N. G. and Takalkar, Anil, 
compilers. Rural tranforrnation: A select anno- 
tated bibliography of special programmes. As- 
sisted by Amin Ahman Khan, Indira Narayan, 
AND D. J. Dance, Rajendranagar, Hyderabad, In- 
dia; National Institute of Rural Development, 
1984. Pp. xi, 269. JEL 85-0256 

An annotated bibliography of literature on cen- 
trally sponsored special programs in India con- 
cerning rural development. Lists over 1,100 refer- 
ences, covering published and unpublished books, 
journals, and signed newspaper articles from the 
1970s to the present on twenty-two special pro- 
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grams grouped under four headings: area specific 
programs; target group specific programs; pro- 
grams for employment generation; and social wel- 
fare. Provides a short summary of the individual 
program followed first by literature on generalized 
aspects of the programs, arranged alphabetically 
by author or title, and then by literature pertaining 
to each state. Author index. 

SroREY, Gaby G.; Schmitz, Andrew and Sarbis, 
Alexandeb II., eds. International anricultural 
trade: Advanced readings in price jormatiun, mar- 
ket structure, and price instability Westview Rep- 
lica Editions. Boulder, Colo., and London; West- 
view Press, 1984 Pp. xviii, 303. $28.50, paper. 
ISBN 0-86531-9,55-3. JEL 85-0257 

Twelve papers initially published in this volume 
were presented at an International Trade Consor- 
tium meeting held in Berkeley, California, in early 
1980. Papers focus on the question of how world 
agricultural trade functions outside the context of 
the theoretical free-trade model and on the policy 
process operating in distorted and noncompetitive 
markets. The institutions and market structures 
of international agricultural trade are examined, 
including the formation of commodity prices and 
the effects of price instability on international mar- 
kets. Several papers emphasize the role of specula- 
tive .storage and futures markets. One paper sug- 
gests how governments can reduce trea.sury 
spending without affecting producer welfare and 
reliance on price supports The contributors are 
economists. Storey is Professor of Agricultural Eco- 
nomics at the University of Saskatchewan. Schmitz 
IS Professor of Agricultural and Resource Econom- 
ics at the University of California at Berkeley Sar- 
ris is Professor of Economics at the University of 
Athens. No index. 

Yoshida, Masao. Agricultural marketing interven- 
tion in East Africa- A study in the colonial origins 
of marketing policies, 1900-1965 I D.E. Occa- 
sional Papers Series, no. 20 Tokyo: institute of 
Developing Economies, distributed by the Ma- 
ruzen Company, Tokyo, 1984. Pp. viii, 206. $30 00. 
ISBN 4-258-^2020-9. JEL 85-0258 

Economic history of East Africa, showing the 
influence on its agricultural development of 
changes in the organization of marketing and of 
legislation. Analyzes the cumulative effects of vari- 
ous types of market restrictions in Kenya, Uganda, 
and Tanzania under British colonial rule from 
1900-65. Periods of analysis are from 1900-39 
(emergence of early government controls), 1939- 
52 (direct state participation), and 1952-65 (preva- 
lence of marketing boards for organizing peasant 
export crop producers and as fund-accumulating 


devices during the postwar price boom). Describes 
the original objectives of marketing reforms and 
discusses the forces that have created underdevel- 
opment and the growth since World War II of 
African nationalism, which served as an impetus 
for political change in the 19,50s and 1960s. Exam- 
ines the nature of government intervention in ag- 
ricultural marketing in terms of the character and 
the degree of restriction and facilitation. Con- 
cludes that the Africanization process did not re- 
store competition in agricultural marketing but 
rather continued existing cost structures. Stresses 
encouragement of entrepreneurship to create in- 
tegrative forces that will facilitate self-sustaining 
economic development A revised Ph D. di.sserta- 
tion originally written in 1970 The author is Sen- 
ior Research Officer at the Institute of Developing 
Economies, Tokyo Bibliography; index. 

See also: Book Numbers JEL 85-0046, 85-0068, 85- 
0264, 85-0312 

720 Natural Resources 

Barnes, Ci-ARENCt: H , ed Alternative futures En- 
ergy, the economy and the quality of life. Fore- 
word by Rand V. Araskoc. ITf Key Issues Lec- 
ture Series. New York: KCG Productions, 1983, 
Pp, XI, 69. Paper ISBN 0-941144-0.5-4 

JEL 85-0259 

■Six papers from the ITT Key Issues l.,ecture Se- 
nes held at the .School of Business of Gonzaga 
University during the 1981-82 academic year. 
Each lecture examines an aspect of U.S energy 
resources, the impact of .such use on the environ- 
ment, and the economic consequences of the fail- 
ure to promote de.sirable and acceptable resource 
development Topics discussed arc, energy devel- 
opment without destruction (Cecil D, Andrus): 
federal regulations (Fj David Doane), energy poli- 
cies and the quality of life (the Audubon Plan) (Rus- 
sell W. Peterson); forest management (John B 
Fery), energy exploration and mining within the 
public parks (Russell Dickenson); and the cur- 
rent inefficient allocations of energy resources 
(Barry Gommoner) The editor is Dean, School of 
Busine.ss Administration, Gonzaga University, Spo- 
kane, Wa.shington. No index 

Gostin, a B. and Williams, G. H. Phosphorus in 
Australia. CRFiS Monograph .series, no. 8 Gan- 
berra: Australian National University, Centre for 
Resource and Environmental Studies, 1982 Pp. 
xxi, 284. $14.95, paper. ISBN 0-86740-1)307. 

JEL 85-0260 

Ten previously unpublished papers, plus a panel 
discussion, from a workshop held in February 1982 
in Canberra, to provide up-to-date reviews of the 
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mam aspt-cts of phosphorus supply, development, 
and use. Two papers discuss after use factors; soil 
fertility changes and water pollution. The final pa- 
per examines Australia’s phosphate policy, evalu- 
ating effects on agriculture, the fertilizer industry, 
and the Australian economy generally. C'ostin and 
Williams are at the Centre for Resource and Knvi- 
ronmental Studies, Australian National University 
Index. 

Evans, Nic;kl and Hdpk, Chris. Nuclear power: 
Futures, costs and benefits. Cambridge; New York 
and Sydney; Cambridge University Press, 1984 
Pp. xviii, 171. $29.95 ISBN 0-521-26191-0, 

JEL 85-0261 

Discusses the future of nuclear power, based on 
the global state of the nuclear industry, past policy 
decisions, and current entrenched opinions re- 
garding its costs and risks. Concentrates on the 
world outside Communist areas and prospects to 
the year 2(X)0. Reviews the early halcyon days of 
nuclear {rower, the inroads made by nuclear opf>o- 
nents, the professional response, and recent prob- 
lems, with particular reference to the nuclear acci- 
dent at Three Mile Island. Prc.sents suggestions 
for appropriate techniques for nuclear power deci- 
sion-making, with examples mainly drawn from 
the United Kingdom. Among the findings are: "op- 
erating experience with light water reactors no 
longer supports the very low frequencies of nu- 
clear core meltdowns predicted by . . . probabilis- 
tic risk assessments”; reactor accidents can have 
global consequences for operators of nuclear 
power stations, expres.sed as a surcharge on the 
capital costs of each new station; the escalation 
of capital costs has resulted in uncertain economic 
benefits of nuclear power stations; and countries 
without nuclear reactors can import their nuclear- 
generated electricity from countries with less ho.s- 
tile opinions towards nuclear power. Evans is a 
reactor physicist on the staff of the Cambridge 
Energy Research Group, University of Cambridge. 
Hope is Lecturer in the Department of Fuel and 
Energy, University of Leeds. Selected bibliogra- 
phy; index. 

Harris, Deverle P. Mineral resources appraisal 
Mineral endowment, resources, and potential sup- 
ply: Concepts, methods, and cases. Oxford Geolog- 
ical Sciences series. London; New York; Toronto 
and Melbourne: Oxford University Press, Claren- 
don Press, 1984. Pp. xv, 445. $59.00. ISBN 0-19- 
854456-1. JEL 85-0262 

Surveys, presents, and critiques quantitative 
methods for the estimation of mineral and energy 
resources; an extension of a survey and critique 
of appraisal methods written for the U.S. Energy 


Research and Development Administration in 
1977. Identifies and describes a conceptual frame- 
work to define mineral resources analysis and ap- 
praisal. Some topics are; resource appraisal by 
models of economic activities, quantity-quality re- 
lations, deterministic geological methods, geosta- 
tistical models of metal endowment, mineral- 
wealth models, occurrence models, and crustal 
abundance geostatistical models. Also contains 
case studies and assessments of subjective proba- 
bilities. Index 

Heweti', Edward A. Energy, economics, and for- 
eign policy in the Soviet Union. Washington, D.C.: 
Brookings Institution, 1984. Pp. xi, 228. $28.95, 
cloth; $10.95, paper. ISBN (k-8 157-3602-9. 

JEL 85-0263 

Analysis of the prospects over the decade of the 
1980.S for the Soviet energy sector. Focuses on en- 
ergy supplies and demand, and on energy balances 
and energy trade. Discusses the policy alternatives 
available to Soviet leaders in response to rising 
costs for increments to their energy supplies. Dis- 
cusses the woildwide consequences of Soviet en- 
ergy problems and the impact on Soviet foreign 
policy. Outlines the operation of the economic .sys- 
tem. the nature of recent economic policies and 
performance, and the near future prospects for 
economic reform. Concludes that the Soviet Union 
IS likely to remain a net energy exporter through- 
out the rest of the 1980s. The author is a Senior 
Fellow in the Foreign Policy Studies program at 
the Brookings Institution, Washington, D.C. Index 

Islam, M. Nurul, Morse, Richard and Soesas- 
TRO, M. Hadi, eds. Rural energy to meet develop- 
ment needs: Asian village approaches' Westview 
Special Studies in Social, Political, and Economic 
Development Boulder. Colo., and London: West- 
view Press, 1984. Pp. xxiv, 561. $30.00. ISBN 0- 
86531-770-4. JEL 85-0264 

Twelve papers analyze the role of energy in ru- 
ral households and agricultural activities and sug- 
gest more effective ways for linking energy devel- 
opments with programs to increase agricultural 
productivity. The studies cover Bangladesh, West 
Java, the Philippines, Thailand, India, and Nepal. 
Separate papers discuss the use of improved 
stoves, firewood for household energy, financial 
and resource analyses of biogas systems, organiza- 
tion of current information for rural energy and 
development planning, and conversion of rural en- 
ergy needs to opportunities. The contributors are 
mainly social scientists. Islam is Professor of Chem- 
ical Engineering and Director of the Institute of 
Appropriate Technology at Bangladesh University 
of Elngineering and Technology, Morse in Re- 
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search Associate, Resource Systems Institute, East- 
West Center, Honolulu. Soesastro is Head of the 
Department of Economic Affairs at the Center for 
Strategic and International Studies, Jakarta. Index. 

Katzman, Martin T. Solar and wind energy: An 
economic evaluation of current and future tech- 
nologies. Totowa, N.J.: Littlefield, Adams; Row- 
man & Allanheld, 1984. Pp. xx, 187. $38.50. ISBN 
0-86598-152-3. JEL 85-0265 

Identifies when and where several solar technol- 
ogies can profitably penetrate particular market 
niches and examines how weather-dependent 
technologies can be adopted by a society accus- 
tomed to energy available on demand. Defines the 
dimensions of the energy problem and describes 
the menu of solar-energy technologies that may 
offer a solution. Examines different investment 
perspectives and various risks of solar-energy in- 
vestments. Analyzes the technological prospects 
for photovoltaics in detail. Calculates the prospects 
for profitability of photovoltaic systems in agricul- 
tural and residential applications. Assesses the con- 
ventional fuel and capacity costs an electric utility 
can avoid by linking up wind farms at several sites. 
Explores the consequences of photovoltaic pene- 
tration for the electric utility system. Explores poli- 
cies for accelerating the development of solar op- 
tions. The author is Professor of Political Economy 
and Environmental Sciences at the University of 
Texas at Dallas. Bibliography, index. 

Kemp, M. C. and Long, N. V., eds. Essays in the 
economics of exhaustible resources. Contributions 
to Economic Analysis series, no. 150. Amsterdam; 
New York and Oxford: North-Holland, distributed 
by Elsevier Science, New York, 1984. Pp x, 249 
.$57.75 ISBN 0-444-86791-0. JEL 85-0266 
Thirteen essays, six previously published and re- 
vised for this volume, assess recent developments 
in economic theory in the light of the resource 
exhaustibility. After an introductory essay on the 
state of the art, two essays discuss survival in a 
closed and in a small open economy. Five essays 
examine the problem of determining the optimal 
path of resource stock extraction. Three essays 
present models of oligopolistic markets for both 
renewable and non-renewable resources, includ- 
ing international fisheries and forests. Two essays 
discuss exhaustible resources and welfare econom- 
ics. The contributors are past and present mem- 
bers of the University of South Wales or the Austra- 
lian National University. Author and subject 
indices. 

Klein, John Douglass. The impact of joint ven- 
tures on bidding for offshore oil. Outstanding Dis- 


sertations in Economics series. New York and Lon- 
don; Garland, 1983. Pp. 237. ISBN 0-8240-4190- 
9. JEL 85-0267 

Studies the effect on competition of permitting 
joint ventures to bid in federal oflFshore oil and 
gas leasing sales. Examines the number and the 
relative competitiveness of bidders from 1954 
through 1979 in order to judge the degree of com- 
petition in the sales; evaluates the Department 
of the Interior’s policy toward joint ventures as 
it affects competition; and analyzes whether or not 
joint ventures, in particular joint ventures involv- 
ing large firms, are beneficial or harmful to compe- 
tition. Reviews the historical background of joint 
ventures and the literature on competitive bid- 
ding Develops and tests a theory of bidding with 
asymmetric information. Questions the assertion 
that an increased number of bidders leads to 
higher government revenues. A revised and up- 
dated 1975 Ph.D. dissertation. Department of Eco- 
nomics, University of Wisconsin, Madison. The au- 
thor IS at Union College, Sk:henectady, New York. 
Bibliography; index. 

Lawson, Rowena M. Economics of fisheries devel- 
opment New York: Praeger, 1984. Pp. xi, 283. 
$28.95. ISBN 0-03-001243-0. JEL 85-0268 
A textbook on fisheries economics in a global 
context, stressing the importance of fisheries in 
generating wealth, employment, and trade and 
the contribution of fisheries to nutrition require- 
ments. Discusses the economic theory of fish re- 
source exploitation, which has been built on the 
basis of simple biological and economic models 
and its implications for the control and manage- 
ment of fisheries. Details systems of fish marketing 
and processing, planning for fisheries develop- 
ment, and institutional arrangements for develop- 
ing the 200-mile extended economic zone, which 
has brought 35 percent of the world’s oceans un- 
der national control. Examines projects for fisher- 
ies development (private and government-funded) 
and development opportunities in small-scale fish- 
eries, fishing for export species, and aquaculture. 
The case studies used in this book are drawn from 
developing countries. The author is Emeritus 
Reader in Development Economics at the Univer- 
sity of Hull and is currently engaged in consultancy 
work in fisheries development. Index. 

Lekakis, J. N. Economics and air quality manage- 
ment in the Greater Athens Area. Centre of Plan- 
ning and Elconomic Research series, no. 7. Athens: 
Centre of Planning and Economic Research, 1984. 
Pp. 201. Paper. JEL 85-0269 

Addresses the air quality and management is- 
sues of the Greater Athens Area (GAA) and pro- 
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vides an assessment of air {»ollution control costs 
and .strategics to achieve acceptable air quality lev- 
els Synthesizes economic, technical, and policy- 
oriented information. Reviews the literature con- 
cerning theoretical approaches to controlling air 
pollution and pollutant-concentration prediction 
models. Using a comparative framework, analyzes 
air pollution in the CAA and in Los Angeles 
Ciounty, California. (Jompile.s a simple linear pro- 
gramming model to provide a least-cost e.sUmate 
of the total annual financial air pollution control 
costs in the CAA airshed and a set of economical 
control strategies; the relerence year is 197, '5. Dis- 
cusses routes to air quality management in the 
CAA and suggests ways to address the i.ssue of 
air pollution control from existing sources in the 
region. A Ph D. dissertation submitted to the 
University of Michigan in December 1981 with 
minor taxonomic changes Bibliography, no in- 
dex. 

Lk Ma-ST IsB, Dennis Decade of chanffe. The re- 
making if Forest Service statutory authonty dur- 
ing the IftTOs Foreword by Wit.i.IAM E TOWE1.L 
Contributions in Political .Science series, no. 113 
Westport, Conn , and London. Greenwood Press, 
1984 Pp. xiv, 290 .$29 9.5 ISBN 0-31.3-24341-7, 

JEL 8S-0270 

Focuses on the impact of legislative procedure 
and circumstance on legi.slation recodifying the 
U.S. Forest Service law in the 1970s, BrieHy dis- 
cus.ses the Multiple Use-Sustained Yield Act, the 
Wilderness Act, and the National Environmental 
Policy Act as background to legislation of the 
1970s. Begins the dfscussioii of the 1970s with the 
ill-fated Timber Supply Act and the controversy- 
surrounding it Continues with passage of the For- 
est Rangeland Renewable Resources Planning Act 
and the National Forest Management Act, the 
amendment of the sealed bidding provision of the 
National Forest Management Act, and passage of 
the Cooperative Forestry Assistance Act, the For- 
est and Rangeland Renewable Resources Research 
Act, and the Renewable Resources Extension Act. 
Examines the efforts of the Nixon and Carter ad- 
ministrations to reorganize the natural resource 
and environmental functions of the federal gov- 
ernment and establish a Department of Natural 
Resources. Discusses the implementation of the 
new statutory authority. Throughout, analyzes the 
effect of events, interests, personalities, and 
changes in congressional procedures and power 
structure on the new laws. Appendices contain 
the texts of the 1970 Forest Service legislation. 
The author is Professor and Chairman of the De- 
partment of Forestry and Range Management at 
Washington State University. Bibliography; in- 
dex. 


O’Keeee, Phie; Raskin, Paul and Bernow, Steve, 
eds. Energy and developornent in Kenya: Oppor- 
tunities and constraints. Energy, Environment 
and Development in Africa series, no. 1. Stock- 
holm- Bcijer Institute of the Royal Swedish Acad- 
emy of Sciences; Uppsala, Sweden; Scandinavian 
Institute of African Studies, 1984. Pp. xi, 18,5. SKr 
75.-. ISBN 91-7106-225-4. /EL 85-0271 

First in a set of ten volumes, this volume contains 
the summary findings of the Beijer Fuelwood Cy- 
cle Study, which focused on the problems that 
have arisen due to the accelerating depletion of 
Kenya's indigenous wood resource. Assesses policy 
initiatives to meet these problems. Discusses the 
relationship between economic development and 
energy consumption, and the performance and 
prospects for the Kenyan economy. Summarizes 
the current energy flow, presents in quantitative 
detail the structure of demand; provides estimates 
of consumption disaggregated by user sector, fuel 
type, and selected end-use categories. Analyzes 
the basic features of fuelwood supply. The end- 
use demand and land-use patterns are projected 
to the year 2000 for analyzing the structure of 
future requirements. Presents policy case pro- 
jections of supply and demand to mcu.sure the im- 
pacts of policy-induced transitions from present 
patterns and to show the magnitude and repercus- 
sions of strategies to improve the long-term energy 
picture in Kenya. Bibliography; no index. 

.Smith, V Kerry, ed Environmental policy under 
Reagan ‘s Executive Order: The role of benefit-cost 
analysis.Vrhsn and Regional Policy and Develop- 
ment Studies. Chapel Hill and London: University 
of North Carolina Press, 1984. Pp. xii, 266. $25.00 
ISBN 0-8078-1600-0. JEL 85-0272 

Nine papers concerning the effect of the 1980 
Executive Order 12291 on environmental policy 
making; the order requires a benefit-cost analysis 
for all new major regulations. Papers investigate 
how the order affected the character of environ- 
mental regulations and policy in general and ap- 
praise how the Fmvironmental Protection Agency 
(EPA) responded to the order. Reviews the evolu- 
tion of environmental policy, the Office of Manage- 
ment and Budget’s perspective on how EO 12291 
will function, the FlPA’s guidelines for conducting 
regulatory impact analyses, the EPA’s record with 
respect to some thirty-seven Regulatory Impact 
Analyses prepared in 1981, the tactics of benefit 
estimation, the relationship between risk assess- 
ment and benefit-cost criteria, the effect of EO 
12291 on regulations affecting air pollution, and 
the benefits and costs of regulatory analysis. The 
contributors are mainly economists. The editor is 
Centennial Professor of Economics at Vanderbilt 
University. Bibliography; index. 
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Yager, Joseph A. The energy balance in Northeast 
Asia. With the assistance of Shelley M. Mat- 
SUBA. Washington, D.C.: Brookings Institution, 
1984. Pp. xiv, 249. $28.95, cloth; $10.95, paper. 
ISBN 0-8157-9672-2. JEL 85-273 

Explains the changes in energy consumption 
and patterns of supply and use in non-Communist 
Northeast Asia — Japan, South Korea, and Taiwan, 
countries that rely on imported fuels. Compares 
energy development in these countries during the 
period 1960-80, taking into account energy inten- 
sities and structural differences. Examines the ad- 
justments to the oil crises of 1973-74 and 1979- 
80, and the relation between energy security and 
foreign policy. Projects future energy require- 
ments under different assumptions, suggesting 
where fuels may be obtained to meet the forecast 
of a 50 percent expansion in primary energy re- 
quirements during the period 1980-90. Concludes 
that the expansion of civil nuclear energy facilities 
will create problems, as well as opportunities, for 
regional cooperation and that as more nuclear 
electricity, which is cheap in Northeast Asia, be- 
comes available, the competitiveness of some of 
their exports will improve. The author is a gue,st 
scholar at Brookings Institution, Washington, D.C 
Matsuba is with Inslaw, Inc. Index. 

See also Book Numbers JEL 85-0106, 85-0168, 85- 
0176, 85-0 1 m, 85-0237, 85-0238, 85- 
0239, 85-0248, 85-0319 

730 Economic Geography 
King, Leslie J. Central place theory ScientiGc Ge- 
ography Series, vol. 1. Beverly Hills, Calif., London 
and New Delhi: Sage, 1984 Pp. 96, $6.50, paper. 
ISBN 0-8039-2324-4. JEL 85-0274 

Introduction to the concepts, development, and 
relevance of central place theory, which seeks to 
provide an explanation of the numbers, sizes, and 
locations of urban settlements in essentially rural, 
farming regions. Outlines the urban settlement 
theories of Walter Christaller and August Losch; 
summarizes their relevance to the fields of human 
geography, regional science, anthropology, and ar- 
chaeology. Discusses new statements of central 
place theory and its economic foundations. The 
author is Vice President (Academic) at McMaster 
University, Hamilton, Ontario, and a geographer 
by training. No index. 

See also: Book Numbers JEL 85-0289, 85-0320 

800 Manpower; Labor; Population 
820 Labor Markets; Public Poucy 
Blandy, Richard and Covick, Owen, eds. Under- 
standing labour markets in Australia. Sydney; 


London and Boston: Allen & Unwin, 1983. Pp. 
vii, 258. $19.95, paper. ISBN 0-86861-151-4. 

JEL 85-0275 

Eleven papers presented at a seminar held at 
the Flinders University of South Australia, May 
1982, and revised for publication. Papers discuss 
Australian labor market developments at the out- 
set of the 1980s and fall into two categories: discus- 
sions of issues concerned with data and examina- 
tions of the applicability, usefulness, and 
limitations of conventional micro-based economic 
theory. The contributors are mainly Australian 
economists. Blandy is Professor of Economics at 
Flinders University. Covick is Senior Lecturer in 
Economics, Flinders University. Index. 

Darby, Michael R. Labor force, employment and 
productivity in historical perspective Monograph 
and Research Series, no. 37. Los Angeles. Univer- 
sity of California, Institute of Industrial Relations, 
1984. Pp. xi, 151. Paper. ISBN 0-89215-121-8 

JEL 85-0276 

Reports and analyzes trends in the U.S. labor 
force — its allocation, hours worked, output, and 
productivity, based on annual data from approxi- 
mately 1900 through 1978. Given this broader per- 
spective, the author attempts to demonstrate that 
more recent developments are not unusual and 
problems not insolvable. An appendix contains the 
basic data used in the text. The author is Professor 
of Economics at the University of California, Los 
Angeles, and a Research Associate of the National 
Bureau of Economic Research No index, 

F(X;el, Walter The Equal Pay Act- Implications 
for comparable worth. New York; Eastbourne, 
England; Toronto and Sydney; Praeger, 1984. Pp. 
ix. 127. $25.95. ISBN 0-03-071789-2. 

JEL 85-4)277 

Examines the implementation of the Equal Pay 
Act of 1963, contending that it has had relatively 
little application, that its intepretation and applica- 
tion by the courts has been difficult, and that some 
of the court decisions applying the Act do not 
make economic sense. Assesses court decisions 
made under the Act according to the extent that 
they have followed the language of the statute; 
the soundness of the reasoning that produced the 
decisions and its consistency with other decisions; 
and the equity, economic, and other ramifications 
of the decisions. Presents elements of the equal 
pay law that have been most important to the out- 
come of cases brought under the statute. Examines 
issues related to equal work assessment, unequal 
wages, equal job access, and job equality and con- 
nects the Act to the developing law of comparable 
worth. Concludes that it is difficult to deal legisla- 
tively with wage discrimination as opposed to job 
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discriminatwn nnd that anUdiscrUnimtion efforts 
should bo concoTitrutod on equality o Jo ac - 
for women and other groups, The author is Profes- 
sor oflndustriaJ Relations, University of California, 
Los Angeles, and a labor arbitrator. Index. 


FohresT, David. Low pay or no pay? A review of 
the theory anti practice of minimum wage laws. 
Hobart Paper, no. 10 J. London. Institute of Eco- 
nomic Affairs; distributed in North America by 
Transatlantic Arts, Albuquerque. N.M., 19S4. Pp. 
88. $9.25, paper. I.SBN 0-255-36175-0 

/AZ 85-0278 

Reviews what economic theory predicts will be 
the consequences of minimum wage legislation, 
surveys the empirical research undertaken to test 
these predictions, and considers which groups in 
society benefit and which suffer as a result of the 
imposition of a national minimum wage. Considers 
why, even with predictions of disemployment ef- 
fects and its adverse effects on young people, the 
unskilled, and racial minorities, and of no effect 
on the majority of poor people, minimum wage 
laws are enacted and remain popular in Britain. 
Discusses the political support of trade unions, re- 
gional lobbies, and established employers for thi.v 
type of legislation. Also contains a critique of the 
Low Pay Unit, "Economics without Prices,” by 
Stanley Dennison, which attacks recent arguments 
for government fixing of minimum wage rates in 
the United Kingdom. Forrest is a Lecturer in Eco- 
nomics at Manchester University. No index. 

Holmlund, Behtil. Labor mobility: Studies of la- 
bor turnover and migration in the Swedish labor 
market. Stockholm: Industrial Institute for Eco- 
nomic and Social Research; distributed by 
Almqvist and Wiksell International, Stockholm, 
1984. Pp. 279. Skr 200:-, paper ISBN 91-7204- 
206-0. JEL 85-0279 

Analyzes the causes and consequences of labor 
mobility, focusing on its decline in Sweden since 
the mid-1960s. Econometric analysis of data sets 
for 1960 to early 1980 provides information about 
mobility behavior. Addresses four types of issues: 

(1) determinants of job search and quit behavior, 

(2) determinants of family migration decisions, (3) 
relationships between mobility and subsequent 
earnings, and (4) dynamics of labor turnover in 
the context of overall labor market behavior. Con- 
siders job mobility as the outcome of a job search 
process with the objective of maximizing income 
or utility; mobility decisions are consequences of 
individual comparisons of costs and benefits associ- 
ated with alternative options. Finds the downward 
trend in quit rates, job mobility, and migration 
during the past two decades mainly attributable 


to the weakened demand for labor during the 
1970s, which has also produced cyclical effects 
such as reductions in new hire rates and in vacancy 
rates Also finds u steady increase in average plant 
size and evidence that indicates a growing impor- 
tance for internal labor markets and weaker incen- 
tives for workers’ external mobility. In addition, 
finds evidence of the influence of 6rm-sp)ecific hu- 
man capital; of lower family migration, due to the 
growing number of two-earner hou.sehold$; and 
of a disincentive effect due to higher progressive 
taxes. No index. 

Hosow, Jerome M. and Zager, Robert, directors. 
Employment security in a free economy. Work 
in America Institute Policy Study series. New York; 
Oxford; Toronto and Sydney; Pergamon Press, 
1984, Pp. xi. 180. $15.00. ISBN 0-08-030975-5. 

JEL 85-0280 

Provides decision makers in business, unions, 
and government with some "workable alternatives 
for achieving greater stability in the work force.” 
Advocates creating steadily growing opportunity 
for employees' continuance in gainful employ- 
ment within the same organization for as long as 
they wish, rather than a guarantee of lifetime em- 
ployment with one employer or permanent rights 
to a job. Argues that by increasing employees’ se- 
curity, the performance of an organization can be 
improved without diminishing its freedom. Em- 
phasizes that employers must continually change 
products, technology, production procos.ses, mar- 
keting, and relations with those they do business 
with as well as their employees, whose cooperation 
is needed in effecting the.se changes. The main 
contention is that employment security is a spur, 
rather than an impediment, to corporate prosper- 
ity. Presents 26 recommendations for tailoring em- 
ployment security policies that can be clearly un- 
derstood by employer, employees, and unions. The 
authors are President and Vice President for Pol- 
icy Studies and Technical Assistance, respectively, 
of Work in America Institute. Index. 

Weinberg, Edgar. Employment security in a 
changing workplace. Work in America Institute 
Studies in Productivity: Highlights of the Litera- 
ture series, no. 34 New York; Oxford; Toronto 
and Sydney; Pergamon Press, 1984. Pp. 69. $35.00, 
paper. ISBN 08-030966-6. JEL 85-0281 

Sixty abstracts reviewing major studies made 
over the past fifty years on the impact of change 
and of various programs designed to mitigate ad- 
verse effects on employee security. An introduc- 
tory survey discusses productivity and employ- 
ment; the impact of technical change; planning 
for change; marketing and production strategies; 
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sharing available job opportunities; income main- 
tenance programs; and reemployment assistance. 
Foreign programs and proposals for expanding 
government involvement in maintaining employ- 
ment security are also drscussed. Contains lists of 
recommended and additional readings. The au- 
thor IS a consulting economist No index. 

WiiiTZMAN, Martin L, The share economy Con- 
quering stagflation Cambridge. Mass., and Lon- 
don; Harvard University Press. 1984. Pp. vi, 167, 
$15.00 ISBN 0-674-80582-8. JKL 85-02S2 
Argues for a fundamental wage reform to im- 
prove the lot of the average worker, as well as 
the whole economy, via a share system that ties 
a worker’s pay to an appropriate index of a firm’s 
{lerformance, i.e,, a share of its revenues or profits. 
Contends that such a basic change is employee 
compensation arrangements is needed to assure 
that reasonable price stability is compatible with 
reasonably full employment and to provide incen- 
tives to induce better output, employment, and 
pricing decisions at the firm level Argues that stag- 
flation is an unfortunate consequence of the wage- 
payment system that is tied to an outside unit of 
account whose value is independent of the firm’s 
well being, Cites the Japane.se economy's spectac- 
ular performance after World War II, where the 
labor markets feature large firms that offer lifetime 
employment and excellent working conditions to 
their regular employees, including a base monthly 
salary plus a twice yearly profit-sharing bonus 
Concludes that labor, if paid on a share system 
in a competitive environment, will unleash power- 
ful forces for economic prosperity and social prog- 
re.ss The author is Professor of Economics at Mas- 
sachusetts Institute of Technology. Index 

See also- Book Numbers JEL 85-0126, 85-0293. 8,5- 
0294, 85-0298 

830 Trade Unions; Collective Bargaining; 

Labor-Management Relations 

Cavaco Silva, AnIbai. A., ed. Economic and social 
partnership and incomes policy Lisbon; Portu- 
guese Catholic University, 1984. Pp, 304. Paper. 

jEL 85-0283 

Six papers with comments, all previously unpub- 
lished, presented at the f’onference organized by 
the Austrian Embassy in Portugal and the Portu- 
guese Catholic University and held in Lisbon in 
March 1983. Ezio Tarantelli discu.sses the experi- 
ences of labor policies in sixteen market economies 
l^tween the first and second oil shocks of the 
1970s concluding that the approximate income 
policies to control inflation depend on the degree 


of centralization of the wage negotiation system. 
Anton Pelinka’s paper covers several aspects of 
Austrian social partnership and the functioning of 
the joint Commission on Wages and Prices. Bar- 
bosa de Melo deals with the forms of social partner- 
ship with a historical review of social contract and 
conlractualisl theses, contending that social part- 
nership makes institutional the idea of liberty, 
equality, and solidarity, which are the roots of the 
constitutional state. Mario Pinto describes the es- 
sential aspects of social partnership as it emerges 
from the neocorporatist model of modern societies 
and within the context of the principles of the 
.social doctrine of the church. Wolfgang Schmitz 
analyzes the .social doctrine partnership included 
m the Papal encyclical letters. Rocha Pimental re- 
views the Portuguese experience of social partner- 
ship and incomes policy. Three papers and most 
of the commentaries are in Portuguese. No index 

Kochan, Thoma.s, a., Katz, Harry C. and 
Mower, Nancy R Worker participation and 
American unions Threat or opportunity.^ Kalama- 
zoo, Mich.: W F,. Upiohn Institute for Employ- 
ment Research, 1984. Pp. viii, 202. $17.95, cloth; 
$12.95, paper ISBN 0-88099-022-8, pbk. 

JEL 85-0284 

Report on the results of a study concerning the 
experiences of unions with worker participation 
under programs aimed at improving the quality 
of working life, such as Quality Circles, employee 
involvement programs, and labor-management 
participation teams, etc. All of the programs exam- 
ined involved small groups of union members and/ 
or officers in informal workplace participation pro- 
cesses supplementing the formal collective bar- 
gaining procedures. Argues that worker participa- 
tion processes move through several stages of 
evolution Focuses on the dynamics of these pro- 
cesses, their effects on local unions, and on the 
larger collective bargaining relationship. Presents 
case study descriptions of the evolution of worker 
participation processes over the course of at least 
one contract cycle and through changing eco- 
nomic circumstances. Examines the views of rank 
and file members and of local and national labor 
leaders toward worker participation Concludes 
that each party must see the worker participation 
process as necessary to its separate economic and 
organizational interests m order for such processes 
to survive the economic and political obstacles en- 
countered over time. Also suggests that national 
union leaders and staff play key roles in imple- 
menting an effective union strategy on worker 
participation. Kochan and Katz are faculty mem- 
bers and Mower is Research A.ssociate at the Indus- 
trial Relations Section, Sloan School of Manage- 
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rneiit Mussacbusetts Institute of Technology. No 
index. 

Mll.j.Kfi, KnWAflf) H An/ilru.ft Jaws and employee 
relalioiis An analysts of their impact on manayr- 
ment and union policies. Labor Hoialions and 
Public Policy Series, no. 26, Philadelphia: Univer- 
,sity of Pennsylvania, Wharton School, Industrial 
Research Unit, 1984. Pp. vii, 144. $20.00, paper 
ISBN 0-89546-046-7. JEL 85-028li 

Concerns the role antitru.st law has played in 
union-management relations, Kxamines whether 
there may be antitrust violations in an employer's 
opposition to union organizing campaigns, in 
agreements that employers may be asked to reach 
with unions, and in agreements that employers 
may make in order to retain and protect existing 
work forces. Discusses whether employers may 
lind antitru.st laws useful in defending themselves 
against improper union conduct or a combination 
of union and competitor activities, which arc hurt- 
irig the employer's business Reviews Sherman Act 
limitations on contracts between employers and 
individual employees, among employers, and on 
multiemployer agreements Suggests and analyzes 
areas in the nation's labor and antitrust laws that 
the business community may wish Congress to 
amend. The author is a former chairman of the 
National Labor Relations Board Index 

.SCHUSTEH, Michaei. H. Union-management coop- 
eration Structure — process — impact Kalamazoo. 

W K. Upjohn Institute for employment Research, 
1984. Pp, xiv, 235, $17.95, cloth; $12.95, paper. 
ISBN 0-88099-024-4, pbk JEL 85-0286 

Presents the findings of a five-year study of the 
structure, process, and impact of joint union-man- 
agement programs to improve productivity, focus- 
ing on productivity-sharing plans. The monograph 
overviews theories and models of cooperation and 
change in unionized settmgs and sets out the re- 
search design, the measures of study variables, 
analytical techniques, and the characteristics of 
the research sites and methodological findings. De- 
scribes the structural characteristics of six types 
of union-management interventions in unionized 
and non-union situations: Scanlon, Rucker, and 
Improshare Plans; Labor-Management Commit- 
tees; Quality Circles; and Quality of Worklife Pro- 
grams. Presents the results of impact assessments 
of union-management cooperation based on a 
sample of 38 plants and 10 case studies, which 
illustrate the diversity of patterns in cooperative 
union-management relations. Highlights 1 1 mea- 
sures of the impact of cooperative programs: level 
and drift changes in productisdty, quality, employ- 
ment, turnover, absenteeism, tardiness, griev- 


ances, emplo>'ment security guarantees, the struc- 
ture for employee participation, compensation 
variable.? and acceptance of the cooperative pro- 
gram, The author IS Associate Professor of Person- 
nel and Industrial Relations and Director of the 
Employment .Studies Institute at Syracuse Univer- 
sity. No index. 

Wendi.ing, Wayne R. The plant closure policy di- 
lemma. Labor, law and bargaining. Kalamazoo, 
Mich.; W. E. Upjohn Institute for Employment Re- 
search, 1984. Pp. xi, 166. $16.95, cloth; $11.95, 
paper. ISBN 0-88099-020-1, pbk. 

JEL 85-0287 

Monograph setting forth a new proposal on the 
use of colloctise bargaining to re.solve labor-man- 
agement differences that result in plant closure. 
Answers questions relating to the potential for bar- 
gaining to alter the decision to close when contin- 
ued operation is a reasonable alternative, whether 
bargaining over the effects of closure can provide 
workers with the opportunity to mitigate some 
of the consequences of the closure, and whether 
management and labor use formal contract negoti- 
ations to obtain protections and to develop solu- 
tions for workers and firms at risk of closure Exam- 
ines the case law in the judicial interpretations 
of the duty to bargain and the actual contract pro- 
visions negotiated in major collective bargaining 
agreements. Analyzes the rules and procedures 
proiiosed to facilitate the determination of 
whether there is a duly to bargain Proposes that 
steps be incorporated to ensure that actual bar- 
gaining occurs in plant closure ca.ses only in in- 
stances when it may lead to a solution and that 
the bargaining process be expedited to reduce 
costs on employers Suggests that programs are 
needed to assist displaced workers when closure 
is the only alternative. The author is Senior Re- 
.search Economist with W. E. Upjohn Institute for 
Employment Re.search, Michigan. No index. 

Wood, W. D. and Komar, Pradeep, eds. The cur- 
rent industrial relations scene in Canada, 1984. 
Kingston, Ont.: Queen's University, Industrial Re- 
lations Centre, 1984. Pp. xii, 591. $50.00, paper, 
ISBN 0-88886-122-2. JEL 85-0288 

Annual reference volume identifying emerging 
industrial relations patterns and issues and the en- 
vironment that shapes them. Organized into seven 
individually written sections covering major areas 
of the Canadian industrial relations system: the 
economy; human resources and labor markets; la- 
bor legislation and related public policy; the labor 
movement and trade unionism; collective bargain- 
ing; wages, productivity, and labor costs; and a 
reference section with technical notes on informa- 
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tion, a listing of periodicals in the &eld, and annota- 
tions of important recent publications. Each sec- 
tion contains summary highlights of major trends 
and issues followed by statistical and other refer- 
ence material. Wood is Director and Kumar is As- 
sociate Director of the Industrial Relations Centre 
at Queen’s University, Kingston, Ontario. Index. 

See Book Numbers ]EL 85-0049, 85-0060, 85-0230 

840 Demographic Economics 

Jones, Richard C., ed. Patterns of undocumented 
migration- Mexico and the United States. Totowa, 
N.J.. Littlefield, Adams; Rowman & Allanhcld, 
1984. Pp. xiv, 242. $34.95. ISBN 0-86598-130-2. 

JEL 85-0289 

Twelve papers, six previously published and re- 
vised for this volume, focus on patterns of migrant 
origins, destinations, and pathways and the factors 
that explain the.se patterns. Addresses the absence 
of a concern in the literature for spatial patterning 
and its explanation, and provides illustrations of 
the full range of spatial studies. Papers discuss ori- 
gin-related topics on the characteristics of mi- 
grants from different Mexican states and regions, 
.social and economic interactioris at the village 
level, and flows between the village and the out- 
side world. They also discuss the paths of individ- 
ual migrants and groups of migrants at Ixith the 
regional and intra-urban levels. Other papers, pri- 
marily concerned with U.S, destinations, .show how 
migrant patterns at the national scale and intra- 
urban scale change across time and analyze intra- 
urban undocumented migration patterns. The 
contributors are mainly from the fields of econom- 
ics, geography, sociology, and anthropology The 
editor is Associate Professor of Geography at the 
College of Social and Behavioral Sciences, Univer- 
sity of Texas, San Antonio. Index. 

Saigas, Rafaei. M. Reflections on population New 
York; Oxford; Toronto and Sydney: Pergamon 
Press, 1984. Pp. xv, 237. Paper. ISBN 0-08- 
031588-7. JEL 85-0290 

Characterizes the work of the United Nations 
Fund for Population Activities with developing 
countries up to 1984 and relates these experiences 
to population issues. Discusses fertility; status of 
women and the family; morbidity and mortality; 
population distribution; internal and international 
migration; population growth and structure; and 
promotion of knowledge and implementation of 
policies and programs. Highlights international co- 
operation and the role of the F'und in forging the 
links between local, national, and international ap- 
proaches to population problems, particularly pop- 


ulation programming among countries with simi- 
lar problems. Salas is Executive Director, United 
Nations Fund for Population Activities. Index. 

SlRAGELDlN, Ismail. Lecture on population policies 
and development in the ’80s With comments by 
SVED Nawab Haider Naqvi Lectures m Devel- 
opment Economics series, no. 3 Islamabad. Paki- 
stan Institute of Development Elconornics, 1984. 
Pp. VI, 92. Paper. JEL 85-0291 

Two lectures and discussion presented m Islama- 
bad as part of the Ford Foundation-funded series 
of Lectures on Development Economics. The first 
lecture concerns issues and puzzles of population 
policies and development in the 1980s. Discus.ses 
the dimensions, evolution, experience, and influ- 
ence of population policy. Presents an accounting 
framework of a socio-economic-demographic sys- 
tem and discusses the analysis of fluctuations in 
fertility The second lecture examines issues re- 
lated to the con.sequenees of Middle East interna- 
tional migration: its effect on the labor-importing 
countries, with reference to Kuwait, and its effect 
on the growth potential of labor-exporting coun- 
tries, with reference to Egypt's agricultural pro- 
ductivity. The author is Professor of Population 
Dynamics and Political Economy at Johns Hopkins 
University. No index. 

SlRAGELDlN, ISMAIL; SaLKEVER, DAVID AND OS- 
BORN, Richard W , eds Evaluating, population 
programs. International experience with cost-ej- 
fectiveness analysts and cost-henefit analysts 
With assistance of D (Jebuijx ET al. New York. 
St. Martin's Press: London and Canberra; C'room 
Helm. 1983. Pp. xxxi, 534. $40.00. ISBN 0-312- 
270887. JEL 85-0292 

Proceedings of the International Workshop on 
Cost-Effectiveness and Cost-Benefit Analjsis of 
Population Planning Programs held at St Mi- 
chaels, Maryland, in August 1981. The twenty-one 
papers examine cost-benefit (CBA) and cost-effec- 
tiveness (CEA) analysis techniques, with special 
emphasis on the latter as applied to the planning 
and evaluation of population policy programs. .Also 
provides practical guidelines for field applications 
as derived from experience in population planning 
projects in Africa, Asia, and Latin America. Orga- 
nized in two parts: (1) methodological and concep- 
tual issues, particularly in family planning, fertility 
studies, population stabilization, and the couple- 
years-protection index, and (2) findings on the ap- 
plication of CBA or CEA in Ghana, Zaire, Morocco, 
India, Thailand, Brazil, Colombia, Guatemala, 
Haiti, and Mexico. Sirageldin and Salkever are 
members of the faculty of Johns Hopkins School 
of Hygiene and Public Health Osborn is a member 
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of the faculty of Medicine, Lhiiversitj of Toronto. 
(Jlossury. index. 

Siv illsii Hook Number JEL H5~03l0 

S50 HtJMAN CIapital 

Daviks, )amk.s IV AND Ma(;Donai,d, Cucn.n M Jn- 
formalioii m the labour market. Joh-tvorker 
luatehiuft an/l it.f impliratioiii for education in 
Ontario. Ontario Kconoinic Oouncil Research 
Studies Toronto, Buffalo and London University 
of Toronto Press lor the Ontario Kconomic (Coun- 
cil, 1984 Pp VI, 190. $15.00, paper. ISBN 0-8020- 
3403-9. JEl. H5~02b3 

Kniploys a .simple informational model to ex- 
(ilaiti recent trends in education in Ontario and 
provide guidance for policy lormation. Argues for 
an optimal combination of skilf and information 
investment to ensure quality job-worker matching 
and for an educational system organized as far as 
possible along competitive free market lines De- 
scribes human capital and signalling models of ed- 
ucation as well AS the informational model of 
schooling and job-worker matching K,xamines ra- 
tionales for government intervention in education 
and training and points out that there is no eco- 
nomic rationale for direct state provision of educa- 
tion and training .Analyzes trends in enrolment 
and expenditure at all levels of education and 
training in Ontario and Oanada since 1960 and 
discusses the current debate concerning techno- 
logical and higher -skill trade training (vocational- 
ism) vs investment in person-specific information 
(general arts and science courses) education. The 
authors are members of the Department of Kco- 
nomics. University of Western Ontario Bibliogra- 
phy; no index 

■-’rkund, Wii.i.iAM C. A.ND Epstein, Eugene, People 
and productivity The New York Stock Exchange 
guide to financial incentives and the quality of 
work life Homewood, 111.: Dow Jones-lrwin, 1984. 
Pp. XV, 181. $19.95. ISBN 0-87094-510-6. 

JEL 85-0294 

Report on the first survey of human resource 
programs to boost productivity in a sample of U.S. 
corporations involving 100 or more employees 
along with a discussion of financiai incentive plans. 
Discus.ses the contributions to productivity by 
“gainsharing.” Examines individual and group fi- 
nancial incentive plans, profit sharing, and em- 
ployee ownership. Discusses the Japanese system 
of management and its post-World War II success 
in achieving high productivity levels in industry 
Suggests how lessons from Japan about pieople and 
productivity can or cannot be emulated in U.S. 
industry, making comparisons between the two 


countries’ systems of management. Describes 
American corporations' human resource pro- 
grams. Offers advice regarding institution of a hu- 
man resource program, pointing out that it is a 
process involving education, training, goals, com- 
mitment, measurement, evaluation, and feedback 
Ooncludes that there is great potential to boost 
productivity in the workplace by better utilizing 
people. The authors are, respechvely. Senior Vice 
President and Chief Economist, and Senior Econo- 
mist, at the New York Stock Exchange. Freund 
IS also Professor of Economics at the Pace Univer- 
sity Graduate School of Business. Bibliography, in- 
dex 

See also. Book Number JEL 85-0131 

900 Welfare Programs; Consumer 
Economics; Urban and Regional 
Economics 

910 Weleabe, Health, and Education 

Bawi>e:n, D Lee;, ed. The .social contract revisited- 
Aims and outcomes of President Reagan's social 
welfare policy The Changing Domestic Priorities 
Serie.s, Washington, D.G.: Urban Institute Press, 
1984. Pp xiii, 250 $26.95, cloth, $10.95, paper 
ISBN 0-87766-33.5-1, pbk JEL 85-0295 

Seven previously unpublished papers and com- 
ments, originally presented at an Urban Institute 
conference held in July 1983 to examine the aims 
and outcomes of the Reagan administration’s social 
welfare policy Major issues addressed are- the ob- 
jectives of the Reagan administration’s social wel- 
fare policy (Martin Anderson); the fairness of the 
administration’s budgetary and program action 
(Jack A Meyer), changes in the safety net (Timothy 
M. Srnceding); welfare dependency (Blanche 
Bernstein); unemployment and income losses (Ed- 
ward M. Gramlich and Deborah S. Laren); the ef- 
fect of economic growth on the rate of poverty 
(Peter Cottschalk and Sheldon Danziger); and the 
social policy of the Reagan administration (Nathan 
Glazer). Also contains an overview by William Gor- 
ham. Bawden is Director of the Human Resources 
Policy Genter at The Urban Institute, Washington, 
D.G. No index. 

Berne, Robert and Stiefel, Leanna. The mea- 
surement of equity in school finance- Conceptual, 
methodological, and empirical dimensions. Balti- 
more and London; John Hopkins University Press, 
1984 Pp. xvii, 297. $35.00. ISBN 0-8018-3148- 
2. JEL 85-0296 

Examines alternative ways of quantitively mea- 
suring the equity of state school finance systems. 
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Provides a framework for policymakers and ana- 
lysts for monitoring school finance systems as they 
respond to changes in types and levels of federal, 
state, and local funding. Presents a conceptual 
framework of equity, di.scussing the target group, 
what is to be distributed, the principles to be used 
to assess fair distribution, and the measures used 
to assess equity for a particular principle. Provides 
a review of recent equity studies; step-by-step pro- 
cedures and examples showing how to implement 
the conceptual framework, and examples of the 
framework using actual data from Michigan (nine 
year time period) and New York (fourteen year 
time period). Berne is Associate Professor of Public 
Administration, and Stiefel is Associate Professor 
of Kconornics, both at the CJraduate School of Pub- 
lic Administration, New York University Index. 

BlJHHUKTA-Uil.EMKNT, JOHN R , ET AL. Changed 
lives- The effects of the Perry Preschool Program 
oil youths throuffh age 19 Monographs of the 
High /Scope Educational Research F’oundation, 
no 8. Ypsilanti, Mich High/Scope Press, 1984 
Pp. xvii, 210 Paper I.SBN 0-931 1 14-28-4 

JKL 85-0297 

Reports the results of Phase 4 of the High/Scope 
Perry Preschool Project, a group'of studies begun 
in the early 1960.S on the value of early childhood 
education. Explores the long-term effects on black 
youths from families of low .socioeconomic status 
in Ypsilanti, Michigan, who participated in a pro- 
gram of high quality early childhood education 
As.sesses family demographics; child abilities, atti- 
tudes, and scholastic accomplishments, involve- 
ment in delinquent and criminal behavior; use of 
welfare as.sistance; and employment up through 
age 19. Kinds that preschool education provided 
poor children with a "head start" both intellectu- 
ally and socially. Based on cost-benefit analysis, 
finds a positive net present value for both one and 
two years of preschool Includes individual case 
studies of eight .subjects. The other authors are. 
Lawrence J. Schweinhart, W. Steven Barnett, Ann 
S Epstein, and David P Wishart No index 

(-ANADIAN Royal Commission Report of the Royal 
Commission on matters of health and safety aris- 
ing from the use of asbestos in Ontario. 3 vols. 
Toronto; Ontario Ministry of the Attorney Gen- 
eral; available from Ontario Government Book- 
store, Toronto, 1984. Pp. xvi, 313; 314-684; 685- 
920. Paper. ISBN 0-7743-8508-1, set. 

JEL 85-0298 

Results of an inquiry into matters of health and 
safety arising from the use of asbestos in Ontario. 
Volume one introduces the report, discusses the 
health effects of asbestos, overviews the health ef- 


fects and occupational regulation of asbestos in 
Ontario, discusses sources of information, and 
presents evidence regarding asbestos and major 
health questions. Volume two examines the topics 
of asbestos use and control in fixed workplaces, 
in buildings, and elsewhere in the environment 
Volume three discusses compensating victims and 
learning from the asbestos experience f’rames for- 
mal recommendations to the effect that asbestos 
requires different regulations in different indus- 
trial processes. Stresses the critical importance of 
discriminating among the risks presented in non- 
occupational exposure, noting the misidentifica- 
tion of a.sbestos in buildings as a public health con- 
cern at tremendous public expense Blames the 
absence of information for underregulation in the 
workplace context and for overreaction in the 
buildings context. Selected bibliography; no index 

Gohodes, Donald R. and Kinkead, Brian M 
Hospital capital formation in the 1980s Johns 
Hopkins Studies in Health Care finance and Ad- 
ministration series, no. 1. Baltimore and London: 
Johns Hopkins University Press, 1984. Pp. xvi, 136 
$25 00. ISBN 0-8018-3093-1. JEL 85-0299 
Examines the hospital industry's need and de- 
mand for capital in the coming decade, capital 
sources, financing vehicles, government’s role, and 
key policy concerns. Discusses the capital invest- 
ment decision process from both the hospital and 
capital market perspiectives and assesses the effects 
of recent changes in Medicare reimbursement. 
Traces the development of capital formation in 
the hospital industry, noting how the extent and 
forms of public assistance have changed over the 
years. Describes the conditions that contribute to 
financial instability and examines long-term, short- 
term, and intermediate-term financing options 
Looks at capital formation in hospital management 
companies Describes the current set of govern- 
ment policies concerning capital formation and 
considers the following policy issues: the future 
of tax-exempt bonds and of loan insurance, reim- 
bursement reform, the place of investor-owned 
chains, the implications of increasing debt, and 
the appropriate role of government. Gohodes is 
Executive Director for Policy for the national Blue 
Cross and Blue Shield Association. Kmkead is at 
the Center for Hospital finance and Management 
at Johns Hopkins University Index. 

Dilnot, a. W.; Kay, J. A and Morris, C. N. The 
reform of social security. Oxford; New York; To- 
ronto and Melbourne: Oxford University Press, 
Clarendon Press, 1984. Pp. viii, 166. $18.95, cloth; 
$7.50, paper. ISBN 0-19-877226-2. 

JEL 85-0300 
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Oitiqiie and ageiida for reform of the Hntish 
social security system. I’races the e\'<)liition of the 
s>st<--m M ilh pafticiiiur emphasis on the Beveridge 
Heport, which provided the intcllectuaJ basis of 
tht> British socia) insurance system. Criticizes the 
system as inefficient in many areas and cites the 
unplanned interactions of the tax and benefit sys- 
tem caused by their piecemeal deveiopmetit. Ar- 
gut?s that an explicit abandonment of the national 
insurance concept and the pursuit of a single, 
properly integrated tax and benefit system provide 
the only promising direction of reform Discusses 
a tax credit concept as a means of linking the tax 
and social security systems and considers how the 
concept of benefit credits may be used to absorb 
the principal means-tested benefits into the frame- 
work of income tax. Considers modifications to the 
social security provisions that would affect income 
distribution. The authors are at the In.stitule for 
fiscal Studies, London Cilossary; .seli-ct bibliogra- 
phy; index, 

Gho-SB, Ph.xdip K,, ed. Health, food, and nutrition 
in third world develo/»nent Foreword by tiA- 
MANI Gony.A, liilornutional Development Re- 
, source Hooks, no. 6. Westport, Gonti,, and Ijondon: 
Greenwood Press, 1984. Pp. xxvt, 617 $,55.00. 
ISBN 0-3 1 3-24 142-2. fEL SH-OdOt 

Part one of this resource book includes eighteen 
previously published articles, which analyze cur- 
rent trends in the development of an effective pol- 
icy in health, food, and nutrition of Third World 
countries. Papers also evaluate progress during the 
past decade in attaining a sustained economic 
growth and improvement in the quality of life for 
the future and examine the experience of selected 
Third World countries in implementing develop- 
ment plans during the first half of the 1970s A 
number of articles draw conclusions for future pol- 
icy action Part two provides a bibliography of in- 
formation sources and statistical tables and figures 
Part three is a bibliography of books (most with 
annotations), selected periodical article.s and spe- 
cialized publications published since 1970. Part 
four is a directory of information sources. The au- 
thor is President of the World Academy of Devel- 
opment and Cooperation, Washington, D.C., and 
Adjunct Associate Professor and Visiting Fellow 
at the Center for International Development at 
the University of Maryland. Index 

Health Heseahch and Educational Trust of 
New Jersey. Case-mix classification, data, and 
management. DRG Evaluation series, vol. 3. 
Princeton, N.J.: Author, 1984. Pp. xix, 202. $10.00, 
paper. ]EL 85-0302 


Reviews selected case mix systems used to mea- 
sure hospital output for reimbursement purposes 
and discusses the concepts on which they are based 
in terms of their development and conceptual at- 
tributes. Examines the clinical aspects of the origi- 
nal 383 Diagnosis Related Groups (DHGs), identif- 
ying inappropriate patient groupings, ambiguity 
in medical records generation, and inequity in 
reimbursement. Traces the progression of inpa- 
tient data through the hospital and examines how 
differing management practices affect their qual- 
ity and timeliness of their production. Explores 
how DRG data can be combined and interpreted 
as an effective hospital management tool. No in- 
dex. 

Health Research and Educational Trust of 
New Jersey. Economic and financial analysis. 
DRG Evaluation series, vol. 2. Princeton, N.J.: Au- 
thor, 1984. Pp XXVI, 265. $10.00, paper. 

}EL 85-0303 

Examines some of the initial economic and fi- 
nancial impacts of the New Jersey experience with 
Diagnosis Related Groups (DRG) P'oeusing on the 
program’s cost-containment objective, analysis 
covers the direct operational costs, hospital reve- 
nues during the initial year of operation, and the 
system’s iiiHuciice on the financial position of the 
hospital. Topics include: comparison of the DRG 
method for hospital rate regulation in New Jersey 
with that of its predecessor, the Standard Hospital 
Accounting and Rate Evaluation (SHARPS), cre- 
ation of economic incentives i>y per case reim- 
bursement; results of the economic and financial 
analysis for the operation and implementing of 
the DRG system; and examination of the implica- 
tions of potential modifications to the DRG rate- 
.setting program. No index. 

Hogan, Lloyd. Principles of black political econ- 
omy Boston; laindon and Melbourne: Houllcdge 
& Kegan Paul, 1984. Pp. xii, 186 $18.9,5, cloth; 
$8.95, paper. ISBN 0-71 02-0 177-X. 

JEL 85-0304 

Constructs a theoretical framework to explain 
the mechanisms by which the black population 
of the United States reproduces itself as such 
within a methodology of political economy, that 
is, the social reproduction of a human population. 
Contends that black Americans have been mainly 
responsible for their own liberation from slavery 
and from the sharecropping modes of exploitation, 
and that they will again liberate themselves in the 
future from the present-day wage laboring exploi- 
tive system. Analyzes the alternating phases of 
black human labor — the external, concerned with 
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the creation of the material means of survival, and 
the internal, resulting in the creation of the black 
population itself. Discusses the four historical era.s 
in black social reproduction; their African origins, 
the black slave operations in Africa and across the 
Atlantic, the black sharecropping system in south- 
ern United States, and the black wage labor system 
in the United States. Contends that “black Ameri- 
cans stand at the threshold of a worldwide social 
revolution” and that their history of suffering and 
struggle for survival makes them an exemplar of 
how a new social order can be fashioned. The au- 
thor is Associate Professor of Economics and Hlack 
Studies at Hampshire College. Bibliography; in- 
dex. 

INTERNATIONAI, LABOUR OFFICE, /tito the twenty- 
first century: The development of social security 
Geneva; Author, 1984. Pp. xix, 115. $12.95, paper 
ISBN 92-2-103631-6. JEL 85-f)305 

A report to the Director-General of the Interna- 
tional Labor Office on the response of the social 
security systems in industralized countries to eco- 
nomic and social change. Analyzes broadly the 
progress made by social security in these countries 
and its alleged shortcomings. Identifies questions 
likely to gain prominence in the future and their 
relative priorities Indicates desirable develop- 
ments in social security provisions Discusses the 
aims of social security for the period up to 2001), 
implications of these aims in cash benefits and ser- 
vices, relations between social security institutions 
and the public; and the financing of social security 
includes recommendations. No index. 

Khan, Azizur Hahman and Lee, Koijy, ed.s. Pov- 
erty tn rural Asia. Bangkok. International I^laiur 
Organisation and Asian Employment Programme. 
1984. Pp. xii, 276. $18.00, cloth; $12.00, paper 
ISBN 92-2-103286-8, pbk. JEL 85-0306 

Eleven papers examine changes from the 1960s 
up to the 1970s m the levels of rural poverty in 
Pakistan, India, Nepal, Bangladesh, Thailand, In- 
donesia, and Sri Lanka. Database is mainly the 
most recent hou.sehold income and expenditure 
survey. Case studies estimate the proportion of 
the rural population living below a poverty line 
based on the minimum cost of a diet necessary 
to meet the calorie requirements of a representa- 
tive individual. In the ten cases, there was a signifi- 
cant decrease in poverty in only Punjab and Kerala 
in India and in Thailand; while poverty probably 
increased in Nepal and Bangladesh, the least de- 
veloped countries in the sample, which have been 
facing declining per capita food production and 
extremely unfavorable land /man ratios. The edi- 


tors, in tentative generalization, conclude that the 
relatively den.sely populated and relatively back- 
ward South Asian countries have not witnessed 
any reduction in poverty Also, inequality in rural 
incomes and in land distribution remains high, 
blocking transmission of lienefits to the poor m 
spile of impressive agricultural productivity gains 
in some of the countries This is aggravated by 
the increased population pressure on cultivable 
land and the slow process of urbanization. Index. 

Kleczkowski, Bogdan M. and Nilsson, Nils O. 

Health care facility projects in developing areas. 
Planning, implementation, and operation. Public 
Health Papers, no 79. Geneva; World Health Or- 
ganization, 1984. Pp. vii, 87 Sw Fr 9.-, paper. 
ISBN 92-4-130079-5. JEL 85-0307 

Identifies causes of mistakes made concerning 
health care facilities in the dev'elopmg world and 
suggests methods to correct I hem Descrilics an 
approach to the improvement of planning proce- 
dures, with special attention to area-wide planning 
and physical master planning of health care facili- 
ties. Discusses project management, type-plans 
and standardization, construction and materials, 
building maintenance and improvement, climatic 
con.siderations, and local methods and skills Exam- 
ines aspects of project operation- management 
capabilities, cost management, maintenance 
management, and monitoring and evaluation. 
Available in English, French, Spanish, Russian, 
and Arabic Kleczkowski was fonnerly on the 
staff of the World Health Organization, Geneva. 
Nilsson IS an architect in Gothenberg, Sweden. 
Glo.s.sary, annotated bibliography; no index. 

Ki-ECzkowski, Bogdan .M., Rofmer, Milton I. 
AND Van Deh Werff, Albert. National health 
systems and their reorientation toward health for 
all. (iuidance for policy making. Public Health 
Papers series, no 77, Geneva World Health Orga- 
nization, 1984. Pp 120 Sw Fr 1 1 -, paper. ISBN 
92-4-130077-9 JEL 85-0308 

Designed to give practical guidance to those di- 
rectly involved in the design and organization of 
national health systems ba.sed on primary health 
care Gontams information concerning; how to de- 
■scribe and define characteristics of a national 
health system, strategies for reorientation to the 
concept of “health for all”; and requirements for 
initiating and maintaining the implementation of 
reorientation. Discusses comfxinents and tv-pes of 
national health systems; problems and reorienta- 
tion with regard to health resources; reorientabon 
of organization, health care delivery, economic 
support, and health care system management; and 
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tho process of roririentution. Kieczkowski was for- 
merly on the staff of the World Health Organiza- 
tion. Roomer is Profes.sor of ficaith Services, Uni- 
versity of California, Lo.s Angeles. Van Der Werff 
i.s Professor of ffealth Policy Sciences, National 
Univor-sity of Limburg, Maastricht, The Nether- 
lands. Annotated bibliography; no index. 

Lk tiRAND. JU1.1A.N AND RoBtNSON. Ray, eds. Priva- 
tisation and the welfare state. London; Bo.ston and 
Sydney: Allen & Unwin, 1984. Pp. xiv, 233. ,$29.95, 
cloth; $12.95, pat>er. ISBN 0-(14-33fi0S()-7, pbk 

JEL 85-0309 

Thirteen previously unpublished papers origi- 
nating at the three seminars held in May 1983 
at the International Centre for Economics and Re- 
lated Disciplines, London School of hxonotnics 
and Political Science. The first paper discusses the 
scope of the debate on privatization as it affects 
state welfare activities. Four papers indicate in 
terms of general principles and/or strategy some 
of the important issues, including an overview of 
the political economy of privatization; an analysis 
of the progressive potential of privatization; a pro- 
posal of new mixed enterprises owned and man- 
aged independently of the public sector, although 
dependent on public a.s well as pnvate and volun- 
tary funds; and a di.scussion of voluntary organiza- 
tions as suppliers of economic goods. Eight papers 
analyze policy i.ssues in relation to private health 
care systems, private health insurance, housing, 
education, and transport. The contributors are 
mainly economists. Le Grand and Robinson are 
Lecturers in Economics at the London School of 
Economics and the University of Sussex, respec- 
tively. Index. 

Rodgers, Gerry. Poverty and population: Ap- 
proaches and evidence. WEP Study. Geneva: In- 
ternational Labour Office, 1984. Pp. 213. Sw F’r 
27.-, paper. ISBN 92-2-103803-3. 

JEL 85-0310 

Monograph on the impact of population growth 
on poverty. Discusses issues and concepts in the 
analysis of poverty and argues that the perception 
of poverty and its measurement condition interac- 
tions with demographic factors. Examines, at the 
micro and macro levels, demographic factors that 
are per se, measures of poverty or definitionally 
related to it — mortality, fertility control, life cycle 
issues, and family size and composition. Presents 
a new international cross section model with six 
main endogenous variables: a measure of inequal- 
ity, population growth, GNP per capita growth, 
investment, literacy, and the percent of the popu- 
lation in agriculture, and discusses the interrela- 
tionships between these aggregates. Contends that 


underlying the impact of migration and popula- 
tion growth are social relationships that condition 
interactions between demographic change and 
poverty and that the interactions of migration and 
poverty are defined by production systems and 
their spatial differentiation. Moreover, high rates 
of fiopulation growth and fertility may be a result 
or component of poverty, a contributing factor, 
or a defense mechanism, but not a primary cause. 
The author is on the staff of the International La- 
bor Organisation at Geneva. Bibliography; no in- 
dex. 

Ward, Robin and Jenkins, Richard, eds. Ethnic 
communities in business Strategies for economic 
survival. Comparative Ethnic and Race Relations 
series. Cambridge; New York and Melbourne: 
Cambridge University Press, 1984. Pp. xii, 270, 
$49.50. LSBN 0-521-26327-1. JEL 85-0311 
Thirteen previously unpublished papers over- 
view key aspects of the organization of business 
activities among ethnic minorities in industrial- 
ized. capitalist societies. The concept of review 
of the development of ethnic business in Great 
Britain originated at a 1981 workshop held at the 
ESRC Research Unit on Ethnic Relations at Aston 
University. Papers discuss different patterns of 
busine.ss development among ethnic minorities 
and the factors underlying the patterns; focus is 
on accounting for the variable success of ethnic 
enterprise Reviews the business activity of partic- 
ular ethnic communities in Britain — Jewish, Ital- 
ian, Turkish Cypriot, West Indian, and Asian (In- 
dian and Pakistani). One article considers the role 
of ethnicity in the economy of Northern Ireland. 
Presents a research agenda for guiding future re- 
search in the area of minority business Contribu- 
tors are anthropologists, geographers, historians, 
and sociologists from Britain, the United States, 
and Western Plurope. Ward is Deputy Director 
of the ESCB Research Unil on Ethnic Relations 
and Senior Research Fellow in Ethnic Business 
at the University of Aston. Jenkins is Lecturer in 
Sociology. University College, Swansea. Index. 

See also: Book Numbers JEL 85-0048, 85-0126, 85- 
0148, 85-0231, 85-0237, 85-0277, 85-0293 

920 Consumer Economics 

Alderman, Harold and von Braun, Joachim. 
The effects of the Egyptian food ration and sub- 
sidy system on income distribution and consump- 
tion. Research Report series, no. 45. Washington, 
D.C.; International Food Policy Research Institute, 
1984. Pp. 127. Paper. JEL 85-0312 

Uses household survey data to investigate the 
effects of the Egyptian food ration and subsidy 
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system on income distribution and consumption. 
Discusses how the system is used and reports on 
the size of expenditures and food purchases from 
various outlets. Analyzes the transfer of income 
to and from households and presents the welfare 
gains and losses to producers and consumers while 
evaluating the major determinants and distribu- 
tion of the gains and losses. Examines the interac- 
tion of the subsidy system with farm production 
cropping systems and marketing. Presents esti- 
mates of income and price parameters and dis- 
cusses the implications of time allocation for pur- 
chasing food. Concludes that the use consumers 
make of the system is aEFected by the time required 
to acquire food. Alderman and von Braun are re- 
search fellows at the International Food Policy Re- 
search Institute. Bibliography; no index. 

See also: Book Numbers JEL 85-0241, 85-0298 

930 Urban Economics 

Dowei.l, David E. The suburban squeeze- Land 
conversion and regulation in the San Francisco 
Bay area California Series in Urban Develop- 
ment, no 3 Berkeley and London; University of 
California Press, 1984. Pp xv. 248 $24 50 ISBN 
0-520-04968-3 - JEL 85-0313 

Analyzes the process of local land use and envi- 
ronmental control, explaining how suburban com- 
munities are affected by rapid urban development, 
their aggre.ssive adoption of restrictive land use 
controls, and how these regulations affect regional 
land and housing markets. Focus is on the cost 
effects of environmental regulation, comparing six 
cities in the San Francisco Bay area — Concord, 
Fremont, Napa, Santa Rosa, Novato, and San Ra- 
fael. Contends that suburban land use planners 
are on the horns of a dilemma — whether to control 
development m compliance with desires of neigh- 
borhood groups and environmentalists or to create 
affordable housing as urged by employers, housing 
advocates, and tenants. Proposes the elimination 
of fiscal disincentives to new residential develop- 
ment, protection of reasonable housing projects 
from being turned down, recycling of older urban 
areas for high-density residential use, and convinc- 
ing citizens of the attraction and desirability of 
higher-density development. The author is Associ- 
ate Professor of City and Regional Planning at the 
University of California, Berkeley. Index. 

Kelly, Allen C. and Williamson, Jefe'bey G. 
What drives Third World city growthi^ A dynamic 
general equilibrium approach. Princeton, N J.; 
Princeton University Press, 1984. Pp. xvii, 273. 
$40.00, cloth; $14.50, paper. ISBN 0-691-04240- 
3, JEL 85-0314 


Quantitative assessment of the sources of Third 
World city growth, past, present, and future. De- 
velops a dynamic eight-sector general equilibrium 
model of Third World urbanization and city 
growth in which city in-migration is fully endoge- 
nous. Explores the operation of the model by ex- 
amining short-run impact multipliers and the im- 
pact on city growth of unbalanced productivity 
advance, world market conditions and domestic 
price policy, capital accumulation, demographic 
change, and land scarcity Predicts the patterns 
of city growth, accumulation, and structural 
change over time Compares projections of migra- 
tion and city growth with those of demographers. 
Concludes that the model is able to replicate re- 
cent Third World history, accounting for accumu- 
lation, inequality, and city growth trends during 
the 1960s and early 1970s. Finds evidence sup- 
porting the view that industralization (and manu- 
facturing employment growth) is and will be the 
■‘engine of urbanization." Kelley and Williamson 
are professors of Economics at Duke University’ 
and Harvard University, respectively. Index. 

Mai,amud, Gary W. Boomtown communities. Envi- 
ronmental Design series, vol 5. New York; To- 
ronto; Ixindon and Melbourne: Van Nostrand 
Remhold, 1984 Pp, xii, 255. $29 95. ISBN 0-442- 
26399-6. JEL 85-0315 

A historical perspective of rapid population 
growth, showing how population growth affects 
both small communities and large cities. Examines 
causes of the boomtown syndrome, illustrates that 
the problems are worldwide; and integrates vari- 
ous professions in their solution. Surveys examples 
of boomtown growth, including early examples 
(the opening of the western United States, early 
tourist towns, resource development towns, Trans- 
Siberian railroad towns, early government towns, 
and early company towns). Examines mid-twenti- 
elh century examples, including- government, 
tourist, retirement, busine.ss, wartime, and nonen- 
ergy boom and bust towns; the world's exploding 
cities; and resources towns outside the fo.ssil fuel 
boom- Also discusses boomtow-iis created by the 
new energy rush in Scotland, the United States, 
Canada. Latin America, the Persian Gulf, Nigeria, 
South Africa, and Australia. Examines components 
of various policies to alleviate boomtown prob- 
lems- compensation and siting practices, popula- 
tion prediction and social service, tax and disburse- 
ment systems, and government and industry- 
planning. Discusses recent innovations in boom- 
town growth control and formulates an overall 
boomtown solution. An expansion of an M.B.A. 
thesis. The author is a process and ensaronmental 
engineer. Index. 
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PoR'iKH, Palii. R. and Swekt. David C: eds Rp- 
huilclin^ America 's ('itit'fi' Roads to recovery. New 
Brunswick, N.j.- HutKers, Center for Urban Policy 
R«>seaich, 1984, Pp, xv, 25,8 $10.95, paper ISBN 
0-8828.5-099-7, JEL 85-0.776 

Sixteen papers, one previously published, most 
from the (.Cities’ Consiress on Roads to Recovery 
conference held in Cleveland in June 1982, the 
conft'rence featured city successes. Recovery, the 
conference theme, was delint'd to tnearr a city's 
regaintHl abilily to cornp<>le with suburbs as a place 
to live; a regained favorable climate for invest- 
ment and growth of jobs; and, consequently, a n-- 
gained independence from external subsidies. 
Nine papers report individual success stories and 
cooijeration between the public and private sec- 
tors to initiate recovery. Seven papers assess suc- 
cesses, discussing the competent community, re- 
development and redi.stnbution, job generation, 
federal aid, the Reagan revolution, public and pri- 
vate partnerships, and the potential ot a compact 
between cities and the nation to promote the cit- 
ies' recovery. Contributors are mainly in fields con- 
cerned with urban development and redevelop- 
ment Porter is Albert A Cevm Professor of Urban 
.Studies and Public Service, College of Urban Af- 
fairs, Cleveland State University. Sweet is Dean 
of the College of Urban Affairs. Clev'cland State 
University. Index 

Rosen, Kenneth T. Affordable honsintt. New ixili- 
cies for the housing and mortgage markets .\ 
Twentieth Century Fund Report. Cambridge, 
Mass - Harper & Row, Ballinger, 1984, Pp xiii, 
183. .$25.(10. ISBN 0-88730-00,5-7 

JEL 85-0317 

Argues that the housing crisis of the early 1980s 
in the United States was rooted in both unprece- 
dented economic conditions and demographic 
trends and in piecemeal, .shortsighted policy pre- 
scriptions at all levels of government. Examines, 
housing market conditions and trends and the ef- 
fects of macroeconomic policy on housing and the 
microeconomic aspects of the crisis — demand for 
housing units, affordability, supply of mortgage 
funds, cyclical instability, land-use and rent control 
regulations, and the restructured housing finance 
system of the 1 980s. Concludes that the continuing 
affordability problem and housing market condi- 
tions in the 1980s have jeopardized national hous- 
ing goals and that a reconsideration of national 
housing priorities is necessary. Discusses policy ini- 
tiatives to alleviate the crisis. The author is Profes- 
sor of Economic Analysis and Policy and Chairman 
of the Center for Real Estate and Urban Eco- 
nomics at the University of California, Berkeley. 
Index. 


940 Regional Economics 

•Andersson, Ake K., Isard, Walter and Puu, 
Tbnu, eds. Regional and industrial development 
theories, models and empirical evidence. Studies 
in Regional Science and Urban Economics series, 
vol. 11. Amsterdam; New York and Oxford: North- 
Holland; distributed in the U.S. by Ebevier Sci- 
ence. New York, 1984. Pp. xviii, 405 $57.75. ISBN 
0-444-8759,5-6. JEL 85-0318 

Nineteen previously unpublished papers origi- 
nally presented at a conference sponsored by the 
■Swedish Council for Building Research and the 
Swedish Council for Planning and Coordination 
of Research, held in memory of Tord F. Palaiider, 
in Uriieii, Sweden, in 1981 Papers concern the 
development of location theory, interregional 
trade, and regional development through static 
and comparative static analysis ol spatial systems 
and suggest directions for research on regional and 
multi regional dynamics Topics include dynami- 
cal systems analysis; the geometry of catastrophe 
theory; conllict situations among different regions 
and uileresl gioups with diH'erenl .sets of objec- 
tives; interaction at the macro level (non-lineari- 
lies, externalities, agglomeration effects), and the 
dynamics oi hiet.irchical structures. Andersson 
and Pmi are members ol the faculty at the Univer- 
sity ol Umea Isard is at Cornell University No 
index. 

Haekamp, Wii.helmus a Economic-environmen- 
tal modeling in a natu>nal-reg,u>nal system An 
operational approach with multi-layer projection 
-Studies in Regional Science and Urban Economics 
senes, vol 10. Amsterdam, New York and Oxford: 
North-Holland; distributed in the U.S. by Elsevier 
•Scienee, New York, 1984. Pp, xvi, 23,5 $44.2,5. 
ISBN 0-444-87592-1 . JEL 85-031 9 

Undertakes the construction of environmental 
impact statements of macroeconomic and regional 
economic policies aimed at future economic 
growth. Develops analytical procedures for de- 
scribing and assessing decision-making on environ- 
mental issues and evaluating the effects of govern- 
ment policies on socioeconomic objectives. 
Provides a general introduction to environmental 
economics, pre.5enting typologies of environmen- 
tal effects as linked to the activities of producers 
and consumers and of the institutional arrange- 
ments that allow integration of environmental ef- 
fects in the economic system. Develops a method 
for modeling reality, which involves projection of 
reality in three layers — economic, environmental, 
and socio-political. Further develops a conceptual 
version of the triple layer model from which an 
operational model is derived to empirically assess 
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variables, relationships, and procedures. Uses a 
multi-objective decision-making procedure and 
the operational version of the triple layer model 
to obtain results regarding economic-employ- 
ment-environment trade-olFs m a spatial system. 
The author is a member of the faculty of the De- 
partment of Economic Statistics, University of Am- 
sterdam. Subject and author indices. 

Hamilton, F E. Ian and Lince, G. J. R., eds. S;xi- 
tial analysis, industry and the industrial environ- 
ment. Progress in research and applications Vol- 
ume 3. Regional economics and industrial 
systems Chichester, England; New York, Brisbane 
and Toronto: Wiley. 1983. Pp xxv, 652 ISBN 0- 
471-10271-7 JEL 8.5-0320 

Twenty-four previously unpublished papers 
stress the importance of the en\'ironmenl in which 
industry operates and of the political, social, tech- 
nological, and global factors in the spatial analysis 
of industry. Papers illustrate the diversity of .spatial 
.scales, of organizational forms, and of objectives 
that form the basis of regional economies Topics 
discussed include, among others, different views 
about the focus of research on the industrial com- 
ponents of regional systems, the struclurali.st ap- 
proach; analytical approaches at different spatial 
scales; aspects of the problem of inducing or main- 
taining innovative activity m peripheral regions, 
financial flows; industrial parks, export-processing 
zones, and the Kibbutz movement in Israel, and 
aspects of government intervention in the opera- 
tion of regional economies in developing coun- 
tries. The contributors are mainly industrial geog- 
raphers and planners, and industrial and regional 
economists. Hamilton is Senior Lecturer in Social 
Studies at the London School of Economics and 
Political Science and at the School of Slavonic and 
East European Studies, University of London. 
Linge is Professional Fellow, Department of Hu- 
man Geography, Australian National University 
Index. 

McKenzie, Richard B., ed. Plant closings Public 
or private choices!^ Revised edition. Washington, 
D.C.: Cato Institute, [1982] 1984. Pp. viii. 333 
$9.50, paper. ISBN 0—932790-42-9. 

JE:L 85-0321 

Contains the eight papers of the original edition 
[for previous annotation see JEL no. 82-1309], five 
additional papers (four previously published), and 
introductory and concluding papers by the editor 
Expands the argument against restrictive legisla- 
tion to consider the myths .and folly of national 
industrial policy and the legal consequences of 
plant closings. Contributors are for the most part 
economists. The editor is Professor of Economics 


at Clemson University and an adjunct scholar of 
the Cato Institute. Index. 

See also: Book Numbers JEL 85-(X)80, 85-0116, 85- 
0235, 8.5-0274 

Related Disciplines 

Allman, T. D Unmanifest destiny Mayhem and 
illusion in American foreign policy — from the 
Monroe Doctrine to Reagan 's war in El Salvador 
Garden City, N.Y.. Doubleday, Dial Press, 1984 
Pp 468. $19.95. ISBN 0-38.5-27464-5. 

JEL 85-0322 

Analysis of U.S foreign policy in Central Amer- 
ica and especially in El Salvador. Sets current U S. 
policy in the context of the Monroe Doctrine and 
in the context of the history of U.S. actions since 
the nineteenth century with respect to Third 
World countries. Contends that “the quest for the 
unattainable, for universal perfection, which be- 
cause of its very nature must end in disillusion- 
ment and destruction, has been a permanent 
theme in the American experience.” The author 
is a journalist Bibliography; index 

Boyce, Byrl N. and Kinnabd, William N., Jr 
Appraising real property Lexington, Mass., and 
Toronto: Heath, Lexington Books for the Society 
of Real Estate .Appraisers, 1984. Pp xxiv, ,514. 
$24.00. ISBN 0-669-83097-6. JEL 85-0323 
Introductory textbook on the principles and 
techniques of real property valuation with special 
emphasis on residential (amenity) properties; suc- 
cessor to the Course Reference published by the 
Society of Heal Estate Appraisers (SREA). Covers- 
appraisal and appraising, real estate principles and 
markets, and the nature of value Other specific 
topics are analytical tools for financial anah sis and 
adjustments; area, neighborhood, and property 
analysis; the valuation of real property; statistical 
tools, analysis, and applications; reconciliation and 
the final value estimate; appraisal reporting, eth- 
ics, and standards, valuation of amenity property 
alternatives to the detached single-family resi- 
dence; and income capitalization Each chapter 
begins with a list of key terms and ends with a 
summary and suggested readings Appendices 
contain an arithmetic and algebra review, install- 
ments to amortize one (monthly ITAO) and mort- 
gage constants, and appraisal report forms. Boyce 
IS Professor of Finance and Real Estate and Direc- 
tor of the Center for Real Estate and Urban Eco- 
nomic .Studies at the University of Connecticut 
Kinnard is Professor Emeritus of Finance and Real 
Estate within the Center. Index 

Gaixie, Duncan. Social inequality and class radi- 
calism in France and Britain. Cambridge; New 
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York {oifl Melbourno: C^ambridge University Press, 
19S3. Pp. xii, 339 $39.50. ISBN 0-521-25764-6. 

JEL 85-0324 

E.vitmines the nature and determinants of atti- 
tudes toward class inecjuality in the French and 
British working classes. Provides data on the .simi- 
larities and dissimilarities be.tween the workers’ 
attitudes to inequality ba.sed on some 813 inter- 
views with manual workers in the oil refining in 
du.stry in 197 1-72 and on various national surveys. 
Kinds that there i.s widespread political cla.ss con 
sciousness among French workers, who are more 
resentful about class inequality, which they at- 
tribute to the prevailing structure of political 
power. Their class position is more important to 
their personal identity than that of British workers, 
who believe that very little can be done to reduce 
this inequality, which they view either as a neces- 
sary tealure of any society or as dependent upon 
the level of economic growth Suggests that the 
evidence points to the central importance of dif- 
ferences m the power structure of the firm, in 
the mode of organr/ation of the trade union move- 
ment, and in the-- character of the major political 
parties of the Ia?ft for the formation of working- 
class attitudes toward inequality. Also notes the 
influence of past experience of war and of the man- 
ner in which busines.s and pioiitical elites handled 
the social cri.ses generated by war. The author is 
Reader in Sociology, University of Warwick Bibli- 
ography; index. 

Harding, Harry, ed. China 's foreign relations in 
the jySOs. New Haven and London: Yale Univer- 
sity Press in cooperation with The Asia Society, 
New York. 1984. Pp. xv, 240. $18.50. ISBN 0-300- 
03207-2 JEL 85-0325 

Six previously unpublished papers explore Chi- 
na’s international relations in the post-Mao era, 
taking into account the historical context. Michael 
Hunt and Kenneth Lieberthal stress the contro- 
versy between cosmopolitan and populist ap- 
proaches to China’s development. Bruce Reynolds 
suggests that the Chinese involvement in the in- 
ternational economy is related to controversial do- 
mestic economic reforms undertaken since Mao’s 
death and, if these reforms succeed, that the Chi- 
nese will play a greater role in the international 
economy and may be integrated into an emerging 
East Asian system of production. Steven I. Levine 
addresses several aspects of China’s role in Asia 
as a regional power, discussing goals and policies 
in Asia and major issues in China’s Asian policy 
today. Jonathan D. Pollack explores China’s shift- 
ing relationship to the Soviet-American power 
balance since 1949, the basic patterns in contem- 
porary Sino-American and Sino-Soviet relations, 
as they contribute to defining China's global role. 


The editor analyzes China’s changing roles in 
the contemporary world. Harding is a Senior F’e!- 
low in the Foreign Policy Studies Program at 
the Brookings In.stitution, Washington, D C. In- 
dex. 

Hess, Stephen. Newswork 2; The govemment/pre.is 
ronnectum: Press officers and their offices. Wash- 
ington, D C : Brookings In.stitution, 1984. Pp. xv, 
160. $22.95, cloth, $8.95, paper. ISBN 0-8157- 
359f>-0. JEL 85-0326 

Provides an insight into the common occur- 
rence.s and practices in government press olEces, 
based on author’s on-sile observations at the Food 
and Drug Administration, the Pentagon, the De- 
partment of Transportation, the State Depart- 
ment, and the White Hou.se. Di.scusses the role 
of press secretaries and career press officers in the 
federal hierarchy, their routine activities, and 
their reactions to crises Points out that the briefing 
proce.ss is a valuable means of negotiating foreign 
policy positions within the government and of pro 
ducing statements cabled daily around the world 
as part of U.S. official foreign policy. Examines rela- 
tionships between reporters and government me- 
dia strategists. The author is Senior Fellow in the 
Governmental Studies Program at the Brookings 
Institution, Washington, D.C Index. 

Jones, Edward E., ei al. Social stigma- The psy- 
chology of marked relationships. With a special 
contribution by Hita de Sales French. A Series 
of Books in Psychology. New York: Freeman, 1984. 
Pp. X, 347. $23.95, cloth; $14,95, paper. ISBN 9- 
7167-1592-9, pbk. JEL 85-0327 

A collaborative analysis of the stigmatizing pro- 
cess and of related problems that may characterize 
relationships between “deviant” and “normal” in- 
dividuals. Reviews and conceptualizes the dimen- 
sions of variation within the stigma family, places 
stigma in a broader social system context, and ana- 
lyzes stigmatizing reactions. Discusses stigma in 
the context of stereotypy and behavioral expec- 
tancy research. Also analyzes long-term interper- 
sonal relationships; power relations and self-pre- 
sentational strategies; and affect, inhibition, and 
response variation. A major conclusion is that stig- 
matization is an identifiable, important social phe- 
nomenon that reflects processes of categorization 
that may be extreme or arbitrary and that the 
consequences of stigma are dysfunctional for the 
individual and for society. Co-authors are; Amer- 
igo Farina. Albert H. Hastorf, Hazel Markus, Dale 
T. Miller, and Robert A. Scott. Index. 

Maxwei.l, Nichoi-AS. Prom knowledge to wisdom: 
A revolution in the aims and methods of science. 
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New York and Oxford; Blackwell, 1984. Pp. vi, 
298. $34.95. ISBN 0-631-13602-9. 

JEL 85-0328 

Argues for a tradition of rational inquiry having 
as its basic aim the enhancement of personal and 
social wisdom in order for the present society to 
develop cooperatively a better, more humane 
world. Argues that intellectual priority should be 
directed to the dual tasks of articulating man’s 
problems of living and proposing and criticizing 
possible solutions and that problems of knowledge 
and understanding need to be tackled as rationally 
subordinate to the intellectually more fundamen- 
tal problems of living. Contends that what is 
needed is not new knowledge but action in new, 
appropriate ways Advocates an intellectual revo- 
lution affecting all branches of science, technology, 
scholarship, and education and combining intellec- 
tual and institutional or social changes. Expounds 
the philosophy of knowledge, presenting basic ob- 
jections to this doctrine. Presents the "philosophy 
of wisdom” formulated in terms of an improved 
notion of “aim-oriented rationality," discussing 
nine objections with corresponding replies to de- 
fend its validity. Considers the question of how 
human life can have any real meaning or value 
in a modern world as conceived by theoretical 
phy.sics Contends that the intellectual revolution, 
from knowledge to wisdom, has been under way 
for the last ten to fifteen years. The author is l^ec- 
turer in the History and Philo.sophy of .Science at 
University College, Ixmdon. Bibliography: index 
of names. 

MeRI-INI, CesaRE, ed Economic summits and West- 
ern decision-making. New York: St. Martin's Press, 
London and CJanberra: Croom Helm in association 
with the European Institute of Public Administra- 
tion. 1984. Pp. xii, 212 $25.95. ISBN 0-312- 
23534-8. JEL 85-0329 

Seven papers from two seminars co-sponsored 
by the Instituto Afifari Internazionali and the Euro- 
pean Institute of Public Administration held in No- 
vember 1982 and May 1983, for a research project 
analyzing the European participants' role in sum- 
mitry. Main questions of the project are directed 
to: the purpose of convening summits and their 
results, the effectiveness of the summitry approach 
in dealing with interdependence among the West- 
ern countries, and the European participation in 
summit conferences of the major industrial demo- 
cracies with special emphasis on the relationships 
between summitry and the nahonal or coordi- 
nated foreign policies of the Europeans, particu- 
larly toward the United States. The contributors 
are Kurt Becker, Gianni Bonvicini, Cesare Merlini, 
Guido Garavoglia, Jacques Pelkmans, Robert Put- 
nam, William Wallace, and Wolfgang Wessels. The 


editor is President of the Instituto Affari Internazi- 
onali, Rome. No index. 

Navarro, Peter. The policy game: How special in- 
terests and ideologues are stealing America. Wiley 
Management Series on Problem Solving, Decision 
Making, and Strategic Thinking. New York, Chi- 
chester, England; Brisbane and Toronto: Wiley, 
1984. Pp. xiv, 340. $18.95. ISBN 0-471-81169-6. 

JEL 85-0330 

Guide to understanding the workings of Ameri- 
can politics, the economic consequences of public 
policies, and the influence on this function by 
groups with special interests and ideologies. Pro- 
vides information useful for citizens, taxpayers, 
and voters to “play the policy game” more effec- 
tively and to make them more aware of America's 
economic, political, and social problems. Discusses 
a “capture-ideology framework” as the central 
conceptual tool to probe the politics of such issues 
as rent control, protectionism, farm subsidies, elec- 
tric utility regulation, the Equal Rights Amend- 
ment, and defense spending. The author is a re- 
searcher and teaching fellow in economics at 
Harvard University. Index 

P01.SHEK, James Stewart, ed The vision and real- 
ity of the American city. Foreword by Rand V. 
Araskog. New York: KCG Productions, 1983. Pp 
X, 118. Paper ISBN 0-941144-08-9 

JEL 85-0331 

Five transcribed conversations from the ITT 
Key Issues Lecture Series held at Columbia Uni- 
versity as part of the Graduate School of Architec- 
ture and Planning's Centennial celebration during 
the autumn, 1981, and the spring, 1982. Three 
conversations present the vision of the American 
city as seen by musicians, film critics, and novelists. 
Two conversations discuss the realities of urban 
life, especially race and politics. Some of the partic- 
ipants are: Isaac Stern, William Schuman, Vincent 
Canby, Paul Coldberger, Elizabeth Hardwick, Su- 
san Sontag, Alvin Poussaint, Joel Kovel, Studs 
Terkel, and Jane Jacobs Polshek is Dean of the 
Graduate School of Architecture and Planning, 
Columbia University No index. 

Ranney, Austin, ed. The American elections of 
1980. AKI Studies in Political and Social Processes, 
no. 327. Washington and London- American En- 
terprise Institute for Public Policy Research, 1981. 
Pp. xiii, 391. Paper. ISBN 0-8447-3448-9. 

JEL 85-0332 

Ten papers, all previously unpublished, analyze 
the American election of 1980. Reviews the Carter 
Administration — the ups and downs of President 
Carter’s popularity, the preconvention contests for 
the two miyor parties’ nominations, and the main 
events of their conventions. Discusses the cam- 
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paif^n miti iSMies of tho DoTnocrahr and Bcpubli- 
can parlit's, and thf content and impact of cam- 
paign coverage by (he mass news media. Examines 
the pre,sidential election returns and public opin- 
ion polls to describe the how and why of voters’ 
exercise of their rights and arialyze.s the congres- 
sional elections, with special attention to the large 
Republican gains in the Senate Asses,ses the mean- 
ing ot the election foi the future of the U S, politi- 
cal system and public policy, 't he contributors are 
political scienti.sls The editor is co-director of the 
program in Political and Social Processes at the 
American Enterprise In.stilule Index. 

SftAW, TtMOTHV M ANO AI.UKC), Oi.ajidk, ed '/’/if 
liolitical eronomy nf A frican fiin-iffti policy. Com- 
paralivf analysis New York' St Martin s Pre.ss, 
1984 Pp. xiii, .397 $37.30 ISHN 0-31 2-412253-8, 

JEI. ^5-033 ) 

Thirteen previously unpublished case studies 
describe and analyze changes in Africa as they 
relate to foreign policK's and practices. Papers 
adopt a political economy approach in coii.sideriiig 
structural and continuing chaiactcristics of the 
thirteen selected African states (.Angola, Botswana, 
Ethiopia, Ghana, Kory Goast, Kenya, Niger, Nige- 
ria, South Africa, Tanzania, Zaire, Zambia, and 
Zimbabwe) .An introductory paper reviews the 
literature on the comparative .study of African for- 
eign policy. Each case study deals with historical 
incorporation and iiiheiitance, contemporary de- 
pendence and underdevelopment; national politi- 
cal economy in the world system; the nature of 
response through development strategy; the rela- 
tionship between political economy and foreign 
policy; regional, continental, global, and transna- 
tional interactions; and the future of foreign policy. 
The contributors are mainly political scientists. 
Shaw is Professor of Political Science and Director 
of the Centre for African Studies at Dalhousie 
University, Nova Scotia. Aluko is Professor of Inter- 
national Relations at the University of Ife. Nigeria. 
Selected bibliography; index. 

ZiEMBA, WII.I.IAM T AND HaUSCH, DonALD B. flea/ 
the racetracis. With a foreword by EdWAHD O. 
Thorp. San Diego and London; Harcourt Brace 
Jovanovich, 1984. Pp. xx, 392. $22.95. ISBN 0-1,5- 
1 1 1275-4. JEL 85-0334 

Presents a system of racetrack betting based on 
an inefiBciency in the place and show betting mar- 
kets similar to the inefficiency that occurs in the 
stock option markets and warrant trading. Claims 
an average profit per dollar wagered of 10 percent 
to 20 percent when applied properly. The authors 
tested and verified the system by actual play. 
Charts and detachable cards are provided in the 
book for actual application of the system at a race- 


track. Ziemba i.s Professor of Management Science 
at the Univer-sity of British Columbia. Hausch is 
a doctoral candidate in Management Economics 
and Decision Sciences at Northwestern University. 
Bibliography; index. 

New Journals 

African Economic: llisUmj 

Published once a year by the African Studies 
Program, University of Wisconsin. Focuses on re- 
cent economic change in Africa as well as the colo- 
nial and precolonial economic history of the conti- 
nent The 1983 issue (No. 12) contains seventeen 
articles, twelve in English, live in French, dealing 
with business empires in equatorial Africa. Some 
areas of coverage include, the Kasai, 1906-39; Ma- 
kalund, Southwest Gamaroun, during the Interbel- 
lum; the Maringa lxipori Basin, 1885-1903; United 
Fruit Company in the 19.50s; finuneial links of the 
Congo; the New African Trading Company, 1886- 
94; cotton cultivation in Chad, 1920-36; trading 
111 the Congo, 1918-5.5, the Sahara from the ninth 
through twelfth centuries; and A. Brunnsweiler 
& (^o., 1929. Annual subscription. $10.00, individ- 
uals and African institutions; $15.00, institutions 
outside Africa. Write to; African Economic His- 
tory. 1454 Van Hise Hall, 1220 Linden Drive, 
Madison, W1 .53706 (ISSN 0145-2258) 

American Journal of Islamic Studies 

Guartcrly publication of the Association of Mus- 
lim Social Scientists. The inaugural issue (.Spring 
1984) includes articles concerning: the principle 
of Shura and the role of the Umma in Islam; the 
concept of state in Islam; Lebanon; Shariate and 
the reconstruction of the social sciences; Oaddafi 
and Islam in Libya; Rashid Rida's struggle to estab- 
lish a modern Islamic state. Also includes research 
notes, review essays, and book reviews. Annual 
subscription $16 00, domestic; $31.00, over,sea.s. 
Write to- A.J.l.S., P.O. Box ,38, Plainfield, IN 46168. 
(ISSN 0742-6763) 

Economic Perspectives 

Published six times a year by the Research De- 
partment of the Federal Reserve Bank of Chicago. 
The July/ August 1984 issue (Vol. 8, no. 4) contains 
articles concerning: high speed rail in the Midwest; 
1984 Bank Structure conference highlights; and 
individual bank reserve management. Single copy 
.subscriptions are available free of charge. Write 
to: Public Information Center, F^ederal Reserve 
Bank of Chicago, P.O. Box 834, Chicago, IL 60690. 
(ISSN 0164-0682) 

The Journal of Business Strategy 

Published quarterly, the Summer 1984 issue 
(Vol. 5, no. 1) contains five articles concerning: 
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market share and corporate strategy in interna- 
tional industries; workers in the factory of the fu- 
ture; acquisition planning; how company identity 
influences business; and international corporate 
practices. Also includes five articles on bu.siness 
strategy and a new industrial policy for the United 
States. Regular features include reports on finan- 
cial, corporate, and growth strategy and on boards 
of directors and book reviews. Annual subscrip- 
tion: U.S., Canada, and U.S. possessions, $72 00, 
elsewhere, $97.00. Write to: Warren, Gorham & 
Lamont, Inc., 210 South Street, Boston, MA 02111. 
(ISSN 0275-6668) 

KDI Quarterly Economic Outlook 

Quarterly publication of the Korea Develop- 
ment Institute. Provides a quarterly asse.ssment 
of recent trends of the Korean economy and offers 
.short-term projections. For information write to- 
Korea Development Institute, P.O. Box 113, 
Chungryang, Seoul, Korea. 

Law and History Review 

Semi-annual publication of Cornell Law School 
and the American Society for Legal Ili.story Us 
purpose is to further research and writing in the 
fields of the social history of law and the history 
of legal ideas and institutions The spring 1984 
(Vol. 2, no. 1) issue contains articles concerning 
the Boman system of contracts; settlement of dis- 
putes by arbitration in fifteenth century England, 
the Oregon Donation Act of 1850 and nineteenth 
century federal married women’s property law, 
regulation of Judicial misconduct in the middle 
ages, and Circumspecte Agatis Also includes re- 
view essays and book reviews Subscriptions, free 
to members of the American Society for Legal 
History, $30.00, institutions; $15 00, current issue. 
For information write to: Editor, Law and History 
Review, Cornell Law School, Myron I'aylor Hall, 
Ithaca, New York 14853. (ISSN 0738-2480) 

Ming Chuan Journal 

Publication of the Ming Chuan College. The 
March 1984 (Vol. 21) issue contains twenty-two 


articles, twenty-one written in Chinese (with En- 
glish titles) dealing with the areas of business, poli- 
tics and law, literature and history, and science. 
The edition is a special issue in celebration of the 
27th anniversary of the founding of the Ming 
Chuan College, Price $7.00. Write to- Ming Chuan 
Journal Committee, Shih-Lin, Taipei, Taiwan, Re- 
public of China. 

Mosaic 

Published six times per year as a source of infor- 
mation for the general public and the scientific 
and educational communities served by the Na- 
tional Science Foundation Volume 15, no. 3 con- 
tains articles concerning macrophages; protolife, 
the fi)l Nino-Southern Oscillation (ENSO), chemi- 
cal senses; and liquid crystals. Annual subscription: 
$16 00, domestic, $20,00, foreign Single copies: 
$4 25 domestic, $.5.3,5 foreign. Write to: Superin- 
tendent of Documents', U S Government Printing 
Office, Washington, D C 20402 

Scholarly Publishing 

Published quarterly by the University of To- 
ronto Press The July 1984 (Vol. 15. no 4) edition 
contains articles concerning: intellectual freedoms 
and the university press; co-operation, ranking 
journals, and recent books on the history of the 
book Also contains reviews and cumulative author 
and subject indices to volumes 1-15. Annual sub- 
scription: $12.50 Write to: University of Toronto 
Press, Toronto, Canada ,M.5S IA6 (ISSN 0036- 
634X) 

Technologia 

Journal of the Instituto de Investigaciones Tec- 
nologicas, Bogatii. The September-October 1983 
i.s,sue (Vol. 24, no 1 45) contains two articles written 
in Spanish concerning- small industries in Colom- 
bia and the contribution of technology to the de- 
velopment of highly nutritional, low-cost foods 
For information write to. Institute de Investiga- 
ciones Tecnologicas, Avenida 30 No. 52-A-77, 
Apartado Acreo 7031, Bogota, D.E., (Colombia, 
S A (ISSN 0049-3201) 
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Asatoshi Maeshiro, Editorial Consultant, assisted by Mr. Jang-Bong Choi, Mr, .5’Amer Farooqi. 
Mr. Tat P. Fong, Mr. Nayyer Hussain, Mr. Edgar L. Zamalloa, and Mrs. Lorena M. Zamalloa 
(all of the University of Pittsburgh). 
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tats sur des doimee.s desagregees, (Housing De- 
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trust]. 

Shepherd, W. G. Discussion of "Concentration 
and Winning Bids in Auctions ’’ 

White, L. J. Comments [The Role of Economic 
Analysis in the Antitrust Division before and af- 
ter the Establishment of the Economic Policy 
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Sharpe, I. G. Covered Interest Rate Parity. The 
Australian Case. 

Waskett, G. The Role of Information Activities 
in Total Canadian Manufacturing; Separability 
and Substitutability. 

Weil, G. Cyclical and Secular Influences on the 
Size Distribution of Personal Income in the UK- 
Some Econometric Tests. 

ACES Bulletin (Association for Comparative 
Economic Studies Bulletin), Vol. 26, No. 2-3, 
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Kane, Edward J. — Why Journal Editors Should 
Encourage the Replication of Applied 
Econometric Research 

Referees for contemporary economic jour- 
nals are expected to verify theoretical findings. 
Benefits and costs of searching for error in 
published research similarly fav'or theoretical 
applications This leaves the profession less 
vulnerable to embracing false theoretical 
information than to accepting false empirical 
evidence. The paper distinguishes improvisa- 
tional replication from narrower econometric 
auditing and argues that journal editors should 
welcome tightly written, definitive replicative 
research. Conducting econometric audits 
would improve doctoral student training, 
while increased replication activity would 
strengthen incentives for empirical research- 
ers to supply reproducible descriptions of the 
data sources, editing procedures, and com- 
puter programs they use. Quart. J. Bus. E^on., 
Winter 1984, 23(\), pp. 3-8. Ohio State Uni- 
versity. 

Mittelstaedt, Robert A. and Zom, Thomas S. — 
Econometric Replication: Lessons from the 
Experimental Sciences 

This paper is concerned with the methodol- 
ogy of econometrics. It argues that replication 


should be viewed as an essential part of the 
discipline as it is in the experimental .sciences. 
The current emphasis on original work pro- 
vides little incentive for researchers to test the 
accuracy and generality of published studies. 
Confirming findings should be viewed as at 
least as important as disconfirming results. The 
authors introduce a typology that cla.ssifies rep- 
lications and assess the role of each type. Quart. 
J Bus. Econ., Winter 1984, 23(1), pp. 9-1,5. 
University of Nebraska, Lincoln. 

Ratzer, Ernst — Institutionelle Ursachen der 
geringen okonomischen Forschungsaktivitat 
im deutschsprachigen Raum (Institutional 
Causes of the Low Economic Research Ac- 
tivity in German-speaking Countries) 

There are several indications that economic 
research at the public universities in the Ger- 
man-speaking countries lies on average quanti- 
tatively and qualitatively far behind some 
other countries, especially the United States. 
An analysis of the institutional rules concern- 
ing professors shows that the situation is due 
to an unfavorable incentive structure: other 
activities contribute in most cases more to 
utility than scientific research. This holds 
also if not only income, but also appreciation 
and satisfaction are among the factors that de- 
termine utility. To raise the research activity, 
the governments would have to change 
some of the institutional rules at their univer- 
sities. Kyklos, 1984, 37(2), pp. 223—46 (Ger- 
man). Bundesamt fiir Sozijdversicherung, 
Bern. 
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020 General Economic Theory 

Day, Richard H. — Disequilibrium Economic 
Dynamics: A Post-Schumpeterian Contribu- 
tion 

Adaptive economizing in a decentralized 
economy with alternative technologies and 
scarce resources leads to various kinds of lo- 
cally unstable behavior. Economic disequi- 
librium is the rule in such a world and requires 
the presence of market mechanisms that make 
possible continued viability. If in addition to 
local instability, economies are also globally 
unstable, as considerable evidence suggests, 
then the discovery and application of new 
structure is e.ssential A complete dynamic the- 
ory of economic change must therefore be 
based not only on conventional rationality and 
routinely adapting behavior but on a superior 
faculty, which may perhaps best be called cre- 
ative intelligence. /. Econ. Behav. Organ., Mar. 
1984, 5(1), pp. 57-76. University of Southern 
California, Los Angeles. 

Kornai, Janos — Equilibrium as a Category of 
Economics 

The scientific and the accounting categories 
of equilibrium are frequently mixed up. While 
a system is in equilibrium in the scientific .sense 
if its distinguished state variables do not 
change under the impact of internal forces, 
the equilibrium in the bookkeeping sense sup- 
jxjses a zero balance of an account. There is 
no scientific regularity that would guarantee 
that the accounting equilibrium should be es- 
tablished at the same time also as an equilib- 
rium in the scientific sense. The article also 
interprets the notion of “market equilibrium.” 
Acta Oecon., 1983, 30(2), pp. 145-59. Institute 
of Economics, Hungarian Academy of Sci- 
ences, Budapest. 

Simon, Herbert A. — On the Behavioral and Ra- 
tional Foundations of Economic Dynamics 
Existing uncertainties about the correct ex- 
planations for economic growth and business 
cycles cannot be settled by aggregative analysis 
within the neoclassical framework. Current 
disputes in theory rest largely on ad hoc, casu- 
ally empirical assumptions about departures 
from perfect rationality under uncertainty. 


Such disputes can only be settled by painstak- 
ing microeconomic empirical study of human 
decision making and problem solving. Micro- 
economic research of the kinds that are re- 
quired can receive powerful guidance from 
the theories of human thinking that have been 
developed and tested over the past twenty-five 
years by cognitive psychologists. / Econ. Be- 
hav. Organ., Mar. 1984, 5(1), pp. 35-55. Car- 
negie-Mellon University. 

02} General Equilibrium Theory 

Armstrong, Thomas FI. and Richter, Marcel 

K. — The Core-Walras Equivalence 
The authors prove the equivalence of cores 
and competitive equilibrium sets in the very 
general framework of Boolean rings and alge- 
bras. The results include most previous results 
as special cases. In particular, they show that 
Theorems 1 and 2 of M. K. Richter (1971) re- 
main true without the usual assumptions of cr- 
algebras for coalitions and cr-additive measures 
for allocation. This permits economies with 
countably many agents, rather than requiring 
continuurnly many. / Econ. Theory, June 1984, 
35(1). pp. 116-51. University of Maryland, Bal- 
timore County, Catonsville; University of .Min- 
nc.sota, Minneapolis. 

Dehez, Pierre and Dreze, Jacques H. — On Sup- 
ply-Constrained Equilibria 
The paper gives sufficient conditions for the 
existence of an equilibrium with price rigidi- 
ties and quantity rationing where: (i) demand 
is never rationed; (ii) net trades of an a priori 
chosen numeraire are never rationed; and (iii) 
supply is rationed only when relative prices 
are downward rigid. /. Econ. Theory, June 
1984, 33(1), pp. 172—82. Catholic University 
of Louvain, Louvain-la-Neuve, Belgium. 

Madden, Paul J. — Existence of Dreze Equilib- 
rium under Set-Up Costs 
A fixed number of firms operates under tech- 
nologies that are described as the union of the 
origin’ and a compact convex set disjoint from 
the origin: increasing returns thus prevail over 
some range. It is shown that a zero trade 
parametric price quantity constrained (Dreze) 
equilibrium exists at all prices and nontrivial 
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equilibrium will exist at some prices if (in par- 
ticular) the consumer side of the economy is 
replicated sufficiently. Following recent work 
by C. Weddepohl, the objective is to provide 
a logically consistent and useful tool for the 
analysis of increasing returns economies, / 
Econ. Theory, Aug. 1984, 33{2), pp, 275-88. 
University of Manchester. 

Myerson, Roger B. — A Dynamic Microeco- 
nomic Model with Durable Goods and Adap- 
tive Expectations 

This paper develops a new model of a dy- 
namic economy with durable goods that is sim- 
ple enough so that interesting examples can 
be solved, even with limited computational ca- 
pacity. The model is of temporary equilibrium 
in continuous time, with money, bonds, and 
durable goods. Individuals form estimates of 
the marginal values of assets through a learning 
process of adaptive expectations. Properties of 
existence and uniqueness are shown for the 
equilibrium prices. A simple example is consid- 
ered, to show how the model can simulate 
many of the dynamic adjustment problems of 
the business cycle, / Econ. Behav. Organ.. 
Dec. 1983, 4(4), pp. 309-51. Northwestern 
University, Evanston, Illinois. 

Toussaint, Sabine — On the Existence of Equi- 
libria in Economies with Infinitely Many 
Commodities and without Ordered Prefer- 
ences 

The present paper deals with the existence 
of equilibria in economies whose commodity 
space is L«. (M.'lJl.p.), and where the agents’ 
preferences need not be complete or tran- 
sitive. Applying a fixed point theorem of 
F. E. Browder, the author first proves an equi- 
librium existence theorem for abstract econo- 
mies (generalized qualitative games), where 
each agent’s choice set is contained in an arbi- 
trary topological vector space. With the help 
of this theorem the author obtains the exis- 
tence of Walrasian general equilibrium for a 
suitably specified economic model. The final 
result is a generalization of T. F. Bewley’s 
(1972) equilibrium existence theorem to the 
case of non-ordered preferences. /, Econ. The- 
ory, June 1984, <33(1), pp. 98-115. University 
of Mannheim. 


022 Microeconomic Theory 

Arrow, Kenneth J. — Permanent and Transi- 
tory Substitution Effects in Health Insurance 
Experiments 

Participants in labor market experiments are 
aware that the experiments run for a limited 
amount of time. Thus behavior during a tem- 
porary experiment will be different from be- 
havior occurring if the experimental change 
in constraints confronting participants were 
permanent. In evaluating changes in policy, 
however, the respon.se to permanent changes 
is of primary interest. The paper analyzes con- 
ditions under which permanent responses can 
be inferred from data on temporary experi- 
ments. J. LiOh. Econ., Apr. 1984, 2(2), pp. 259- 
67. Stanford University. 

Berliant, Marcus — A Characterization of the 
Demand for Land 

In a model of an economy where land is mod- 
eled explicitly as heterogeneous subsets of the 
plane and utility takes an integral form, de- 
mand can be characterized as a specific map 
from endowments and prices into subsets of 
the plane. A modified form of the Neyman- 
Pearson lemma is used to obtain this result, 
the modification being necessary because the 
analog of randomized tests must be excluded 
from this model. / Econ. Theory, Aug. 1984, 
33(2), pp. 289-300. University of Rochester. 

Brick, Ivan E. and Jagpal, Harsharanjeet S. — 
Utility Theory, Value Maximization and the 
Quality Decision under Uncertainty 
This paper analyzes the quality decision of 
the competitive firm under uncertainly, using 
both the expected utility (EU) and Capital As- 
set Pricing Model (CAPM) valuation frame- 
works. The authors show that both the EU and 
CAPM firms respond similarly to the introduc- 
tion of risk. However, for general shifts in 
model parameters (e.g., the riskiness of de- 
mand) the policy implications differ depending 
on the valuation model. Specifically, for the 
competitive firm the comparative static prop- 
erties of the CAPM are well-defined for gen- 
eral patterns of uncertainty and types of cost 
function. In contrast, the EU results are well- 
defined only if uncertainty is exogenous. Int. 
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Econ. Rev., June 1984, 25(2), pp. 369-77. Rut- 
gers University, Newark, New Jersey. 

Cox, James C.; Smith, Vernon L. and Walker, 
James M. — Theory and Behavior of Multiple 
Unit Discriminative Auctions 
The empirical properties are reported for 
a group of twenty-eight laboratory experi- 
ments designed to test the Vickrey-Harris-Ra- 
viv (VHR) model of bidding in multiple unit 
auctions. With N, the number of bidders, and 
Q, the number of units ofiFered, the results 
from six of ten (N,Q) parameter designs are 
consistent with VHR predictions of seller reve- 
nue and levels of individual bids. Four of the 
{N,Q) designs yield bids too low for consistency 
with VHR. In all designs, the authors reject 
the VHR implication of homogeneous bidding 
behavior. Various robustness tests (subject 
screening, tripling payoflF levels, etc.) fail to al- 
ter these conclusions. / Finance, Sept. 1984, 
39{4), pp. 983-1010 University of Arizona, 
Tucson. 

d’Autume, Antoine and Michel, Phillippe — 
Evaluation du capital en presence de con- 
traintes anticipees sur les achats de biens 
d’investissement (Capital Evaluation with 
Expected Constraints on Purchases of In- 
vestment Goods) 

In an intertemporal optimization model 
with capital adjustment costs, investment deci- 
sions are determined by the marginal value 
(or shadow price) of capital. Expected con- 
straints on the ability to purchase investment 
goods diminish the average value of capital, 
but the marginal value (and thus the optimal 
level of investment) may increase or decrease 
depending on the type of assumptions made 
about the technology and the adjustment costs. 
The assumption of constant returns, both in 
production and costs functions, leads to a de- 
crease in optimal investment before the con- 
straints become effective. Ann. INSEE, Apr.- 
June 1984, (54), pp. 101-15 (French). Univer- 
sity of Lille-I; University of Paris. 

Demski, Joel S. and Sappington, David — Opti- 
mal Incentive Contracts with Multiple 
Agents 

The authors allow a principal to contract 
with two agents. Each agent knows his own 


productivity and acquires a signal about the 
other agent's productivity. The authors show 
that such private information may be of no 
value to the agents. Only risk-averse agents 
can command rents from their information. 
Moreover, when the agents are constrained 
only to reveal their information truthfully as 
a Nash equilibrium, other equilibria are possi- 
ble under the optimal incentive scheme. 
Among all truth-telling equilibria that are not 
Pareto dominated in the agent’s subgame, the 
principal's preferred one restricts truth-telling 
to being a dominant strategy for one agent 
and a Nash response to truth for the other. /. 
Econ. Theory, June 1984, 33(1), pp. 152-71. 
Stanford University; University of Pennsylva- 
nia. 

Diewert, W. Erwin and Edlefsen, Lee E. — 
Consumption Theorems in Terms of Over 
and Under Compensation Revisited 
In this paper duality theory is used to derive 
necessary and sufficient conditions for a gen- 
eral class of demand functions to be tangent 
to the Hicksian utility constant demand func- 
tions at a given point. It is shown that the Sam- 
uelson undercompensated demand functions 
satisfy these conditions. Furthermore, it is 
shown that the symmetric means of the Slut- 
sky-Samuelson overcompensated demand 
functions, and the Samuelson undercompen- 
.sated demand functions are equal to the Hick- 
sian demand functions out to the second-order 
terms of a Taylor series expansion. Int. Econ. 
Rev., June 1984, 25(2), pp. 379-84. University 
of British Columbia, Vancouver; University of 
Washington, Seattle. 

Dreze, Jacques H. and Sheshinski, Eytan — On 
Industry Equilibrium under Uncertainty 
The paper considers an industry consisting 
of numerous firms that produce a homoge- 
neous output, the demand for which is a ran- 
dom variable. Each firm belongs to one of K 
possible types, and each typ)e is characterized 
by a U-shaped average cost curve. It is shown 
that; (i) the first order necessary conditions for 
efficient investment and output are sufficient; 
accordingly, the set of comp)etitive equilibria 
is non-empty and coincides with the set of effi- 
cient allocations; (ii) a dynamic process of free 
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entry and exit of firms, guided by expected 
profits, is quasi-stable and every limit point 
is a competitive equilibrium. The paper also 
defines a sufficient condition for uniqueness of 
the competitive equilibrium, in which case it 
is stable. J Econ Theory. June 1984, 3d(l), pp. 
88-97. Catholic University of Louvain, IjOU- 
vain-la-Neuve, Belgium; Hebrew University of 
Jerusalem. 

Eriks.son, Coran — Crowth, Entry and Exit of 

Firms 

A dynamic model of industry equilibrium is 
presented, w'hich shows how growth, entry, 
and exit of firms are interrelated. By taking 
into account the fact that a firm’s profitability 
is to some extent subject to random shocks, 
the simultaneous occurrence of entry and exit 
can be explained formally. The model is consi.s- 
tent with the facts that industry growth comes 
mainly from existing firms and that most firms 
grow at rates that do not systematically depend 
on their scale of operations. Scand. J Econ., 
1984, 86(1), pp. 52-67. University of Stock- 
holm. 

Fraser, R. W. — Demand p’liictuations, Invento- 
ries and Flexibility 

This paper considers a firm's choice of tech- 
nique in the face of demand fluctuations. It 
reviews the standard result of the literature, 
that a more slowly-rising marginal cost func- 
tion is preferred as the level of demand fluctua- 
tions increases, and presents a simple model 
where this result does not hold in the case 
where output is storable. In this case a firm’s 
choice of technique includes a choice of 
whether to adjust .sales to demand fluctuations 
by adjusting output or to invest in an inven- 
tory-holding facility and so use inventories to 
adjust sales. Australian Econ. Pap., June 1984, 
23(42), pp. 105-11. University of Western Aus- 
tralia, Nedlands. 

3al-Or, Esther — Price Dispersion with Uncer- 
tain Demand 

An oligopolistic market structure where 
each firm faces a stochastic demand is used 
to explain the existence of price variability 
over time. The author considers a two-stage 
game. At the first stage each firm chooses the 


level of capacity to install and at the second 
stage prices are picked conditioned upon the 
capacity installed. At the symmetric Nash equi- 
librium when demand is uncertain prices are 
picked randomly from a compact interval, and 
when demand is known with certainty there 
is a single price picked by each firm. The 
choice of capacity both in the “certain" and 
“uncertain" environments corresponds to the 
Cournot outcome. Int. Econ. Rev., June 1984, 
25(2), pp. 441-57. University of Pittsburgh and 
Technion — Israel Institute of Technology, 
Haifa. 

Cuesnerie, Roger and LafFont, Jean-Jacques — 
Indirect Public Control of Self-Managed Mo- 
nopolies 

How difficult is it and by what means is it 
possible to control a self-managed firm that has 
.some monopoly power':’ To answer this ques- 
tion, cla.ssical modeling options are adopted; 
static framework, maximization by the firm of 
value added per capita. Three assumptions are 
added, perfect information on technologies by 
the firm, availability of unlimited lump-sum 
transfers and linear excise taxes, and market 
clearing. Attention is thus restricted to alloca- 
tional problems, ruling out concern for distri- 
bution and regulation. /. Cornp. Econ., June 
1984, 8(2), pp. 139-58. ficole des Hautes 
FZtudes en Sciences Sociales, Paris; University 
of Toulouse I. 

Cuttman, Joel M. and Miller, Michael — En- 
dogenous Conjectural Variations in Oligop- 
oly 

Conventional oligopoly theories provide no 
mechanism for oligopolists to learn from their 
experience of other firms’ behavoir in forming 
conjectural variations. Tbis paper explores two 
approaches to the solution of this problem. In 
the ’’consistent conjectures” approach, oligop- 
olists passively react to changes in other firms’ 
outputs, so as to keep their own profits at a 
maximum. Other firms correctly anticipate 
these reactions. In the “matching behavior” 
approach, firms actively choose reactions that 
will induce other firms to reduce their outputs. 
Again, these reactions are correctly anticipated 
by the other firms. The implications of these 
alternative models are derived and contrasted 
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with the implications of the Cournot and joint- 
profit maximization models. / Econ. Behav. 
Organ., June-Sept. 1983, 4(2-3), pp. 249-64. 
Barl-Ilan University, Ramat Gan; University of 
California, Los Angeles. 

Hawawini, Gabriel — Uncertainty and Produc- 
tion Decisions of Owner-Managed and La- 
bor-Managed Firms 

The purpose of this paper is to re-examine 
some of the standard results regarding the pro- 
duction decisions of owner-managed firms (A 
Sandmo, 1971) and labor-managed firms (T. R 
Muzondo, 1979) facing price uncertainty. The 
standard analytical framework assumes that 
firms make a single-period, ex ante production 
decision — they produce before the output 
price is revealed — and concludes that the risk- 
averse, owner-managed (labor-managed) firm 
produces a smaller (greater) output under 
price uncertainty than under price certainty. 
This paper suggests an alternative and more 
realistic analytical framework, which allows 
firms to make multiple-period, ex post produc- 
tion decisions. This alternative framework 
leads to production decisions that differ from 
the standard results. For example, it is shown 
that the production decisions of risk-neutral 
firms are no longer similar to those reached 
under conditions of certainty and that ri.sk- 
averse owner-managed firms do not necessar- 
ily produce a smaller output under price un- 
certainty. Oxford Econ. Pap., Mar. 1984,36(1), 
pp. 119-30. City University of New York. 

Jerison, Michael — Aggregation and Pairwise 
Aggregation of Demand When the Distribu- 
tion of Income is Fixed 

This paper derives necessary and sufficient 
conditions for “pairwise aggregation" of the 
demand functions of a group of consumers 
(conditions under which the mean demand for 
each pair of consumers satisfies the Slutsky re- 
strictions) when the distribution of income is 
fixed. The sufficient conditions imply existence 
of a "representative” competitive consumer 
whose demand is the mean demand of the 
group. The necessary conditions imply that 
such a representative consumer exists for ev- 
ery fixed income distribution only if the con- 
sumers have homothetic preferences or, alter- 


natively, if for each price vector, all the con- 
sumers’ income expansion paths lie in the same 
plane. /. Econ. Theory, June 1984, 33(1), pp. 
1-31. State University of New York, Albany. 

Kingston, Geoffrey H. — Microeconomic Justifi- 
cation of the Hoarding Function 
This paper reexamines two proposed mi- 
croeconomic justifications of the hoarding 
function, which has been a popular tool of anal- 
ysis, especially in international monetary eco- 
nomics. An optimum problem posed by K. W. 
Clements turns out not to generate that func- 
tion. Some of R. Dornbusch’s and M. Mussa’s 
a.ssumptions on their optimum problem can 
be relaxed, hit. Econ. Rev., June 1984, 25(2), 
pp. 385-89. University of Queensland, Bris- 
bane, Australia. 

Lee, Frederic S. — Full Cost Pricing: A New 
Wine in a New Bottle 
The purpose of this article is to argue that 
full cost pricing and full cost prices lie outside 
the framework of neoclassical price theory. 
The article is divided into three parts. The first 
part is a review of R. L. Hall and C. J. Hitch’s 
1939 article; the second part discusses the arti- 
cle’s seminal and revolutionary features; and 
the third part extends full cost pricing to a 
sequential production framework and dis- 
cusses its relationship to market institutions 
and the market price. The novel features of 
the article include the notion of the noncleara- 
ble market and the notion that the full cost 
price is a non-market clearing price. Austra- 
lian Econ. Pap., June 1984, 23(42), pp. 151- 
66- University of California, Riv'erside. 

Machina, Mark J. — Temporal Risk and the Na- 
ture of Induced Preferences 
It has long been known that, even when 
their underlying preferences are expected util- 
ity maximizing, individuals’ preferences over 
delayed (i.e. "temporal") risky prospects will 
in general not satisfy the von Neumann-Mor- 
genstern axioms. Since most economically im- 
portant instances of risk taking (insurance, real 
investment, agriculture, career choice) involve 
delayed as opposed to immediately resolved 
risk, the use of expected utility theory to model 
such decisions must be questioned. In this pa- 
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per the author applies the technique of “gener- 
ali?ed expected utility analysis” and the theory 
of support functions to exactly model and 
hence determine the nature of preferences 
over temporal risky prospects. /. Econ Theory, 
Aug. 1984, 33(2), pp. 199-231. University of 
California, San Diego, La Jolla. 

Mak, King-tiin — Notes on Separable Prefer- 
ences 

Examples are constructed to show that 
W. M. Gorman’s important Basic Theorem for 
overlapping strictly separable sectors does not 
hold if the sectors are only non-strictly separa- 
ble. This is done with the help of a new defini- 
tion for the notion of non-strict separability 
of utility preferences. The new definition is 
equivalent to that of C. J. Bliss, but it clarifies 
the ■ relationship between the geometry and 
representation of preferences with separable 
sectors. The gained geometric insight leads to 
the conjecture that if all sectors are strictly 
essential, then Gorman’s Basic Theorem would 
hold. /. Econ. Theory, Aug. 1984, 33(2), pp. 
309-21. University of Illinois, Chicago. 

de Meza, David — Private Disclosure: Is Hon- 
esty Enough? 

If disclosure is costless, a truthful monopolist 
selling to identical rational consumers will 
never withhold socially valuable information. 
But if preferences differ between individuals 
and are non-hierarchical, then too little infor- 
mation may be revealed. Europ. Econ. Rev., 
Mar. 1984, 24(2), pp. 203-07. London School 
of Economics. 

Mills, David E. — Demand Fluctuations and 

Endogenous F’irm Flexibility 

This paper exploits the early insight of 
G. J. Stigler and A. G. Hart that a firm’s choice 
among technological and organizational op- 
tions likely depends on the extent of antici- 
pated output fluctuations. By imbedding this 
choice in a competitive market setting, it es- 
tablishes equilibrium and comparative static 
properties of markets where firm “flexibility” 
is adjustable and endogenously selected. De- 
mand fluctuations are found to increase the 
resource cost of production and to cause firms 
to choose more flexible cost structures even 


where this means a sacrifice in static-eflBciency. 
Under somewhat more restricted conditiorfs, 
demand fluctuations also increase the number 
of firms sustained in competitive equilibrium. 
/. Ind. Econ., Sept. 1984, 33(1), pp. 55-71. 
University of Virginia, Charlottesville. 

Miyazaki, Hajime — On Succc.ss and Dissolu- 
tion of the Labor-Managed Firm in the Capi- 
talist Economy 

Labor-managed firms (LMF's) in the devel- 
oped capitalist economy exhibit an interesting 
life-cycle pattern. Often they come into exis- 
tence as a way of reorganizing insolvent entre- 
preneurial (profit-maximizing) firms. Yet suc- 
ce.s.sful LMFN tend to be assimilated to the 
entrepreneurial modus operand! in the long 
run. The author proposes a simple theoretical 
model that explains this LMF” phenomenon as 
the outcome of the LMF’s interaction with out- 
side markets, especially competitive spot labor 
markets. The interpretations and limitations 
of the model are also discussed as the basic 
framework is extended to deal with imperfec- 
tions in capital markets and with contractual 
labor markets. / Polit. Econ., Oct. 1984, 92(5), 
pp. 909-31. Ohio State University, Columbus. 

Nguyen, Dung — Product Diversification and 
Demand Uncertainty 

The author examines the theory of the mo- 
nopolistic firm under demand uncertainty 
when the firm produces more than one prod- 
uct. For a two-product firm, he strengthens 
several results obtained by P. J. Dhrymes, who 
considered a more general -product firm. He 
evaluates the effect of the firm’s attitude to- 
ward risk, demand uncertainty, and various 
types of taxing schemes on its outputs. Certain 
results in this paper apply equally well to the 
more general multiproduct firm. Southern 
Econ.]., Oct. 1984, 51(2), pp. 330-40. Univer- 
sity of Pittsburgh. 

O’Keeffe, Mary; Viscusi, W. Kip and Zeck- 
hauser, Richard J. — Economic Contests: 
Comparative Reward Schemes 
Contests are situations in which an individu- 
al’s reward depends on his performance rela- 
tive to others. Students are graded on a curve; 
the candidate with the most votes gets the po- 
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litical ofiBce; the underling who performs best 
is promoted to the executive position. Contests 
are useful in dealing with indivisible rewards, 
reducing monitoring costs and minimizing 
risks from common uncertainties. They are 
employed to sort potential participants and, 
once they have entered, to induce appropriate 
effort from them. With monitoring precision 
and prize spreads as potential choice variables, 
optimal contest structures are derived for fair 
and unfair contests, among equal and unequal 
participants. The converse problems of 
climbing — low-ability individuals enter the 
contest designed for high-ability candidates — 
and slumming are shown to be manageable. 
/ Lab. Econ., Jan. 1984, 2(1), pp. 27-56. Har- 
vard University; Duke University; Harvard 
University. 

Phlips, Louis and Spinnewyn, Frans — True In- 
dexes and Rational Habit Formation 
In this paper the authors discuss the con- 
struction of true indexes when tastes change 
endogenously. True indexes take the substitu- 
tion po.ssibilities of the consumer to a changing 
economic situation into account when equat- 
ing the utility level of a particular period to 
the utility level attained in the base period 
through an appropriate change in income or 
the wage level. When tastes change endoge- 
nously, the current decision depends on the 
part history of consumption but, by the same 
token, the future path of consumption will de- 
pend on the current choice. In a true index, 
these intertemporal links of the current deci- 
sion have to be taken into account. For a partic- 
ular specification of the habit formation pro- 
cess, this is achieved by an appropriate 
transformation of prices and expenditures A 
true intertemporal wage index is computed for 
the period 1946-67 in the United States. Be- 
cause of increasing needs and intertemporal 
rationality, this index is roughly constant and 
equal to 1: real wages remained constant. Eu- 
rop. Econ. Rev., Mar. 1984, 24(2), pp. 209-23. 
CORE, Louvain la Neuve, Belgium; Catholic 
University of Leuven, Belgium. 

Ray, Debraj — Intertemporal Borrowing to Sus- 
tain Exogenous Consumption Standards un- 
der Uncertainty 


Consider an agent who is attempting to 
maintain a given consumption level over time 
in the face of a stochastic technology. He is 
permitted to borrow and lend at given rate; 
of interest. The main results are; (i) if the bor- 
rowing rate of interest exceeds the lending 
rate, the expected net indebtedness of the 
agent must grow unboundedly large, unless 
the consumption target is attainable with at 
most one loan; (ii) the probabilities of the two 
events: becoming increasingly indebted and 
accumulating unbounded wealth, sum to unity. 
/ Econ. Theory, June 1984, 33(1), pp. 72-87. 
Stanford University. 

Roy, Subroto — Considerations on Utility, Be- 
nevolence and Taxation 
The ordinalist arguments of John Hicks and 
Lionel Robbins may be acknowledged without 
sacrificing Alfred Marshall’s concept of utility. 
Marshall’s consumer is greatly more plausible 
than contemporary post-Hicksian accounts, 
and Hicks today may be found to agree. A solu- 
tion is offered to the problem of interpersonal 
comparisons, via the approach that philoso- 
phers of mind (Ludwig Wittgenstein; Renford 
Bambrough) have taken to the problem of so- 
lipsism. Pigou et al. were correct to believe 
interpersonal comparisons may be justified by 
reason, but mistaken to imply that egalitarian 
taxation was pari passu justified. Robbins un- 
derstandably protested the conclusion but mis- 
takenly sacrificed the premise as well. Hist. Po- 
lit. Econ., P'all 1984, 16(3), pp. 349-62. Virginia 
Polytechnic Institute and State University, 
Blacksburg. 

Sattinger, Michael — Factor Pricing in the As- 
signment Problem 

The income distribution theory inherent in 
the linear programming assignment problem 
is analyzed. In a context in which workers are 
assigned to machines, dual prices correspond 
to worker wages and machine rents. The prin- 
ciple that guides the assignment is contrasted 
with comparative advantage. Using factor anal- 
ysis, wage differences are shown to depend on 
both worker and machine properties. The de- 
termination of wage differences is illustrated 
in a numerical example. The assignment the- 
ory is then compared with neoclassical and hu- 
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man capital theories. Scand. J. Econ., 1984, 
86(1), pp. 17-34. University of Aarhus, Den- 
mark. 

Schulte, David Peter — Optimal Inventories 
and Equilibrium Price Behavior 
This paper departs from the established tra- 
dition of equilibrium inventory theory by ex- 
amining the relationship between inventories 
and market prices when production is instanta- 
neous but distribution is costly. Inventory hold- 
ings are not buffer stocks and do not facilitate 
production smoothing; rather, production vari- 
ability exceeds the variability of final sales. Vol- 
untary holdings of marketable finished goods 
are not restricted to occasional “speculation” 
during periods of unexpectedly low demand, 
but may persist even when capital losses are 
anticipated. In these respects, the paper recon- 
ciles important features of the inventory deci- 
sion problem with the results of modern invest- 
ment theory. / Kcori Theory, June 1984, dJ(l), 
pp. 46-58. Texas A&M University, College Sta- 
tion, Texas. 

Sertel, Murat R. and Steinherr, .Alfred — Infor- 
mation, Incentives and the Design of Effi- 
cient Institutions 

In this paper it is shown that efficient finan- 
cial institutions exist for a worker s enterprise 
consistent with the definition of such a firm. 
The analysis shows that it may be possible to 
view the observable predominance of capitalis- 
tic institutions over workers’ firms, not as the 
survival of the superior, i.e., more efficient .spe- 
cies, but as the best solution for the class of 
financiers. Z. gcs. Staatswiss.. June 1984, 
140(2), 233-46. Institut des Sciences Econo- 
miques, Louvain-la-Neuve, Belgium. 

Spulber, Daniel F. — Competition and Multi- 
plant Monopoly with Spatial Nonlinear Pric- 
ing 

Quantity dependent nonlinear mill pricing 
is shown to maximize profits for the multiplant 
firm and to protect the profits of a single-plant 
firm faced with Loschian competitive entry, 
“or the multiplant monopoly, nonlinear mill 
oricing results in greater output, more plant 
locations, and greater social welfare as com- 
pared with local price discrimination. At the 


Loschian competitive equilibrium, nonlinear 
mill pricing results in greater total output, 
more plant locations, and a smaller scale for 
each firm as compared to local price discrimi- 
nation. Int. Econ. Rev., June 1984, 25(2), pp. 
425-39. University of Southern California, Los 
Angeles. 

Inoue, Tadashi — On the Shape of the Produc- 
tion Possibility F’rontier with More Com- 
modities Than Primary Factors 
The shape and the properties of the produc- 
tion possibility frontier (p.p.f.) are investigated 
with more commodities than primary factors. 
When the commodity prices are linearly inde- 
pendent, generally it is a ruled surface, which 
is neither a nonnegative part of a cone nor 
cylinder, while in a special case it is a nonnega- 
tive part of a cone. When the relative prices 
of some commodities are constant, it is gener- 
ally a nonnegative part of a cylinder and in a 
special ca.se of a plane. Then the composite 
commodities are introduced naturally and the 
above conclusions hold for the composite com- 
modities. Int. Econ. Rev., June 1984, 25(2), pp 
409-24. Hosei University, 3'okyo. 

Taylor, C. Robert — Stochastic Dynamic Dual- 
ity: 'I'heory and Empirical Applicability 
This paper explores intertemporal duality 
relationships for a broad class of stochastic dy- 
namic production problems. Assuming that the 
decision maker maximizes the expected pres- 
ent value of profit, it is shown that product 
supply, negative factor demand, and negative 
quasi-fixed factor acquisition equations cannot 
be directly obtained by partial differentiation 
of the indirect profit function if price expecta- 
tions have a Markovian structure. Conse- 
quently, empirical application of duality to 
many stochastic dynamic problems is quite 
complex and may be more difficult than a pri- 
mal approach to the problem. Amer. J. Agr. 
Eicon., Aug. 1984, 66(3), pp. 351-57. Montana 
State University, Bozeman. 

Wahlroos, Bjorn — Monopoly Welfare Losses 
under Uncertainty 

This paper argues that the Harberger 
method of estimating deadweight losses, rather 
than containing a downward bias, contains a 
potentially significant upward bias. This bias 
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is due to an implicit assumption of perfect 
information, resulting in the inclusion of risk 
premiums in monopoly rent estimates. The pa- 
per devises a method for determining cer- 
tainty-equivalent deadweight losses in the 
CAPModel-tradition. An illustration is pro- 
vided by computations of monopoly welfare 
losses for the United States and Finland. It is 
indicated that the assumption of certainty pro- 
duces an upward bias of 20 to 40 percent in 
the estimates. Monopoly welfare losses are 
placed at .04 to .06 percent of GDP in the 
United States and .2 to .5 percent in Finland. 
Southern Econ. ]., Oct. 1984, 51(2), pp. 429- 
42. Northwestern University, Evanston, Illi- 
nois. 

Wenierfell, Birger — Consumers with Differing 

Reaction Speeds, Scale Advantages and In- 
dustry Structure 

The development of an industry is .seen as 
the outcome of a differential game in which 
market shares flow in respqn.se to price differ- 
ences. It is hypothesized that while all consum- 
ers eventually react to price differences, some 
are slower than others. If scale advantages have 
some influence on marginal costs around aver- 
age market share, then, under reasonable con- 
ditions, only skewed size distributions can be 
locally stable steady states. In addition, and 
contrary to common belief, the largest firm 
need not eventually monopolize the industry. 
Europ. Econ. Rev., Mar. 1984, 24(2), pp. 257- 
70. University of Michigan, Ann Arbor. 

Winter, Sidney G. — Binary Choice and the 

Supply of Memory 

In a binary choice experiment, the subject 
predicts on a series of trials whether a particu- 
lar random event will or will not occur. The 
results of such experiments show systematic 
departures from expected value maximization, 
but to a degree that decreases as the reward 
for successful prediction increases. This paper 
proposes that the mechanism underlying these 
results involves the "supply of memory": sub- 
jects are influenced by the outcomes of recent 
trials, but tend to respond to the evidence in 
a larger number of trials as reward (and hence 
attention) are increased. Broader conceptual 
issues surrounding the notion of rational choice 


are also discussed. / Econ. Behav. Organ., Dec. 
1982, 3(4), pp. 277-321. Yale University. 

Wright, Brian D. — The Effects of Price Uncer- 
tainty on the Factor Choices of the Competi- 
tive Firm 

If the price of a variable factor or of output 
is uncertain when the quasi-fixed factor must 
be chosen by a competitive firm, the profit- 
maximizing factor allocations differ from those 
made when prices are fixed at their expected 
values. This paper shows that the resp>onses 
of each factor to input or output price uncer- 
tainty are related to observable characteristics 
of the input demand and output supply func- 
tions. The effects on expected relative factor 
intensity are also investigated; they are related 
to the elasticity of substitution in the case of 
the CES production function. Southern Econ. 
/, Oct. 1984, 51(2), pp. 443-55. Yale Univer- 
sity. 

023 Macroeconomic Theory 

Blake, David — Complete Systems Methods of 
Estimating Models with Rational and Adap- 
tive Expectations: A Case Study 
This paper examines the use of complete 
fully efficient .systems methods to compare 
model estimates under rational and adaptive 
schemes of expectations generation. To do this 
the author employs a small, well-known model 
designed to distinguish monetarist from 
Keynesian macroeconomic structures. Europ. 
Econ Rev, Mar. 1984, 24(2), pp. 137-50. Lon- 
don School of Economics. 

Fraser, R. W. — Demand Uncertainty and Un- 
employment 

Recent Research has extended the theory 
of quantity rationing to situations where agents 
face stochastic quantity rationing. This article 
examines a macroeconomic implication of this 
type of extension. In particular, it shows that 
in E. Malinvaud’s quantity rationing model 
(1977), the introduction of increases in the 
level of demand uncertainty for ri.sk neutral 
firhis can increase or decrease the level of un- 
employment depending on which unemploy- 
ment regime the economy is in. Oxford Econ. 
Pap., Mar, 1984, 36(1), pp. 27-36. University 
of Western Australia. 
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Marglin, Stephen A. — Growth, Distribution, 

and Inflation; A Centennial Synthesis 

This paper first outlines neo-Marxian and 
neo-Keynesian theories of growth and distribu- 
tion. Neo-Marxian theory higlilighls the role 
of class struggle, neo-Keynesian theory the role 
of investment demand. Both assume saving 
propensities are fundamentally a matter of 
class. The paper next synthesizes neo-Marxian 
and neo-Keynesian insights into a single model, 
in which growth and distribution reflect saving 
propensities, investment demand, and class 
struggle. The equilibrium rate of inflation, a 
new feature of the synthetic model that re- 
solves the overdetermination created by merg- 
ing the two models, reflects the inability of 
the economy to satisfy the demands of both 
capitalists and workers. The paper then exam- 
ines the Phillips curve and fiscal policy in the 
framework of the synthetic model. Cambridge 
J. Econ., June 1984, 8(2), pp. 115-44. Harvard 
University. 

Rhodes, James R. — Walras’ Law and Glower’s 

Inequality 

In a seminal paper, Robert Glower (1965) 
argued that Walras’ Law fails to hold in states 
of Keynesian disequilibrium. The present pa- 
per shows that Glower’s Inequality is a conse- 
quence of the failure to recognize; (1) the 
excess demand for entrepreneurial capital im- 
plicit in his model and (2) the symmetry of 
the income-constrained process. Once appro- 
priate adjustments are made in Glower’s 
model, it is easy to demonstrate that Walras’ 
Law holds in both the notional and eflPective 
sense. Furthermore, the recognition of the two 
faces of Walras’ Law permits “disequilibrium" 
analysis to be reconciled with neo-Walrasian 
“equilibrium” theory. Australian Econ. Pap., 
June 1984, 23(42), pp. 112-22. Kansas State 
University, Manhattan. 

Steedman, Ian — Natural Prices, Differential 

Profit Rates and the Glassical Gompetitive 

Process 

It is shown that in their analyses of the gravi- 
tation of market prices towards natural prices. 
Smith, Ricardo, and Marx assumed that a 
“high” /“low” market price would always be 
associated with a “high”/ “low” rate of profit 


for the corresponding industry. It is demon- 
strated, in a static analysis with differential 
profit rates, that no such association may be 
assumed in an economy using produced inputs. 
Finally, a dynamic analysis is sketched in order 
to show Just how difficult it may be to establish 
the tendency of market prices and profit rates 
to gravitate towards their natural levels. Man- 
chester Sch. Econ. Soc. Stud., June 1984, 52(2), 
pp. 123-40. University of Manchester, Fin- 
gland. 

Teschner, Manfred — Sparen, Investieren und 
Wirtschaftswachstum (Saving, Investment 
and Economic Growth) 

Gurrently, economics is dominated by ten- 
dencies to fall back upon the old ideas of classi- 
cal economics. Once again, the dependence 
of investment on saving is being increasingly 
regarded as an incontrovertible fact. However, 
any strict relationship of this kind has been 
rejected as untenable. I'he article points out; 
the fact that a proportion of income is saved 
does not in itself create the expectations that 
are necessary to ensure that the appropriate 
investment is made. Only a combination of all 
economic policy instruments can provide any 
chance at all of stabilizing entrepreneurs’ 
expectations and their propensity to invest. 
Konjunkturpolitik, 1984, 30(4), pp. 233-.58 
(German). German Institute for Economic 
Research, Berlin. 

024 Welfare Theory 

Bhagwati, Jagdish N.; Brecher, Richard A. and 
Srinivasan, T. N. — DUP Activities and FJeo- 
nomic Theory 

This paper considers the theory of Directly 
Unproductive Profit Seeking (DUP) activities, 
examining its implications for economic the- 
ory. Two classes of DUP activities are distin- 
guished: one where the DUP activity is trig- 
gered by policy that is itself exogenously 
specific (e.g., tariff-revenue seeking resulting 
from pre-specified tariff); the other where 
DUP activity endogenizes policy fully (e.g., tar- 
iff seeking). Implications for both positive and 
normative argumentation in economic theory 
are considered in depth for both these classes 
of DUP activity. Europ. Econ. Rev., Apr. 1984, 
24(3), pp. 291-307. Golumbia University; 
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Carleton University, Ottawa; Yale Univer- 
sity. 

Borglin, Anders and Keiding, Hans — Efficiency 
in One-Sector, Discrete Time, Infinite Hori- 
zon Models 

In recent years, a considerable number of 
papers have been devoted to the problem of 
characterizing efficient programs in infinite ho- 
rizon models. In the present paper on one-sec- 
tor models, the authors show that (1) the study 
of production or consumption efficiency can 
be reduced to the study of a single model and 
(2) certain measures of curvature are crucial 
for the efficiency of programs. The authors give 
criteria for efficiency of programs using the.se 
curvature measures and indicate how the exist- 
ing results in the field can be obtained u.sing 
their criteria. / Econ. Theory, June 1984, 
pp 183-96. University of Lund, Sweden; Univ- 
ersity of Copenhagen. 

Comes, Richard and Sandler, Todd — The The- 
ory of Public Goods. Non-Nash Behaviour 
Most treatments of equilibrium public goods 
provision assume zero conjectural variations 
in the .sen.se that each individual regards the 
behavior of the rest of the community as inde- 
pendent of his own. This paper introduces 
nonzero conjectural variations into the model. 
A diagram is introduced, which can depict 
both the individual's and the community's 
equilibrium in the presence of nonzero conjec- 
tural variations. Equilibrium and optimal out- 
comes are compared, and a specific functional 
form is used to investigate the effect of commu- 
nity size on the nature of equilibrium. Finally, 
the authors discuss the requirement that con- 
jectures should be consistent. /. Public. Econ.. 
Apr. 1984, 23(3), pp. 367-79. Australian Na- 
tional University, Canberra; University of Wyo- 
ming, Laramie. 

Stahl, Dale O., II — Monotonic Variations of 
Consumer Surplus and Comparative Perfor- 
mance Results 

Monotonic variations of consumer surplus 
are extended to the general case and shown 
to be valid indices of individual preference. 
Simple approximation /computation proce- 
dures are recommended. In a Monte Carlo 


simulation, the monotonic variation outper- 
formed naive consumer surplus, simple re- 
vealed preference, and R. D. Willig’s method. 
In addition, naive consumer surplus outper- 
formed Willig’s method. Southern Eicon. /, 
Oct. 1984, 5/(2), pp. 503-20. Duke University. 

Tesfatsion, Leigh — Welfare Implications of 
Net Social Security Wealth 
Real net social security wealth (NSSW), the 
real present value of social security benefits 
received minus social security taxes paid, is fre- 
quently used as a direct proxy measure for the 
impact of a social security system on genera- 
tion welfare. The pre.sent paper establishes to 
the contrary, for a class of overlapping genera- 
tion economies, that NSSW can be simultane- 
ously negatively correlated with welfare for 
every agent in every generation. More gener- 
ally, the paper determines the extent to which 
scK'ial security is needed in these economies 
to ensure social optimality and investigates the 
proper subset of economies for which NSSW 
and generation welfare exhibit positive corre- 
lation / Public Econ, June 1984, 24(1), pp. 
1-27. University of Southern California, Los 
.Angeles. 

025 Social Choice; Bureaucratic Performance 

Barbera, Salvador; Barrett, C. Richard and Pat- 
tanaik, Prusanta K. — On Some Axioms for 
Ranking Sets of Alternatives 
The paper considers the problem of extend- 
ing an ordering on a finite set of alternatives 
to its power set It is shown that two fairly 
mild axioms imply the restrictive condition 
that every set is equivalent to the .set consisting 
only of its least and greatest elements. .A char- 
acterization of all extensions of a linear order- 
ing, which satisfy our two axioms, is made by 
means of a class of real-valued functions de- 
fined on integer pairs. The induced orderings 
are interpreted in terms of choice under un- 
certainty and an application made to welfare 
economics. /. Econ. Theory, Aug. 1984, 33(2), 
pp. 301-08. Universidad del Pais Vasco, Bilbao, 
Spain; University of Birmingham, Birming- 
ham, England; Southern Methodist University, 
Dallas, and University of Birmingham, Bir- 
mingham, Elngland. 
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Benson, Bruce L. — Rent Seeking from a Prop- 
erty Rights Perspective 
Rent-seeking activities are viewed as at- 
tempts to define, reassign, modify, or attenuate 
property rights by influencing government ac- 
tions. As a result, the scope of rent-seeking 
analysis is extended. For instance, even if rent 
seeking generates a welfare enhancing change, 
rent seeking itself may not be desirable be- 
cause it may preclude a more efiBcient means 
of achieving the same end. In addition, a prop- 
erty rights perspective makes it clear that 
wasteful competition among interest groups 
can ari.se even when there are no potential 
pecuniary gains. Furthermore, it becomes 
clear that the rent-seeking process helps ex- 
plain government growth. Southern Econ. J . 
Oct. 1984, 51(2), pp. 388-400. Montana State 
University, Bozeman. 

Blackorby, Charles; Donaldson, David and 
Weymark, John A. — Social Choice with In- 
terpersonal Utility C'omparisons: A Diagram- 
matic Introduction 

Social evaluation functionals assign a social 
ordering of a set of alternatives to each adrniss- 
able profile of utility functions. Such func- 
tionals are able to accommodate a variety of 
a.ssumptions concerning the degree of intra- 
personal and interpersonal utility comparisons. 
The alternatives include the possibility of com- 
paring utility levels or differences and (as in 
Arrow’s problem) the exclusion of interper- 
sonal utility comparisons altogether. By com- 
bining alternative information assumptions 
with standard social choice axioms, axiom- 
atizations of such social choice rules as leximin, 
utilitarianism, and dictatorship are possible. 
The authors provide simple diagrammatic 
proofs of the main theorems in this literature. 
For example, they present a diagrammatic 
proof of Arrow’s theorem. Int Econ. Rev., June 
1984, 25(2), pp. 327-56. University of British 
Columbia, Vancouver. 

Brubaker, Earl R. — Demand Disclosures and 
Conditions on Exclusion: An Experiment 
This paper reports on experimentally mea- 
sured disclosures of demands as a function of 
:onditions on exclusion. Participants re- 
sponded to contracts characterized by; (1) 


strict material incentive for disclosure, (2) strict 
material incentive for nondisclosure, (3) mate- 
rial incentive for neither, and (4) a modified 
ordinary collective decision situation. Disclo- 
sures varied directly with material incentive, 
but nonmaterial motives also were efifective. 
Responses were consistent with the hypothesis 
that individuals di.sclose demands accurately 
provided no appreciable loss of opportunity for 
material gain results. If so, it may be possible 
to design efifective collective decision proce- 
dures while avoiding the complexities required 
to create strict material incentives for accurate 
disclosures. Econ. /. Sept. 1984, 94(375), pp. 
.536-53. Naval Postgraduate School, Monterey, 
California. 

Encarnacion, J. — Social Values and Individual 

C2hoices 

This paper presents a positive theory of so- 
cial choice ba.sed on a lexicographic ordering 
of multiple social values that can be pursued 
to greater or le.sser degrees. Distinctions are 
made among the following concepts: (a) the 
vector-valued social decision, which results 
from individual choices regarding its compo- 
nents, (b) the social choice, which calls on the 
members of .society to comply with the social 
decision, and (c) social welfare judgements, 
which apply to situations where individual 
choices violate the social choice. A resolution 
of the Sen-Cibbard libertarian paradox follows 
from the theory. / Econ. Behav. Organ., June- 
Sept. 1983, 4(2-3), pp. 26.5-75. University of 
the Philippines, Quezon City. 

Cuttman, Joel M. — Can Political Entrepre- 
neurs Solve the Free-Rider Problem? 

A solution of the problem of voluntary collec- 
tive action, employing an improved concept 
of political entrepreneurship, is proposed. This 
solution is consistent with large numbers of 
actors and pure public goods (joint production 
of private goods and asymmetry are not as- 
sumed). The importance of information imper- 
fections in producing suboptimality in the 
provision of public goods is emphasized. Politi- 
cal entrepreneurship is made to parallel the 
Knightian concept of the entrepreneur, em- 
phasizing the role of risk taking and informa- 
tion collecting. J. Econ. Behav. Organ., Dec. 
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1982, 3(4), pp. 357-66. Hebrew University of 
Jerusalem, Rehovol. 

Schofield, Norman J. — Social Equilibrium and 
Cycles on Compact Sets 
One proof of existence of equilibrium as- 
sumes convexity and continuity of a preference 
correspondence on a compact convex feasible 
set W. Here the author shows the existence 
of a local equilibrium for a preference field 
that satisfies, not convexity, but the weaker lo- 
cal acyclicity. The theorem is then applied to 
a voting game, cr, without veto players. It is 
shown that if the dimension of the policy space 
is no greater than v(cr)—2, where v((t) is the 
Nakamura number of the game, then no local 
cycles may occur and a local equilibrium must 
exist. With convex preferences then there will 
exist a choice of the game from W J. Econ. 
Theory, June 1984, 33(1), pp. 59-71. C’alifornia 
Institute of Technology, Pasadena. 

Zusman, Pinhas — Collective Choice, Pareto 
Optimality and the Organization of Cooper- 
atives: The Case of Agricultural Credit As.so- 
ciations 

The internal allocation of costs and benefits 
in a cooperative association is regulated by allo- 
cation rules selected by the membership 
through majority voting. The paper examines 
the class of rules allowing distribution free Pa- 
reto optimal (DFPO) choice of parameters. A 
sufficient condition for such rules and the de- 
rivation of DFPO values by means of a Berg- 
.son-Samuelson .social welfare function are pre- 
sented. Since the values of such parameters 
are unanimously adopted regardle.ss of the 
members’ distribution, the power to make par 
ametric choices can be profitably delegated to 
the professional management. The findings are 
illustrated for the case of agricultural credit 
associations. J. Econ. Behav. Orffon . June- 
Sept. 1983, 4(2-3), pp. 185-204 Hebrew Uni- 
versity of Jerusalem. 

026 Kconomics of Uncertainty and Information; 

Came Theory and Bargaining Theory 

Bemheim, B. Douglas — Rationalizable Strate- 
gic Behavior 

This paper examines the nature of rational 
choice in strategic games. Although there are 


many reasons why an agent might select a Nash 
equilibrium strategy in a particular game, ra- 
tionality alone does not require him to do so. 
A natural extension of widely accepted axioms 
for rational choice under uncertainty to strate- 
gic environments generates an alternative 
class of strategies, labelled “rationalizable." It 
is argued that no rationalizable strategy can 
be discarded on the basis of rationality alone 
and that all rationally justifiable strategies are 
members of the rationalizable set. The proper- 
ties of rationalizable strategies are studied, and 
refinements are considered. Econometrica. 
July 1984, 52(4), pp. 1007-28. Stanford Univer- 
sity. 

Chichilnisky, Craciela and Heal, Geoffrey — 
Patterns of Power: Bargaining and Incen- 
tives in Two-Person Games 
The authors introduce the concept of a stra- 
tegic dictator and u.se it to analyze patterns 
of power in two-person games that arise natu- 
rally in bargaining, arbitration, and incentive 
problems. A strategic dictator is an agent who 
has the power to ensure that a Nash equilib- 
rium outcome is his or her preferred outcome, 
but who may have to lie in order to do this. 
The authors discuss applications of their analy- 
sis to Stackelberg and Cournot duopolists, to 
bargaining situations, and to the existence of 
appropriate incentix e systems. / Public. Econ., 
Apr. 1984, 23(3), pp. 333-49 Columbia Univer- 
sity. 

Coursey, Don — Bilateral Bargaining, Pareto 
Optimality, and the Empirical Frequency of 
Impas.se 

An experimental bilateral bargaining mech- 
anism is developed for use on a computer and 
then studied under two types of time con- 
straint. First, a single buyer and single seller 
are allowed to negotiate a market contract dur- 
ing the long experimental ses.sion The relative 
Pareto optimality results of these negotiations 
are comparable to the benchmark S. Siegel and 
L. E. Fouraker bargaining experiments. Then, 
by shortening the time of each contract negoti- 
ation period and replicating these periods over 
one long experimental session, a multiperiod 
version of the bilateral mechanism is exam- 
ined. Using this repetitive mechanism, the oc- 
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currence of an impasse as a bargaining tool 
becomes important. The multiple contract 
Pareto optimality results and multiple impasse 
occurrences are then compared to the original 
single contract results. J. Econ. Behav. Or^aii , 
June-Sept. 1982, 3(2-3), pp. 2-43-59. Univer- 
sity of Arkansas, Fayetteville. 

Dionne, Georges — Search and Insurance 
The object of the paper is to show how the 
variation of insurance coverage can affect the 
consumer's search behavior. To prove our 
main results, we use tht' measure of partial 
risk aversion. It is shown that under a complete 
insurance policy, the set of acceptable prices 
(with recall) decreases with respect to an in- 
crease in insurance coverage if the partial rela- 
tive risk aversion is increasing in wealth. This 
means that the consumer will increase his 
.search activity with insurance coverage if the 
cost of .search ha.s the same insurance coverage 
as the cost of the service. When the in.surance 
policy is incomplete, the result on the set of 
acceptable price offers is theoretically ambigu- 
ous. There is a trade-off' between the reduction 
in the risk premium and the weighted direct 
increase in the effective expected cost of 
search. Moreover it is shown that, if partial 
relative risk aversion is decreasing in wealth, 
the set of acceptable prices increases with re- 
spect to an increase in insurance coverage un- 
der both complete and incomplete insurance 
policies. Int. Econ. Rev., June 1984, 25(2), pp. 
357-67, University of Montreal. 

Fershtman, Chaim and Muller, Fitan — Capital 
Accumulation Games of Infinite Duration 
Consider a market in which firms accumu- 
late capital according to the Nerlove-Arrow 
capital accumulation equation. Each player 
chooses a path of investment and thus an in- 
duced path of capital so as to maximize his 
total discounted profits, which depend on his 
own capital and the capital stocks of his rivals. 
The authors prove existence for such a non- 
zero sum, infinite horizon differential game 
and show the conditions under which the game 
converges to a particular stationary point, re- 
gardless of the initial conditions. Thus, the 
game possesses the property of conditional 
global asymptotic stability. / Econ. Theory, 


Aug. 1984, 33(2), pp. 322-39. Hebrew Univer- 
sity of Jerusalem; Northwestern Universily, 
Evanston, Illinois. 

Green, Edward J. — Continuum and Finite- 
Player Noncooperative Models of Competi- 
tion 

Nonatomic games (i.e., games having a con- 
tinuum of players) are studied as models of 
anonymous competition among many agents. 
This paper defines what it means for a non- 
atomic game to be the limit of a sequence of 
finite-player games, and states sufficient condi- 
tions for the limit of equilibria of finite-player 
games to be an equilibrium of the nonatomic 
limit game. This is analogous to theorems 
prompted by Edgeworth's conjecture in core 
theory. Econumetrica, July 1984, 52(4), pp. 
975-93. Federal Reserve Board, Washington, 
DC 

Hey, John D. — The Economics of Optimism 
and Pessimism: A Definition and Some Ap- 
plications 

This paper suggests a way of incorporating 
the important concepts of optimism and pe.ssi- 
mism into the accepted model of decision-mak- 
ing under uncertainty. The author exploits the 
primitive notion that an optimist is someone 
who overestimates (underestimates) the likeli- 
hood of favorable (unfavorable) outcomes and 
shows that this incorporation enables us to ex- 
plain several commonly observed apparent vi- 
olations of Subjective Expected Utility Theory. 
Several illustrations and economic applications 
are presented, and it is shown that attitude 
to "fate” (as evidenced in optimism and pessi- 
mism) is a different dimension of personality 
than attitude to risk. The author concludes by 
relating his extension of Subjective Expected 
Utility Theory to other recent extensions. 
Kyklos, 1984, 37(2), pp. 181-205. University 
of York. 

Moulin, Herve — Implementing the Kalai- 
Smorodinsky Bargaining Solution 
A bargaining game is proposed where the 
agents bids fractions of dictatorship that are 
used by all non-winners of the auction to 
threaten acceptance of the winner’s proposal. 
For instance, suppose agent 1 and 2 bid pi 



Selected Abstracts 


431 


and Pi respectively with pi < p,. Then agent 
1 proposes next an outcome to approval of 
agent 2: if the latter refuses, the refree will 
flip a coin and make agent 2 a dictator (with 
probability Pi) or enforce the status-quo (with 
probability 1 — pi). Our procedure non-coop- 
eratively implements the Kalai-Smorodinsky 
bargaining solution, for any (finite) number of 
agents. J. Econ. Theory, June 1984, 33(1), pp. 
32-45. Laboratoire d’ficonometrie de I'fecole 
Polytechnique, Paris. 

Pearce, David G. — Rationalizable Strategic Be- 
havior and the Problem of Perfection 
This paper explores the fundamental prob- 
lem of what can be inferred about the outcome 
of a noncooperative game, from the rationality 
of the players and from the information they 
po.ssess. The answer is summarized in a solu- 
tion concept called rationalizability. Strategy 
profiles that are rationalizable are not always 
Nash equilibria; conversely, the information in 
an extensive form game often allows certain 
"unreasonable” Nash equilibria to be excluded 
from the set of rationalizable profiles. A stron- 
ger form of rationalizability is appropriate if 
players are known to be not merely “rational” 
but also "cautious.” Ecoriometrica, July 1984, 
52(4), pp. 1029-50. Princeton University. 

Saari, Donald G. — A Method for Constructing 
Message Systems for Smooth Performance 
Functions 

This paper examines the information con- 
tent associated with any smooth, explicitly de- 
termined allocation function or performance 
function. The information content is character- 
ized by the type of admitted privacy preserv- 
ing message networks, which implement the 
performance function (in the .sense introduced 
by Leo Hurwicz) and which belong to a speci- 
fied class. A method is developed, which pro- 
vides the necessary and sulEcient conditions, 
which are satisfied by any admissible message 
network. This can be viewed as providing an 
alternative approach and extending the theory 
developed by Leo Hurwicz, Stan Reiter, and 
Donald Saari. Examples are provided to illus- 
trate how these conditions can be used to ob- 
tain impossibility theorems and to construct 
message networks. / Econ. Theory, Aug. 1984, 


33(2), pp. 249-74. Northwestern University, 
Evanston, Illinois. 

Samuelson, William F. — Bargaining under 
Asymmetric Information 
This paper investigates two-person bargain- 
ing under incomplete information where one 
player has strictly better information about the 
potential value of the transaction than the 
other. The implications of informational barri- 
ers to trade are explored, and optimal bargain- 
ing mechanisms are characterized. The bar- 
gaining mechanism that maximizes the 
uninformed player’s expected profit consists of 
his making a first-and-final off'er. By contrast, 
the mechanism that maximizes the informed 
player’s expected profit may require a bargain- 
ing contract based on binding promi.ses. Ecnno- 
metrica, July 1984, 52(4), pp. 995-1005. Boston 
University 

027 Kconomie.s of Centrally Planned Economics 
Bennett, John — A Model of Income Distribu- 
tion in a Revenue-sharing Firm 
Income distribution within a fixed-member- 
ship firm is modeled assuming that all net reve- 
nue IS distributed to workers. The payment 
system used is a generalization, for heteroge- 
neous workers, of an income equation first 
adopted by .5martya K. Sen. The author intro- 
duces the assumption that payment rates for 
different workers arc chosen to maximize an 
individualistic welfare function for the firm. 
A general result for a maximin welfare function 
is obtained and, using a simulation, the author 
explores the effects of different weights put 
on egalitarianism in the welfare function. J. 
Comp. Econ . Sept. 1984, 8(3), pp. 237-46. 
University College, Cardiff. 

Gui, Benedetto — Basque versus Illyrian Labor- 
managed Firms: The Problem of Property 
Rights 

The property-rights structure of the 
"Basque” firm, directly derived from Mondra- 
gon industrial cooperatives, is discussed in this 
paper, which focuses on two prominent char- 
acteristics; the “capital accounts” and the col- 
lective reserve fund. It is shown that the 
Basque firm, although it does not allow 
membership rights to be traded, is in a better 
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position than the Illyrian firm to cope with 
problems of weak property rights, in particu- 
lar, the lack of personal commitment and in- 
correct incentives for both the admission of 
new members and investment. / Comp. Econ , 
June 1984, 8(2), pp. 168-81. Institute di Econo- 
mia, University of Trieste. 

Katz, Barbara Goody and Owen, Joel. — Dis- 
equilibrium Theory, Waiting Gosts, and Sav- 
ing Behavior in Centrally Planned Econo- 
mies: A Queueing-Theoretic Approach 
An expected utility maximizer, obliged to 
make a single purcha.se from two alternatives, 
finds that a queue forms for the good that 
would have been selected had both goods been 
available. An M/M/i queue is posited, and for 
each period of delay the maximum additional 
payment b* that the consumer would incur 
to join the queue is determined. This has impli- 
cations for saving. Not only the availability of 
the good, but also the delay in obtaining it, 
the alteration in its arrival rate, and the “stam- 
pede effect" determine .saving behavior. / 
Comp Econ., Sept 1984, 8(3), pp. 301-21. 
New York University. 

Murrell, Peter and Miller, Jeffrey — I he Appli- 
cability of Information-revealing Incentive 
Schemes in Economic Organizations 
The applicability in centrally planned econo- 
mies of bonus functions that are designed to 
encourage subordinates to report information 
honestly is evaluated. If central planners seek 
Pareto efficient outcomes, a unique bonus 
function and therefore a unique distribution 
of managerial incomes results. Hence, income 
distribution considerations must be embodied 
directly in the objective function. However, 
once such a change in the objective function 
is introduced, an optimal bonus function can 
no longer be found. J. Comp. Econ., Sept. 1984, 
8(3), pp. 277-89. University of Maryland, Col- 
lege Park; University of Delaware, Newark. 

030 History of Economic Thought; 

Methodology 

031 History of Economic Thought 
Anderson, Gary M. and Tollison, Robert D. — 
Sir James Steuart as the Apotheosis of Mer- 
cantilism and His Relation to Adam Smith 


This paper reexamines the political economy 
of Sir James Steuart and its relationship to the 
work of Adam Smith. It is argued that Steuart 
was the complete antithesis of Smith and that 
Smith was concerned with refuting the “falla- 
cious principles” of Steuart in The Wealth of 
Nations. In other words. Wealth took on a dif- 
ferent character due to Steuart. Southern 
Econ. J., Oct. 1984, 57(2), pp. 456-68. George 
Mason University, Fairfax, Virginia. 

Chasse, John Dennis — Marshall, the Human 
Agent and Economic Growth: Wants and Ac- 
tivities Revisited 

The interpretation of this paper differs from 
that made standard by Talcott Parsons. It ar- 
gues that Marshall's theme of wants and activi- 
ties reflected far more than the Protestant 
E^thic. His model of human motivation resem- 
bled that of contemporary humanistic psychol- 
ogists. The satisfaction of the drive for self-real- 
ization was the source, for him, of technical 
progress. .Such satisfaction depends on the 
level, distribution, and composition of con- 
sumption. By inventing a term, “the standard 
of life,” Marshall was able to include this de- 
pendence in his treatment of unions, socialism, 
human capital, and other topics related to secu- 
lar economic growth. Hist. Polit. Econ., E'all 
1984, 16(3), pp. 381-404. State University of 
New York, Brockport. 

Elliott, John E. — Schumpeter and the Theory 
of Capitalist Development 
This paper gives a centennary appreciation 
of the contributions to economic thought of 
Joseph A. Schumpeter, with special focus on 
his work. The Theory of Economic Develop- 
ment {TED). It proceeds, first, by providing 
an overview of Schumpeter’s life and works; 
second, by giving an interpretative exposition 
of the main themes of TED and Schumpeter’s 
broader “economic sociology” in terms of the 
place of these ideas in the history of economic 
thought; third, by examining the reception to 
TED and the impact of it and Schumpeter’s 
dynamic methodology on the discipline. /. 
Eicon. Behav. Organ., Dec. 1983, 4(4), pp. 277- 
308. University of Southern California, Los An- 
geles. 
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Ciovannetti, Ciorgia — The Role of the Rate of 
Interest: From Wicksell to Keynes’ Treatise 
on Money 

The aim of this paper is to clarify the role 
of the real interest rate from Knut Wicksell 
to John Maynard Keynes. The analysis deals 
with the mechanism that arises from a dis- 
crepancy between the natural and the market 
interest rate in Wicksell’s work; it is followed 
by Dennis Robertson’s critique of the inade- 
quacy of the static Wicksellian approach and 
by Keynes’s development of Wickscll’s ideas 
(in the Treatise), which also allows the possibil- 
ity of output changes. The conclusion stresses 
the .similarities between the three authors but 
also the novelty of Keynes’s approach, which 
contains, in embryo, what has become known 
as the Keynesian revolution of the General 
Theory Earn. Notes, 1984, (1), pp. 66-86. Cam- 
bridge University. 

Hollander, Samuel — ’Dynamic F.quilibrium’ 
with Constant Wages: J. S. Mill’s Malthusian 
Analysis of the Secular Wage Path 
In the Ricardian growth model the wage and 
profit rates necessarily decline as a conse- 
quence of land scarcity until the stationary 
state is attained. T. R. Malthus outlined an al- 
ternative growth model, also incorporating 
land .scarcity, wherein the wage is maintained 
constant on the path to slationarity by appro- 
priate reductions in the population growth 
rate. In this paper J. S. Mill’s acceptance of 
the Malthusian model and various applications 
thereof are documented. Kyklos. 1984, 37(2), 
pp. 247-6,5. University of Toronto. 

Kaergaard, Niels — The Karliest History of 
Econometrics: Some Neglected Danish Con- 
tributions 

The main aim of this article is to draw atten- 
tion to the existence of some completely ig- 
nored Danish works, i.e., works that may well 
be regarded as the first actual econometric 
works in the world. E. P. Mackeprang esti- 
mated demand functions for 24 goods in 1906, 
and J. Warming discussed the identification 
problem in a review of this study, also dating 
back to 1906. It is suggested that these Danish 
contributions as well as more well-known 
French and Italian forerunners — and Henry L. 


Moore — have been inspired by Pareto. Hist. 
Polit. Econ., P^all 1984, 16(3), pp. 437—44. Uni- 
versity of Copenhagen. 

Rutherford, Malcolm H. — Thorstein Veblen 
and the Processes of Institutional Change 
In this article Veblen is interpreted as pre- 
senting a sequence of change in which institu- 
tional systems (i) develop internally; (ii) affect 
the pace and direction of technological change; 
(iii) are adjusted to new technology, but within 
the existing overall institutional constraints; 
and (iv) po.ssibly undergo more radical transfor- 
mations as a result of the new technology pre- 
viously introduced. With this understanding, 
it is found that some of the complaints of logical 
inconsistency levelled at Veblen’s work are un- 
justified. On the other hatid, weaknesses re- 
main, particularly in the form of methodologi- 
cal problems, which served to limit V'eblen’s 
contribution. Hist Polit. Econ , Fall 1984, 
16(3), pp. 331-48. University of Victoria, Brit- 
ish Columbia. 

Semmler, Willi — On the Classical Theory of 
Competition. Value and Prices of Production 
The article studies the characteristic differ- 
ences between the classical and neoclassical 
theory of competition and supply and demand 
analysis Whereas the first part of the paper 
focuses on the stability analysis of the market 
process in classical theory, the second part ap- 
plies sensitivity and perturbation theory to 
study the impact of long-run changes in tech- 
niques and income distribution on the shifts 
of equilibria in classical price systems. Austra- 
lian Econ. Pap.. June 1984, 23(42), pp. 130- 
50. New School for Social Re.search, New York. 

Thompson, James H. — Willard Phillips: A Ne- 
glected American F’.conomist 
The author concludes that Willard Phillips, 
a little-known New England protectionist, was 
one of the most capable economists to appear 
in the United States prior to the Civil War. 
This evaluation is based on Phillip’s innovative 
thinking on economic theory and method, as 
revealed in his principal work, A Manual of 
Political Economy (1828). In support of this 
conclusion, the author points to a value theory, 
which emphasized demand and utility; a 
sound, comprehensive analysis of interest; and 
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a location theory closely resembling Johann 
Heinrich von Thiinen’s. Phillips also used 
quantitative mate^rial skillfully and anticipated 
later work on a variety of subjects. Hist Polit. 
Econ.. Fall 1984, ^6(3). pp. 405-21. West Vir- 
ginia University, Morgantown. 

/arian, Hal R. — Gerard Debreu’s Contribu- 
tions to Fconornics 

This survey of Gerard Debreu's contribu- 
tions to economics is divided into five major 
categories: mathematical methods, utility and 
lemand theory, equilibrium theory, core the- 
Dry, and welfare theory. Also included are a 
section on Debreu’s Theory of Value and his 
ictivities as a scholar and teacher. A bibliogra- 
jhy of the scholarly publications of Gerard De- 
areu concludes the survey. Scand. j. Ex-on., 
1984, 86(1), pp. 4-16. University of Michigan, 
Ann Arbor. 

Walker, Donald A. — Is Walras’s Theory of Gen- 
eral Equilibrium a Normative Scheme'r’ 
William Jalfe maintained that in constriict- 
ng the theory of general equilibrium, Leon 
Walras consciously had the objective of design- 
ng a normative system. He concealed his nor- 
native intentions behind the equations of his 
nodeUJaff^ contended, because of the repres- 
ve policies of the regime of Napoleon III. 
ince Jaffe’s thesis has broad implications for 
in understanding and evaluation of Walras's 
/ork, it is desirable to evaluate that thesis. The 
elevant evidence is examined, and it is con- 
luded that Walras’s theory of general equilib- 
ium is not a normative scheme and that his 
ibjective was to analyze the workings of the 
:conomic system. Hist. Polit. Econ., Fall 1984, 
'6(3), pp. 445-69. Indiana University of Penn- 
ylvania. 

'36 Economic Methodology 
iddison, John T.; Burton, John and Torrance, 
Thomas S. — Causation, Social Science and 
Sir John Hicks 

This paper reviews the roles played by the 
oncept of necessity and sufficiency in our un- 
erstanding of causality. The differences be- 
iveen social and physical causation are dis- 
ussed, and the ideas reached are compared 
3 those advanced by Sir John Hicks in his Cau- 
ality in Economics (1979). Hicks’s thesis that 


.scientific progress involves the replacement of 
Old Causality (teleological explanation) by 
New Causality (deterministic explanation) is 
rejected as being inapplicable to economics 
and the other social sciences. The paper con- 
cludes that the appropriate methodology for 
economics should not require explanatory the- 
ory to rest on the philosophy of determinism. 
Oxford Econ. Pap., Mar. 1984, 36(1), pp. 1- 
11. University of South Carolina; University of 
Birmingham, England; University of Aber- 
deen, Scotland. 

Caldwell, Bruce J. — Praxeology and its Critics: 
An Appraisal 

Praxeology, the methodological approach of 
the Austrian Ludwig von Mises, has been criti- 
cized as being unintelligible, dogmatic, and un- 
scientific by more orthodox members of the 
economics profession. Such criticisms acro.ss 
paradigms are not very useful because propo- 
nents of different paradigms do not share 
similar epistemological and methodological 
presuppositions. After showing that interpara- 
digm criticism is ineffective, another form of 
criticism, internal crilici.sm, is demonstrated. 
It is shown that praxeology can be more effec- 
tively criticized using internal criticism. Hist. 
Polit Econ., Fall 1984, 76(3), pp. 363-79 Uni- 
versity of North Carolina at Greensboro. 

040 Economic History 
041 Economic History; Ceiieral 

Parker, William N. — Capitalistic Organization 
and National Response: Social Dynamics in 
the Age of Schumpeter 
In retrospect from the present, the period 
1920-40, bracketed between two catastrophic 
wars, appears also as one of unusual economic 
disturbance in the advanced countries and in 
the world economy. This paper seeks to go be- 
hind the incidents, personalities, and flimsy 
policy structures of these decades and to root 
both the economic and the political catastro- 
phes in the growing nationalism of Western 
countries after 1870. That cultural and political 
development in turn is seen to be derived from 
a misfit between expanding international and 
large-scale capitalist production organization 
and the basic economic interests and social 
identity of many groups and classes in the Eu- 
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ropean nations. Conditions in European and 
world economic organization since World War 
II are considered briefly in this light. / Econ. 
Behav. Organ.. Mar. 1984, 5(1), pp. 3-23. Yale 
University. 

044 Economic History: Europe 
Bourguignon F. and Levy-Leboyer M. — An 
Econometric Model Of France during the 
19th Century 

A model of the French economy in the 19th 
century is presented, first, to test the consis- 
tency of the national income series that are 
currently being developed and, second, to 
highlight the factors that account for the slow- 
ing down of the country’s economic growth 
during the middle decades of that century. A 
few simulations of the model are also presented 
to give a clearer view of the structural change 
the economy experienced and as an illustration 
of the general workings of the model and of 
its potential applications. Europ Econ. Rev.. 
June 1984, 25(1), pp. 107-41. EHESS and 
F,cole Normale Superieure, Paris; France. 
Ecole Normale Superieure. 

050 Economic Systkms 
Cugno, Franco and Ferrero, Mario — Individual 
Incentives by Adjusting Work Hours; Bella- 
my’s Egalitarian Economy 
Edward Bellamy proposed an ideal egalita- 
rian economy in which production is carried 
out as nonprofit government service, income 
is shared by all individuals independently of 
work exertion, and relative work hours are 
used as incentives to allocate labor to different 
jobs. This economy possesses an equilibrium 
consistent with full freedom of individual 
choice of occupation and consumption, 
achieved through a fully decentralized taton- 
nement process. However, individuals have an 
obligation to work, which deprives them of 
freedom to choose between income and lei- 
sure, so that the scale of output may be nonop- 
timal unless a social welfare function is intro- 
duced. / Comp. Econ.. June 1984, 8(2), pp. 
182-206. Laboratorio di Economia Politica, 
University of Turin. 

051 Capitalist Economic Systems 
Ben-Ner, Avner — On the Stability of the Coop- 
erative Type of Organization 


The stability of producer cooperatives in 
market economies is analyzed in a dynamic 
context. It is shown that, when permitted to 
hire wage-laborers, a producer cooperative, 
even if its labor productivity is higher than 
in an otherwise equivalent capitalist firm, is 
likely to lose its cooperative character because 
members’ personal income will be maximized 
when “expensive” members are replaced by 
“inexpensive” wage-laborers. Producer coop- 
eratives will maintain their organizational 
character best when they operate in a marginal 
industry where cooperation enhances mem- 
bers’ productivity so that their earnings exceed 
their opportunity wages. In general, competi- 
tive markets for membership are not a suffi- 
cient condition to prevent the transformation 
of cooperatives into capitalist firms. / Comp. 
Econ.. Sept. 1984, 8(3), pp. 247-60. University 
of Haifa. 

053 Comparative Economic Systems 
Murrell, Peter — Incentives and Income under 
Market Socialism 

The nature of the bonus function under mar- 
ket socialism and the implications for a com- 
parison of income distributions under socialist 
and capitalist economic systems are examined. 
It is shown that when efficiency is required, 
when enterprise shutdown rules are taken into 
account, and when information is decentral- 
ized, the bonus will be equal to the profits of 
the enterprise Oskar Lange’s social dividend 
must be zero Hence, contrary to previous 
claims, one can make no strong conclusions 
when comparing the degree of inequality of 
the income distribution under competitive 
capitalism and market socialism. J. Comp. 
Econ., Sept. 1984, 8(3), pp. 261-76. Uni\ersit\- 
of Maryland, College Park. 

100 Economic Growth; Development; 

Planning; Fluctuations 

1 10 Economic Growth; Development; and 

Planning Theory and Policy 

111 Economic Growth Theory and Models 

Jha, Raghbendra and Lachler, Ulrich — Infla- 
tion and Economic Growth in a Competitix’e 
Economy with Exhaustible Resources 
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This paper exaniities the interaction be- 
tween the rates of inflation, resource depletion, 
and economic growth in a simple competitive 
economy where wealth is held in the form of 
capital, money, and stocks of an exhaustible 
resource. After analyzing the stability of such 
an economic system, the authors examine the 
effects of monetary policy and taxes under per- 
fect foresight and develop a “second-best" 
feedback rule for the ca.se where expectations 
are formed in an adaptive manner. J. Econ. 
Behav. Orij;an., June-Sept. 1983. 4(2-3), pp. 
11,3-29. Williams C'ollege, University of Mary- 
land, College Park. 

laiitner, John P. — Resource Kxtraction Costs 
and Competitive Steady-State Crowth 
This paper analyzes the steady-stale growth 
paths of a simple decentralized economy in- 
cluding a natural resource, which has extrac- 
tion costs. 'I’he costs rise with cumulative ex- 
ploitation. The initial resource endowment 
may be finite or infinite. The author shows that 
the model’s balanced growth rate is dependent 
on the nature of the resource extraction cost 
function but independent of aggregative sav- 
ings behavior and that the percentage markup 
of resource prices over extraction costs remains 
constant. With an infinite resource endow- 
ment, resource usage rises over time, despite 
increasing extraction costs, and the price of 
resource inputs grows more slowly than na- 
tional product. Int. tLcon. Rev., June 1984, 
25(2), pp 297-314. University of Michigan. 

Medvegyev, Peter — A General Existence 
Theorem for von Neumann F’conomic 
Crowth Models 

The article pre,sents a generalization of the 
von Neumann model with the idea of explain- 
ing and unifying certain results obtained by 
M. Morishima and J. Los in proving general 
existence theorems. The idea of replacing con- 
stant input and output matrices in the von 
Neumann model by those which depend con- 
tinuously on the growth rate and on the price 
vector developed by Morishima is coupled 
with an asymmetric-type generalization of the 
model developed by Los. The proof of the exis- 
tence theorem is based on the Kakutani fixed 
point theorem. Econometrica, July 1984, 52(4), 


pp. 963-74. National Management Develop- 
ment Center, Budapest. 

1 12 Economic Development Models and Theories 

Kuran, Timur — Behavioral Norms in the Is- 
lamic Doctrine of Economics: A Critique 
At the heart of the contemporary Islamic 
doctrine of economics lies a set of behavioral 
norms derived from the first Islamic society 
in .seventh century Arabia. This paper demon- 
strates that these norms cannot be expected 
to .serve as the spearhead of a drive for modern 
economic development. For one thing, the 
proposed norms are unlikely to enjoy wide- 
spread adherence in large societies where it 
is difficult to achieve a common perception of 
reality, elicit generalized altruism, and over- 
come the free rider problem. Secondly, many 
Islamic norms are ambiguous, and some inter- 
fere with institutions designed to improve the 
workings of markets. J. Ecvti. Behav. Oraan., 
Dec. 1983, 4(4), pp. 353-79. University of 
Southern C^ilifornia, Los Angeles. 

li;l Economic Planning Theory and Policy 

Ancot, Jean Pierre and Hughes Hallett, An- 
drew J. — Establishing Public Preferences for 
Coalition Covernrnent: An Empirical Study 
in Economic Planning Behaviour 
The analysis of public policy demands an un- 
derstanding of public priorities and some 
model for evaluating alternative policy deci- 
sions rationally. I'herefore models of economic 
planning behavior, whether po.sitive or norma- 
tive. need to reflect collective rather than pri- 
vate objectives in order to be able to describe 
concensus decisions. This paper argues that 
where decisions can be treated as if derived 
from “bargaining" between planners and an 
economic model through individual policy ex- 
periments, the information on which options 
were preferred or rejected can be used to build 
up the corresponding priorities via an interac- 
tive planning scheme. Certain restrictions on 
such representations of priorities are noted. A 
numerical example establishes the economic 
priorities of a recent Dutch coalition govern- 
ment, using unrestricted quadratic objectives. 
De Economist, June 1984, 132(2), pp. 153-70. 
Erasmus University, Rotterdam. 
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Antal, Laszlo — Conflicts of F'inancial Planning 
and Regulation in Hungary (The “Nature" 
of Restrictions) 

In the early 1980s measures restricting do- 
mestic consumption and breaking previous de- 
velopment trends were indispensable in order 
to ensure short-term equilibrium and prompt 
liquidity. But the series of interventions will 
not force enterprises to adjustment, but make 
them defenseless and have a paralyzing effect. 
A consolidation program is needed for stop- 
ping this downward spiral and breaking the 
atmosphere of distrust and passivity Without 
the elimination of emergency measures there 
is no real possibility of continuing the reform 
process. Acta Oecuit , 1983, 30(3-4), pp. 341- 
67. Institute for Financial Research, Ministry 
of Finance, Budapest. 

Chander, Parkash — On Material Balances 
When There Are C^apacity Limitations 
A method for the computation of a consistent 
set of material balances is proposed when there 
are capacity limitations in domestic production 
and exports, and it is related to certain plan- 
ning practices m Isast Furopean countries as 
reported by J. Michael Montias. .Although the 
computational procedure solves a linear pro- 
gramming problem, it has nothing to do with 
standard linear programming algorithms In- 
stead it is a direct generalization of the input- 
output type of balancing method. J Camp 
Econ., June 1984, 8(2), pp. 159-67. Indian Sta- 
tistical Institute, New Delhi. 

Faluvegi, Lajos — Actual Concerns and Re- 
sponsibility of the Hungarian Planners 
The epochal achievements of .social develop- 
ment and the magnitude of changes in eco- 
nomic conditions force planners to change 
their concepts of national economic planning 
and the plan. Planning must increasingly be- 
come a continuous activity, and its empha.sis 
must shift from the elaboration of the details 
to a better grasp on the essence of economic 
policy. The activities of the economic units 
must be controlled by giving them incentives 
for the implementation of the national eco- 
nomic policy targets through their own system 
of interests. Acta Oecoii., 1983, 30(3-4), pp. 
285-90. National Planning Office, Budapest. 


Ferge, Zsuzsa — Cooperation and Conflict be- 
tween Researchers and Planners in Social 
Policy 

The love-hate relationship between the re- 
searcher and the planner, both working in the 
field of social policy, is due, among other 
things, to a different vision of social reality of 
these two agents; to a difference in the quality 
of their mandate, of the expectations and pres- 
sures weighing on them; and to a different rela- 
tionship to the central power(s). Bad compro- 
mises between them would lead nowhere; 
hence, a new “‘sports ground” has to be cre- 
ated, where the two partners could confront 
each other— with a less unequal chance of vic- 
tory. Acta Oecoti., 1983, 30(3-4), pp. 425-32. 
Institute for Sociological Research, Hungarian 
Academy of Sciences, Budapest. 

Kadar, Bela— World Economic Situation of the 
1980-s and Conclusions on the Development 
of the Hungarian Economy 
The main characteristics of the world eco- 
nomic environment that have to be reckoned 
with in the Hungarian strategic planning of 
the eighties are not the lower dynamics of eco- 
nomic growth and of w'orld trade, but the 
changes in the role of the driving forces of 
growth, the worldwide excess suppl)’ of labor, 
the growing bargaining power of the owners 
of capital and technology, and the sharpening 
competition. Planning must develop its system 
of goals by better taking into account the inter- 
national interrelations and effect mechanisms, 
a problem-oriented conceptual and organiza- 
tional approach, and flexibility. Acta Oecon., 
1983, 3(l(3-4), pp. 291-312. Institute for World 
Economy, Hungarian Academy of Sciences. 
Budapest. 

Koszegi, Laszlo — Planning the Production 
Sphere in Hungary under the New Condi- 
tions 

The system of economy-wide planning has 
to adjust to the changed conditions of the 
world economy as well as to the demands 
raised by the new intensive path of growth. 
In order to establish an equilibrium in the bal- 
ance of payments, to increase the competitive- 
ness of the Hungarian products, and the rate 
of growth of the GNP, the planning of the na- 
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tionul economy has to become a comprehen- 
sive production development and strategic 
background for the central economic manage- 
ment. The planning activity must concentrate 
on the most important issues and should meet 
the demands on complexity better than it did 
in the past. Acta Oecon., 1983, 30(3-4), pp 
413-24. National Planning Office, Budapest. 

Soos, Karoly Attila — The Problem of Time 
Lags in the Short-Term Control of Macro- 
t'conomic Processes 

If economic policy' wishes to accelerate or 
’.low down macroeconomic processes (espe 
:ially the growth of investment), this intention 
naterializes with a time lag of about a half 

0 a full year. The main reason for this is that 
n an economy characterized by inherent 
shortages the manufacturers and importers of 
L'apital goods react to changes in the demand 
For these products with a considerable delay, 
nius the delayed impact of the measures taken 
jy the central organs of economic policy has 

1 role in that the economic policy continues 
o stimulate (or restrict) growth also when the 
'conomic process already swings beyond the 
iquilibrium path. Acta Oecon, 1983, 30(3-4), 
jp. 369-79, Institute of Economics, Hungarian 
tcademy of Sciences, Budapest. 

/issi, Ferenc — Major Questions of the Im- 
provement of Economic Control and Man- 
agement in Hungary in the Mid-Eighties 
In Hungary the dual task of increasing the 
rfficiency of the central management and con- 
rol and the upgrading of enterprise autonomy 
hould be carried out. The first one supposes 
precise and well-timed definition of plan tar- 
;ets concerning the macrostructure of the 
conomy, the elaboration and operation of a 
ystem of social preferences, and devising an 
ip-to-date system of regulators. Three types 
f enterprise management should be created, 
lie first should be controlled by a board of 
irectors, the second by a leadership elected 
y the stafiF, and the third by the state admin- 
itration. Acta Oecon., 1983, 30(3-4), pp. 325- 
9. National Planning Ofifice, Budapest. 

iaiai, Emo — Adaptability of Nonlinear Equi- 
librium Models to Central Planning 


Computable general equilibrium modelers 
in the West have developed techniques that 
use extensively price-quantity interrelations, 
which cannot easily be taken into account in 
the traditional linear framework. However, 
since they are usually presented with the con- 
troversial strict neoclassical interpretation, the 
possibility of their adaptation to socialist plan- 
ning models has been concealed. The paper 
reflects on some results of a research investigat- 
ing the po-ssible adaptation of equilibrium 
modeling techniques to central planning mod- 
els. Acta Oecon., 198.3, J0(3-4), pp. 433-45. 
Karl Marx University of Economics, Buda- 
pest. 

120 Country Studies 
122 Economic Studies of Developed Countries 
Hamada, Koichi and Kurosaka, Yoshio — The 
Relationship between Production and Un- 
employment in Japan: Okun’s Law in Com- 
parative Perspective 

This paper studies the question of whether 
the celebrated “Okun’s law,” a relation be- 
tween excess capacity and unemployment, ap- 
plies to the postwar Japane.se economy. 
Though the fit of estimation is weak, the coeffi- 
cient that measures the responsiveness of the 
output gap to the unemployment rate is very 
large, reaching 28. This large coefficient can 
be attributed to the elastic response of the fe- 
male participation ratio to flexible working 
hours, to the slow adjustment in employment, 
and to changes in industrial structures. The 
results are compared with those in the United 
States. Europ. Econ. Rev., June 1984, 25(1), 
pp. 71-94. University of Tokyo; Musashi Uni- 
versity, Tokyo. 

124 Economic Studies of Centrally Planned 
Economies 

Csikos-Nagy, Bela — Liquidity Troubles and 
Economic Consolidation in Hungary 
The experiences gained in 1982-83 indicate 
that even a slight reduction of the stock of for- 
eign debts causes grave conflicts in the distri- 
bution of the domestically disposable national 
income. Especially the rate of accumulation 
had to be lowered to an unprecedented level. 
Thus, when drawing up a program for consoli- 
dation, the problem of capital supply has to 
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be put into the center and the process of con- 
solidation has to be based on planning the bal- 
ances of payments in roubles and in converti- 
ble currencies. The possibility of large-scale 
joint ventures with Western firms must also 
be examined. Acta Oecon., 1983, 37(1-2), pp. 
1-12. National Board for Materials and Prices, 
Budapest. 

Major, Ivan — The Years 1978-1981 and the 
“Long Stages” in the Development of the 
Hungarian Economy 

“Long stages” in the development of the 
Hungarian economy consist of seven or eight 
years, the beginning and the end of which are 
marked by an “exhaustion" of growth pro- 
cesses, as well as by declared efforts at impor- 
tant changes in the central economic policy 
and economic management. The periodic re- 
cessions and the turns in economic policy are 
correlated with growing structural tensions of 
the economy and with the reactions of adjust- 
ment to these tensions set off on the part of 
the central management, and subsequently 
with those of the enterprises and of the popula- 
tion. Acta Oecon., 1983, 30(3-4), pp. 381-99. 
Institute of Economics, Hungarian Academy 
of Sciences, Budapest. 

130 Economic Fluctuations; forecasting; 

Stabilization; and Inflation 

131 t^conomic Fluctuations 

Benassy, Jean-Pascal — A Non-Walrasian Model 
of the Business (Jycle 

This paper shows how the dynamic evolution 
of a short-run non-Walrasian equilibrium can 
generate cycles. The cyclic behavior of the sys- 
tem results from the combination of an unsta- 
ble accelerator and of stabilizing price effects. 
The novelties of the model presented in this 
paper with respect to previous contributions 
in nonlinear cycle theory are the use of a non- 
Walrasian equilibrium structure in the short 
run and the fact that a cycle is obtained with- 
out having to assume any ad hoc share for the 
various functions involved. Moreover, the 
model bridges the gap between cycle theory 
and the traditional short-run IS-LM analysis. 
/ Econ. Behav. Organ., Mar. 1984, 5(1), pp. 
77-89. CEPREMAP, Paris. 


Br6dy, Andras — About Investment Cycles and 

Their Attenuation 

By accepting M. Kalecki’s approach, yet re- 
jecting the postulated equality of saving and 
investment, the author describes the business 
cycle. Investment activities fluctuate also in 
planned economies, exhibiting cycles of similar 
duration. The common root of these invest- 
ment cycles can be found in overcommitment 
of investing enterprises. Cycles can be attenu- 
ated by strictly controlling new investment 
starts. In Hungary, this task should be vested 
with the National Bank. Acta Oecon.. 1983, 
37(1-2), pp. 37-51. Institute of Economics, 
Hungarian Academy of Sciences, Budapest. 

Burbidge, John and Harrison, Alan — Testing 

for the Effects of Oil-Price Rises Using Vec- 
tor Autoregressions 

Vector autoregres.sions with seven variables, 
one of which is the relative price of oil, are 
estimated for five OF^CD countries ithe U.S., 
Japan, Germany, the U.K , and Canada) using 
monthly data covering the period January 
1961 to June 1982. The vector autoregressions 
are then converted to their moving-average 
representations for the purposes of innovation 
accounting. The impulse reponses indicate 
strong inflationary, and weaker recessionary, 
pressures of oil-price shocks, but historical de- 
compositions of the periods following the 
shocks of 1973-74 and 1979-80 suggest these 
influences were generally considerably weaker 
for the second shock than for the first. Int. 
Econ. Rev. June 1984, 3.5(2), pp. 459-84. 
McMaster University, Hamilton, Ontario. 

Clark, Colin — Is There a Long Cycle? 

Fwidence from four leading industrial 
countries, going back to the nineteenth cen- 
tury, indicates that the net stock (after depreci- 
ation) of fixed capital (including public assets, 
excluding residences) moves in long swings be- 
tween excess and deficiency, thus generating 
Kondratiev cycles of investment, international 
trade, manufacturing production, and prices 
of primary products. There is considerable in- 
ternational simultaneity of movements; but it 
cannot be said that a uniform 50-year cycle 
has been established. It seems clear, how'ever, 
that the world entered the downward phase 
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of the long cycle in 1 973, after a long upward 
phase (which had been foreseen in 1940) from 
194.5 to 1973. Banca Naz. Lavoro Quart. Rev., 
Sept. 1984. (150), pp. 307-20. University of 
Queensland, St. Lucia 

Met/., Rainer— Zur etripinschen Kviden/. “lan- 

ger VVellen" (On the Empirical Evidence of 

“Lxing Waves”) 

I'he reality of “long waves” in the economic 
development of the nineteenth and twentieth 
centuries, especially in production series, is still 
a topic of dispute. By means of new' methods 
of time .series analysis, it can be proved that 
the traditional instruments are altogether inap- 
propriate for an adequate investigation of 
these questions. The pre.sent calculations are 
based on a new filter method for the determi- 
nation of trend and cycle. The results show 
long-term cycles for all production series, cor- 
responding with the current dating of the Kon- 
dratieff cycles until approximately 1913. 
However, they show strong variations in form 
and duration in their entire course Kyklo.i, 
1984, 37(2), pp. 26(>-90 (German). Universitat 
Trier, West Germany. 

132 bcononiic Forecasting and Fcoiiometric 
Models 

Lybeck, Johan A., et al. — A Gomparison of the 

Dynamic Properties of Five Nordic Macro- 
econometric Models 

The dynamic properties of five macroecono- 
metric models, three Swedish, one Danish, and 
one Finnish, are compared. No attempt is 
made to judge the performance of the models 
by tracking or forecasting criteria. Emphasis 
is instead placed on the behavior of the models 
in two standardized shocks: an increase in gov- 
ernment spending and a devaluation. The re- 
sults of the first simulation indicate that fiscal 
policy in a recession is a reliable tool, even 
though the multipliers are fairly small in an 
apen economy with high marginal tax rates. 
[Conclusions for the devaluation case are more 
mixed, depending on the model-builders’ as- 
sumptions. Co-authors are: Johan A. Lybeck, 
Reinhold Bergstrom, Villy Bergstrom, Evert 
[Carlsson, Svante Johansson, Bjbm Jarnhall, 
’ertti Kukkonen, Juha Tarkka, Torben 
.'^isholm, and Alpo Willman. Scand. J. Econ., 


1984, S6(l), pp. 35-51. University of Gothen- 
burg, Sweden. 

Macfarlane, I. J. and Hawkins, J. R. — Eco- 
nomic Forecasts and Their Assessment 
This paper looks at the accuracy of economic 
forecasts in general and by examining a subset 
of 12 Australian forecasters over a five-year 
period. It also addresses the question of 
whether it is possible to rank forecasters in 
order of merit. The paper concludes that the 
problems are sufficiently large for it to be 
highly unlikely that a meaningful and stable 
ranking could be obtained. Econ. Rec., Dec. 
1983, 59(167), pp. 321-31. Reserve Bank of 
■Australia. 

13.3 General Outlook and Stabilization Theories 
and Policies 

Petridis, A. — Prospects for the Australian 
FCconomy in 1984 

Factors that will contribute to a mild recov- 
ery m 1984 are identified. It is argued that 
the fiscal stimulus of the 1983 budget could 
have been even larger without causing a seri- 
ous monetary or balance of payments problem. 
This view partly rests on the maintenance of 
the prices and incomes Accord. However, even 
if employment grows strongly, unemployment 
will remain at high levels in 1984. Econ. Rec., 
Mar. 1984, 69(168), pp. 1-15. University of 
Western Australia, Nedlands. 

1,34 Inflation and Deflation 
Csikos-Nagy, Bela and Raez, Laszlo — Ri.se of 
the Price Level and Its F’actors in Hungary 
The 1960s were characterized in Hungary 
by a relative stability of consumer prices. The 
economic mechanism introduced in 1968 in- 
creased the role of prices in economic process 
regulation and improved the adjustment of the 
economy. However, this was accompanied by 
a more vivid rise in the price level, and the 
oil price explosions of 1973 and 1979-80 fur- 
ther accelerated price movements. The in- 
crease of prices may not be avoided in the fu- 
ture, either, since to restrict price increases 
with central tools is justified only until it does 
not impede the realization of economic policy 
objectives: improving efficiency and creating 
equilibrium. Acta Oecon., 1983, 30(2), pp. 
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161-77. Hungarian Academy of Sciences, Bu- 
dapest; National Board for Material and Prices, 
Budapest. 

Cukierman, Alex and Leiderman, Leonardo — 
Price Controls and the Variability of Belative 
Prices 

This paper develops and tests a theory of 
relative price variability for market-deter- 
mined prices in the presence of a sector whose 
prices are directly set by the government and 
disseminated promptly and widely throughout 
the economy. The empirical investigation is 
based on time series data for Israel and yields 
results that generally support the model. Rela- 
tive price variance within the free segment 
of the economy depends not only on unantici- 
pated money growth, but also on the diver- 
gence of the price level of controlled goods 
from a "neutralizing” level, which depends on 
the supply of money. J. Money, Credit. Bank- 
ing, Aug. 1984, /6(3), pp. 271-84. Tel-Aviv 
University. 

Vitaliano, Donald F. — Defense Spending and 
Inflation: An Empirical Analysis 
This article econometrically examines the 
hypothesis that increa.sed defense spending 
leads to higher inflation. A macro-model of the 
economy, which allows for the effect of total 
aggregate demand, expectations, various mea- 
sures of defense spending, and the OPEC sup- 
ply shock on inflation, is estimated for U.S. data 
covering the period 1955-79. While the gen- 
eral statistical performance of the model is sat- 
isfactory, none of the defense-related variables 
supports the hypothesis of a positive relation 
between defense outlays and inflation. Six of 
seven estimating equations had very small and 
statistically insignificant coefficients on the de- 
fense variable. The seventh had a negative 
sign — suggesting a counter-cyclical role for de- 
fense outlays in the past. Quart. Rev. Econ. 
Bus., Spring 1984, 24(1), pp. 22-32. Rensselaer 
Polytechnic Institute. 

Wallace, Myles S. — World Money or Domestic 
Money: Which Predicts U.S. Inflation Best? 
In this paper the author demonstrates that 
R. I. McKinnon and K.-Y. Tan’s result that 
world money out-performs U.S. money in ex- 


plaining U.S. inflation is sensitive to their 
choice of price index. When inflation is mea- 
sured by the U.S. CPI or GNP Deflator, U.S. 
money outperforms world money in explain- 
ing U.S. inflation. ]. Int. Money Finance, Aug. 
1984, J(2), pp. 241—44. Clemson University, 
South Carolina. 

200 Quantitative Economic Methods 
and Data 

210 Ec.onometric, Statistical, and 
Mathematical Methods and Models 

211 Econometric and Statistical Methods and 
Models 

Chesher, Andrew D. — Testing for Neglected 
Heterogeneity 

Neglecting across individual heterogeneity 
can lead to inconsistent or inefficient estima- 
tors and to misleading predictions. This paper 
develops a specification error test sensitive to 
neglected heterogeneity, which is viewed as 
causing parameter variation, by deriving a 
score test of the hypothesis that parameters 
have zero variance. The test, whose form is 
insensitive to the specification of the distribu- 
tion of varying parameters, turns out to be the 
Information Matrix test introduced by H. 
White. This suggests that the Information Ma- 
trix test is a useful diagnostic for researchers 
using cross-sectional or longitudinal data to es- 
timate models of individual economic agents 
behavior. Econometrica, July 1984, 52(4), pp. 
865-72. University of Birmingham, England. 

Davidson, Russell and MacKinnon, Janies C. — 
Model Specification Tests Ba.sed on Artificial 
Linear Regressions 

In this paper the authors develop a simple 
computational procedure for performing a 
wide variety of model specification tests. These 
tests are either explicit Lagrange multiplier 
tests or asymptotically equivalent variants and 
thus require estimates under the null hypothe- 
sis only. They may be used to test for many 
types of misspecification in the context of 
rather general nonlinear models. The authors' 
procedure is based on an artificial linear regres- 
sion, so that the test statistics can easily be cal- 
culated using any regression package. This arti- 
ficial regression can also be used to compute 
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covariance matrix estimates or as part of a non- 
linear maximization algorithm, hit. Econ. Rev., 
June 1984, i?5(2), pp. 485-502. Queen's Uni- 
sersity, Kingston, Ontario. 

Kiefer, Nicholas M. and Skoog, Gary R. — Local 
Asymptotic Specification Krror Analysis 
An approximation to the asymptotic effect 
on parameter estimates of model misspecifica- 
tion is developed. The results are generaliza- 
tions of H. Theii's formulas for the effect of 
specification error in the linear model. Applica- 
tions to discrete models, time-series models, 
and nonlinear regression models ai'c given. 
Econometrica, July 1984, 52(4), pp. 873-85. 
Cornell Uni\'er.sity; University of Chicago. 

Lee, Lung-Fei — Tests for the Bivariate Normal 
Distribution in Fconometric Models with Se- 
lectivity 

The model considered is a two-equations 
model consisting of a binary choice equation 
and a regression equation. The tests are La- 
grangean multiplier tests for testing bivariate 
normal distributions within the bivariate Edge- 
worth series of distributions. For the truncated 
case, the test compares the estimated differ- 
ences between .some sample moments of order 
(r,s) for which r -I- .y > 2 with the corresponding 
hypothesized moments of the distributions. 
For the censored case, the test is equivalent 
to the testing of some sample semi-invariants 
for which r + s > 2 being zeros. Econometrica, 
July 1984, 52(4), pp. 843-63. University of Min- 
nesota, Minneapolis. 

Miller, Stephen E.; Capps, Oral, Jr. and Wells, 
Gary J. — Confidence Intervals for Elastici- 
ties and Flexibilities from Linear Equations 
Information regarding the precision of elas- 
ticity and flexibility estimates from equations 
linear in original variables is typically missing 
from empirical studies. A result due to E. C. 
Fieller, which allows construction of exact con- 
fidence intervals for elasticities and flexibilities 
from such equations, is demonstrated. Exact 
confidence intervals are not necessarily nar- 
rowest at mean levels, nor are they symmetric 
about the point estimates of the elasticities and 
flexibilities. Empirical examples indicate that 
exact 95 percent confidence intervals for price 


flexibilities for food items can be quite wide. 
Amer. J. Agr. Eicon., Aug. 1984, 66(3), pp. 392- 
96. Clemson University, South Carolina; Vir- 
ginia Polytechnic Institute and State Univer- 
sity, Blacksburg; Clemson University. 

Rothenberg, Thomas J. — Approximate Nor- 
mality of Generalized Least Squares Esti- 
mates 

When the error covariance matrix in a linear 
model depends on a few unknown parameters, 
the regression coefficients can be estimated by 
a two-step procedure. Consistent estimates of 
the covariance parameters are first obtained 
and then used in a generalized least squares 
regression. Under the assumption that the er- 
rors are normal and the covariance parameter 
estimates are well behaved, an asymptotic ex- 
pansion IS developed for the distribution func- 
tion of the two-step generalized least squares 
(GI.i>) estimate The error in treating the esti- 
mate as normal is found to be of order 
as the sample size n tends to infinity. Econo- 
metrica, July 1984, 52(4), pp. 811-25. Univer- 
.sity of California, Berkeley. 

Rothenberg, Thomas J. — Hypothesis Testing in 
Linear Models When the FTror (Covariance 
Matrix Is Nonscalar 

Stochastic expansions are developed for the 
Lagrange multiplier, likelihood ratio, and 
Wald statistics for testing regression coeffi- 
cients in the normal linear model with un- 
known error covariance matrix. Under suitable 
regularity conditions, the likelihood ratio statis- 
tic is found to be approximately the average 
of the other two. Critical values are calculated 
so that the three tests have approximately the 
same size The .second-order approximate local 
power functions indicate that, when the null 
hypothesis is one-dimensional, all three tests 
are equally powerful. When the hypothesis is 
multidimensional, the power functions differ; 
no one of the tests is uniformly more powerful 
than the others. Econometrica, July 1 984, 
52(4), pp. 827-42. University of (California, 
Berkeley. 

Stoker, Thomas M. — Completeness, Distribu- 
tion Restrictions, and the Form of Aggregate 
F'unctions 
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The problem of aggregation over individual 
agents is presented as a basic identification 
problem inherent in interpreting relationships 
between averaged economic variables. The 
concept of a complete aggregation structure 
is introduced, which embodies the correct con- 
dition for identification, as well as the correct 
conceptual framework for developing a theory 
of parameter estimation and tests of specific 
aggregation assumptions. Several examples are 
presented from work on the aggregation prob- 
lem in economics, as well as from work on com- 
plete distribution families in statistics. The po- 
tential lack of correspondence between 
microeconomic behavior and estimated aggre- 
gate relationships is illustrated. Exonometrica, 
July 1984, .52(4), pp. 887-907. Sloan School of 
Management, Massachusetts Institute of Tech- 
nology. 

212 Construction, Analysis, and Use of 
econometric Models 

Bianchi, Carlo; Brillct, Jean-Louis and Calzo- 
lari, Giorgio — Analyse e( mesure de I’incerti- 
tude en prevision d'un modele econometri- 
que. Application au modele mini-DMS 
(Analysis and Measurement of the Uncer- 
tainty in Mini-DMS Model for the Trench 
Kconomy) 

This article describes the application to an 
operational medium-size econometric model, 
mini-DMS, of methods associated with deter- 
ministic forecasts, a measure of the uncertainty 
due to the stochastic nature of behavorial equa- 
tions. After describing the theoretical and 
practical foundations of the methods, the au- 
thors analyze sequentially the deterministic 
bias and the uncertainty (standard error) of 
forecasts and of policy instruments, trying to 
look at the information from the point of view 
of the policy maker. Ann. INSEE, Apr. -June 
1984, (54), pp. 31-62 (French). Centre Scienti- 
fique IBM-Pise; INSEE-Paris; Centre Scientifi- 
que IBM-Pise. 

Byron, R. P On the Flexibility of the Rotter- 

dam Model 

The Rotterdam model is a discrete approxi- 
mation to a continuous time model, and the 
approximation errors are known to be small. 
Unlike other approximations, with fixed pa- 


rameters at the point of approximation, the 
Rotterdam model’s coefficients differ at each 
observation, but are treated as constants dur- 
ing estimation. This procedure introduces rela- 
tively large approximation errors, which are 
potential sources of bias. In this paper the per- 
formance of the Rotterdam model in reproduc- 
ing the characteristics of four integrable de- 
mand systems is assessed. As anticipated, the 
model's performance is directly related to the 
variability of the underlying coefficients, and 
the bias in the parameter estimates is minimal 
if the coefficients are relatively constant. The 
model can also discriminate well against an in- 
valid alternative hypothesis. However, in the 
absence of a computationally feasible varying 
parameter methodology, the conclusion has to 
be that tests of parameter stability are essential 
when using the Rotterdam model. Europ. 
Ecun. Rev., Apr. 84, 24(3), pp. 273-83. Austra- 
lian National University, Canberra. 

Fourgeaud, Claude; Gourieroux, Christian and 
Pradel, Jacqueline — Modeles a anticipations 
rationnelles: apprentissage par regression 
(Models with Rational Expectations; Learn- 
ing by Regression) 

One way to justify rational expectations in 
a macroeconomic model is to view them as a 
limit in a learning process. In this article the 
authors examine the Muth equilibrium model 
involving rational expectations of the relevant 
variable and consider the consequences of 
learning through use of a regression based on 
an associated linear model They obtain a nec- 
essary and sufficient condition for convergence 
toward rationality and show the relationship 
between the information used in the limiting 
model and the one w hich serves in the learning 
phase, Ann. INSEIE, Apr. -June 1984, (54), pp 
63-77 (French). University of Paris and 

c:epremap. 

Hausman, Jerry; Hall, Bronwyn H. and Gri- 
liches, Zvi — Econometric Models for Count 
Data with an Application to the Parents- 
R&D Relationship 

The authors develop and adapt statistical 
models of counts (nonnegative integers) for 
panel data and use them to analyze patents 
and R&D expenditures. The statistical models 
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are applications and generalizations of the 
Poisson distribution Given panel data, the au- 
thors allow For separate persistent individual 
effects by conditioning on the total sum of out- 
comes over the observed years. To introduce 
the equivalent of dislurbances-in-the-equatioii, 
they include an additional source of random- 
ness, allow the Poisson parameter to be ran- 
domly distributed, and compound the two dis- 
tributions. A test statistic is developed for serial 
correlation vshen fixed effects estimators are 
u.sed in nonlinear conditional models. Ecotto- 
metrica. July 1984, 52(4), pp, 909-38. Ma.ssa- 
chusetts Institute of Technology; National Bu- 
reau of Economic Research, Stanford, 
California, Harvard liniversity. 

Kloek, Teun — Dynamic Adjustment When the 
Target Is Nonstationary 
This paper explores a class of simple alterna- 
tives for the partial adjustment and error cor- 
rection mechanisms. The specifications pro- 
posed are derived from a more general 
autoregressive distributed lag function by re- 
quiring that the error (the difference between 
the actual and the desired value of the depen- 
dent variable) is a stationary time series with 
zero mean, while the desired value is allowed 
to be a nonstationary series. In a typical exam- 
ple the following specification results. The er- 
ror (as defined above) is a linear function of 
lagged errors and of current and lagged .sec- 
ond-order differences of the desired value. Int 
Econ. Rev., June 1984, 25(2), pp. 315-26. 

220 Economic and .SotaAL Statistical Data 

AND Analysis 

221 National Income Accounting 

Carson, Carol S. — The Underground Econ- 
omy: An Introduction 

This article reviews the variety of activities 
covered by the "underground economy” and 
incentives to engage in them; summarizes vari- 
ous methods used to estimate the underground 
economy in the United States and abroad; and 
discusses implications of the underground 
economy, emphasizing tho.se for major eco- 
nomic statistics. Finally, for the U.S. national 
income and product accounts (NIPA’s), it dis- 
cusses illegal activities, which are by definition 
excluded from the NIPA’s; three sets of NIPA 


estimates sometimes misused as measures of 
the underground economy; and the effect of 
possible misreporting in NIPA source data due 
to the underground economy. The second part 
of this article appears in the July 1984 issue. 
Surv. Curr. Bus., May 1984, 64(5), pp. 21-37 
and 64(7), pp. 106-18. U.S. Department of 
Commerce, Bureau of Economic Analysis, 
Washington, D.C. 

Jiittner, D. Johannes and Murray, John H. — 
Notes and Numbers on Marx’s Falling Rate 
of Profit 

The purpose of this paper is to estimate and 
investigate the behavior of Marx’s rate of profit 
for the period 1919 to 1981. The components 
of this rate are estimated for two subperiods 
for the manufacturing and the corporate enter- 
prises sectors. The rate of profit does not ex- 
hibit a discernible trend movement over the 
period of observation. However, it is subject 
to pronounced pro-cyclical variations. A simi- 
lar picture emerges for the organic composi- 
tion of capital and the rate of exploitation. 
Econ. Rcc., Dec. 1983, 59(167), pp. 375-83. 
Macquarie University, New South Wales. 

Kmietowicz, Z. W, — The Bivariate Lognormal 
Model for the Distribution of Household Size 
and Income 

The paper represents evidence for the bivar- 
iate lognormal distribution of household size 
and income, and suggests that the model may 
be more generally applicable to rural and ur- 
ban households in developing countries. The 
result enables complete specification of the dis- 
tribution of household income per head, which 
is often unavailable, but which is very impor- 
tant for welfare and poverty studies. Also the 
inequality of distribution of household income 
and income per head can be readily measured 
and compared in terms of the Gini coefficient. 
Significant changes in the coefiBcient over time, 
between regions, etc., can also be detected. 
Manchester Sch. Econ. Soc. Stud., June 1984, 
52(2), pp. 196-210. University of Leeds and 
Makerere University, Kampala, Uganda. 

Morrisson, Christian — Income Distribution in 
East European and Western Countries 
This study compares income distribution in 
East and West, taking into account the effects 
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of different tax systems and the special benefits 
of the elite group in Eastern Europe. / Comp. 
Econ., June 1984, S(2), pp. 121-38. Univer- 
sity of Paris I and ficole Normale Superieure, 
Paris. 

Parker, Robert P. — Improved Adjustments for 
Misreporting of Tax Return Information 
Used to Estimate the National Income and 
Product Accounts, 1977 
F'or many years, the Bureau of Economic 
Analysis has adjusted its national income and 
product accounts (NIPA’s) to reduce the effects 
of taxpayer misreporting. Recent information 
on the extent of misreporting provided the ba- 
sis for substantial improvements. This article 
describes the use of tax return information in 
the NIPA’s, the previous adjustments, and the 
improved adjustments. For 1977, the im- 
proved adjustments add $21.8 billion, or about 
1 percent, to GNP and $57.8 billion, or 4 per- 
cent, to personal income. The improved adjust- 
ments, now only for 1977, will be extended 
forward and backward for incorporation in the 
NIPA’s in late 1985. Surv. Curt. Bus., June 
1984, 64(6), pp. 17-35. U.S. Department of 
Commerce, Bureau of Economic Analysis, 
Washington, D.C. 

van Weeren, Hans and van Praag, Bernard 

M. S The Inequality of Actual Incomes and 

Earning Capacities between Households in 
Europe 

In this paper the distributions of net house- 
hold income in Severn European countries 
(Belgium, Denmark, France, Great Britain, It- 
aly, the Netherlands, and West Germany) are 
considered. The analysis is made by means of 
inequality measurement in terms of the vari- 
ance of log-incomes cr* and the Theil index 
T; both these measures are so-called decom- 
posable inequality measures. Comparisons and 
decompositions are presented with respect to 
several socioeconomic characteristics for each 
country. The differences between countries 
are also discussed. Furthermore, a new con- 
cept is introduced, the earnings inequality in- 
dex, which is intended to measure earnings 
differences between occupations and other so- 
cial characteristics irrespective of the actual 
numbers in those groups. The data on which 


the authors base their estimates are from a sur- 
vey carried out in seven European countries, 
in October 1979. Europ. Econ. Rev., Mar. 1984, 
24(2), pp. 239-56. Leyden University. 

222 Input-Output 

Cronin, Francis J. — Analytical Assumptions 
and Causal Ordering in Interindustry Model- 
ing 

The overwhelming majority of applications 
of interindustry models have relied on the stan- 
dard model of demand-driven production 
functions — even when the exogenous pertur- 
bation originated on the supply side. For some 
time now, in fact, some economists have been 
suggesting an alternative to the standard 
model in situations of supply constraints. How- 
ever, this alternative model, relying on supply- 
constrained allocation functions, is not based 
on the precepts of standard microeconomic 
theory. There is, however, an inherent symme- 
try underlying interindustry analysis. That is, 
there actually exist four frameworks for em- 
ploying interindustry models that are differen- 
tiated by the analytical assumptions (i.e., pro- 
duction or allocation function) and the causal 
ordering (i.e., demand-driven or supply-con- 
strained) employed. This paper demonstrates 
the four frameworks, discusses the rationales 
for their use, and provides illustrative results 
based on their application to the 1967 U.S. in- 
terindustry table. Southern Econ. ]., Oct. 1984, 
57(2), pp. 521-29. Battelle Pacific Northwest 
Laboratories, Washington, D.C. 

Harrigan, Frank and Buchanan, lain — A Quad- 
ratic Programming Approach to Input-Out- 
put Estimation and Simulation 
This paper advocates the use of an explicit 
quadratic programing framework for the es- 
timation of input-output and related account- 
ing systems, where only partial information on 
their composition exists. A general quadratic 
programing statement is made of the estima- 
tion problem and a solution algorithm suitable 
for large problems is explained and tested. The 
paper concludes with an illustration of the use 
of the proposed methods in the simulation of 
a regional input-output table. J. Reg. Set., Aug. 
1984, 24(3), pp. 339-58. University of Strath- 
clyde, Scotland. 
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300 Domestic Monetary and Fiscal 
Theory and Institutions 

310 Domestic Monetary and Financiai. 
Theory and Institutions 

Bacskai, Tamas and Varhegyi, fiva — Monetiza- 
tion of the Hungarian Kconomy 
An adequate and fast reaction to the prepon- 
derantly monetary information coming from 
the country’s environment requires that the 
economic control and management rely to a 
greater extent on monetary regulation. It is 
also imperative to create domestic resources 
for development through a more profitable uti- 
lization of resources fostered by a bigger capi- 
tal and labor mobility. This presupposes the 
enhancement of the capability of Hungarian 
enterprises of perceiving and reacting swiftly 
to both external and internal market impulses. 
This aim can only be achieved by a monetized 
system of economic control. Acta Oecori., 
1983, 37(1-2), pp. 13-22. National Bank of 
Hungary, Budapest. 

.311 Domestic Monetary and Financial Theory and 
Policy 

Arnaudo, Aldo A Posibilidades de una poli- 

tica monetaria monetarista en una economia 
inflacionaria; Argentina 1978-1981 fThe 
Feasibility of a Monetarist Monetary Policy 
in an Inflationary Economy. Argentina, 
1978-1981) 

A monetarist monetary policy normally de- 
vised to obtain the stabilization of the level 
of nominal prices has to be adapted in an infla- 
tionary economy where prices are partially de- 
termined outside the monetary sector and 
pushed by the inflationary revenue devoted 
to finance government expenditures. In such 
a case, only a passive monetarist policy is possi- 
ble which mainly takes the price level as given. 
This kind of policy was tried in Argentina spe- 
cifically after the 1977 financial reform and un- 
til 1981. Nevertheless, it cannot be called mon- 
etarist, since the interest rates were paramount 
for the decisions of the monetary authority and 
the government deficit financed by means of 
the monetary base fluctuated erratically. Econ- 
omica, Jan.-Apr. 1983, 29(1), pp. 3-25 (Span- 
ish). National University of Cdrdoba, Argen- 
tina. 


Calliari, Sergio; Spinelli, F'ranco and Verga, 
Giovanni — Money Demand in Italy; A Few 
More Results 

The paper conducts an empirical investiga- 
tion of money demand in Italy over the period 
1960 to 1980. Its major findings are the follow- 
ing. First, learning lags are longer than adjust- 
ment lags, and biased results are obtained if 
the former are assumed away. Second, domes- 
tic interest and inflation rates and the uncov- 
ered Eurodollar rate affect the desired money 
stock in a statistically significant fashion; once 
again then, money turns out to be a .substitute 
for real assets and financial assets denominated 
in domestic and foreign currency. Third, 
money demand is .stable enough to justify the 
move toward monetary targets. Manchester 
Sch. Earn. Son. Stud., June 1984, 52(2), pp. 
141-59. Banca C’ommerciale Italiana; Interna- 
tional Monetary Fund, Washington, D.C., 
Catholic University in Milan. 

Cutula, Franco — Financial Innovation and 
Monetary Control in Italy 
The demand for money has become more 
interest-elastic because of the development of 
efficient markets for Trea.sury securities and 
because of more onerous bank reserve require- 
ments. The need to stimulate the demand for 
financial assets by means of rapid adjustments 
of interest rates and the decreasing effective- 
ness of administrative controls on bank credit 
have increased the need for using monetary 
aggregates as a guide for central bank action. 
On the other hand, financial innovations have 
also increased the factors making for instabil- 
ity; at present, the “announcement” of a 
money supply target might involve substan- 
tial risks. Banca Naz. Lavoro Quart. Rev., 
Sept. 1984, (1.50), pp. 219-56. Bank of Italy, 
Rome. 

Goldsmith, Raymond W. — The Stability of the 
Ratio of Nonfinancial Debt to Income 
Discusses long-term movements in the ratios 
of domestic nonfinancial debt to national prod- 
uct and compares them to those in the ratio 
of money to national product using as a basis 
estimates of the components of national bal- 
ance sheets in a forthcoming study. The ratios 
refer to between 11 and 18 countries for nine 
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benchmark dates between 1875 and 1978. The 
figures cast doubt on the hypothesis of a long- 
term stability of either ratio and suggest that 
the determination of the ratio of domestic non- 
financial debt to national product is complex 
and varies over time and among countries. 
Banco Naz. Lavoro Quart. Rev., Sept. 1984, 
(150), pp. 285-305. Yale University. 

Graziani, Augusto — The Debate on Keynes’ Fi- 
nance Motive 

The finance motive for holding money, in- 
troduced by keynes in articles published after 
the General Theory, is nowadays the object 
of renewed attention. Most authors tend, how- 
ever, to integrate the finance motive into the 
model of the General Theory, assimilating it 
to the transactions motive. The author shows 
instead that the finance motive can only be 
understood in the framework of a difi^erent 
model, where the problem of financing pro- 
duction is analyzed, in addition to the well- 
known problem of financing demand. Keynes’.s 
model appears thus to be richer as compared 
to its usual presentation in that it includes an 
analysis of the creation of money stock, which 
turns out to be an endogenous variable in the 
Keynesian model. Econ. Notes, 1984, (1), pp, 
5-34. University of Naples. 

Gregory, Allan W. — A Systems Approach to 

Simultaneity and the Demand for Money in 

Canada 

The purpose of this paper is to specify and 
to estimate a small system of equations describ- 
ing the Canadian economy and thereby to ex- 
amine the issue of simultaneous equations bias 
in the demand for money. The model is esti- 
mated using quarterly data over the period 
1970(2)-~1979(4), corresponding to the most re- 
cent floating exchange rate regime by ordinary 
least squares, two-stage least squares, three- 
stage least squares, and full-information maxi- 
mum likelihood under two sets of endogeneity 
assumptions. It is found that while the demand- 
for-money estimates are very similar for all of 
the least squares estimates, there can be sub- 
stantial diflFerences for the full-information esti- 
mates. Southern E^on. /, Oct. 1984, 51 (2), pp. 
401-18. University of Western Ontario, Lon- 
don, Canada. 


Home, Jocelyn and McDonald, Ian M. — Ra- 
tional Exp)ectations, Gradual Price Adjust- 
ment and Monetary Policy in Australia 
The purpose of this paper is to explore how 
gradual price adjustment affects the role and 
quantitative importance of anticipated and ac- 
tual monetary poUcy in Australia. The statisti- 
cal results suggest that the Australian economy 
exhibits both Keynesian and Classical features 
in that actual output is affected by the determi- 
nants of aggregate demand (anticipated mone- 
tary policy) and the determinants of the “natu- 
ral” level of output (hypothesized to be 
unemployment benefits). The statistical results 
also suggest that it is the gradual adjustment 
of prices that generates this eclectic behavior. 
Australian Econ. Pap., June 1984, 23(42), pp. 
79-90. University of Melbourne, Parkville, Vic- 
toria. 

Kormendi, Roger C. and Meguire, Philip G 

Cross-Regime Evidence of Macroeconomic 
Rationality 

Rational exp>ectations macromodels predict 
that the short-run effects of monetary shocks 
on real output (x) should be negatively related 
across policy regimes to the variability of such 
shocks. This paper presents cross-regime tests 
of this and related propositions based on a sam- 
ple of 47 countries. The within-regime esti- 
mates reveal a consistent pattern of positive 
short-run real output effects, with neutrality 
of money holding in the long run. The cross- 
regime tests show that x is negatively related 
to the variance of monetary shocks, positively 
related to the variance of real output shocks, 
negatively related to the variance of velocity 
shocks, and unrelated to either the mean or 
variance of anticipated money growth. / Polit. 
Econ., Oct. 1984, 92(5), pp. 875-908. Univer- 
sity of Chicago. 

Sundaresan, Mahadevan — Consumption and 
Equilibrium Interest Rates in Stochastic Pro- 
ducbon Economies 

This paper analyzes the behavior of equilib- 
rium real interest rates in an identical con- 
sumer economy in which the preferences are 
represented by time additive logarithmic util- 
ity functions and production technologies are 
Cobb-Douglas, with stochastic constant re- 
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turns to scale. The following main results are 
established; (1) When there is no relative price 
uncertainty, it is shown that the equilibrium 
interest rate has a nontrivial steady state distri- 
bution and exhibits a mean reverting ten- 
dency. The properties of the equilibrium inter- 
est rate are derived and discussed. (2) In a 
multi-good economy, even with additive 
preferences across goods, the equilibrium in- 
terest rates depend explicitly on relative 
prices. The substitution po.ssibiiities in produc- 
tion technologies induce this result. The results 
are compared and contrasted with related con- 
tributions in the financial economics literature. 
/ Finance, Mar. 1984, 39(1), pp. 77-92. Colum- 
bia University. 

Swanson, Peggy E. — The Integer Constraints 
on the Inventory Theory of Money Demand 
Although the inventory theoretic approach 
has been applied extensively to the analysis 
of transactions demand for money, the impact 
of integer constraints on individual (nonaggre- 
gated) optimal solutions has generally been ig- 
nored. This paper provides a proof that the 
explicit inclusion of the integer constraint does 
not negate any of the comparative static prop- 
erties of the inventory-theoretic model. The 
results show that the direction of impact of 
parameter changes will be the same as if the 
integer constraint did not exist when the pa- 
rameter change is of sufficient magnitude to 
cause any change. Quart J. Econ. Bus., Winter 
1984, 23(1), pp. 32-37. University of Texas, Ar- 
lington. 

Urich, Thomas J. and Wachtel, Paul — The Ef- 
fects of Inflation and Money Supply An- 
nouncements on Interest Rates 
This paper examines the impact of the 
money supply and inflation rate announce- 
ments on interest rates. Survey data on expec- 
tations are used to distinguish anticipated and 
unanticipated components of the announce- 
ments. The results indicate that the unantici- 
pated components of the announced charges 
in the Producers Price Index and in the money 
supply, but not the Consumer Price Index, 
have an immediate positive effect on short- 
term interest rates. There is no evidence of a 
delayed announcement effect. However, there 


is some indication of a liquidity effect of the 
money supply change on interest rates. This 
takes place when reserves are changing and 
several weeks prior to the announcement. / 
Finance, Sept. 1984, 39(4), pp. 1177-88. Ba- 
ruch College, New York; New York Univer- 
sity. 

312 Commercial Banking 

Dutkowsky, Donald H. — The Demand for 
Borrowed Reserves: A Switching Regression 
Model 

A microeconomic model of bank demand for 
borrowed reserves from the Federal Reserve 
is developed based upon constrained cost mini- 
mization. The derived demand function was 
found to correspond to behavior appropriate 
to the unknown switchpoint switching regres- 
sion problem. When estimated using monthly 
data, parameter estimates generally con- 
formed to theoretical expectations. The model 
was also tested for existence of switching re- 
gression behavior with significance exceeding 
99 percent in all cases. With the advent of re- 
serve intermediate targeting, it appears espe- 
cially necessary to reinvestigate the behavior 
determining this important source of reserves. 
/ Finance, June 1984, 39(2), pp. 407-24, Clark- 
son College of Technology, Potsdam, New 
York. 

Hogan, Warren P. and Sharpe, Ian C. — Regula- 
tion, Risk and the Pricing of Australian Bank 
Shares, 1957-1976 

Recent contributions to the theory of regula- 
tion have suggested the possibility of discrimi- 
natory regulation affecting risk and profits of 
firms subject to public intervention. This paper 
examines risk and wealth effects associated 
with Australian banking regulation. Support is 
found for the hypothesis that regulation re- 
duces risk and the hypothesis that statutory 
reserve deposit requirement policy involves an 
implicit tax on bank shareholders. Econ. Rec., 
Mar. 1984, 60(168), pp. 34-44. University of 
Sydney; University of Newcastle, New South 
Wales. 

Spencer, Peter D. — Precautionary and Specu- 
lative Aspects of the Behaviour of Banks in 
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the United Kingdom under Competition and 
Credit Control, 1972-80 
When deciding upon the balance of its port- 
folio, an economic agent must take into ac- 
count many different types of risk. The most 
obvious are those about future asset prices and 
transaction flows, which respectively lend the 
problem its speculative and precautionary as- 
pects. This paper develops a model of U.K. 
bank behavior under the Competition and 
Credit Control (CCC) conventions; the model 
allows for both types of risk and yet is suBi- 
ciently tractable to be fitted empirically. Fol- 
lowing previous UK studies, the author sup- 
poses that banks are risk averse, maximizing 
expected utility over a discrete decision pe- 
riod, and he assumes that the distribution of 
asset returns is independent of that of cash and 
reserve losses. In addition he assumes that if 
the precautionary balances chosen by the bank 
initially are insufficient to cope with outflows 
of funds during the decision period without 
infringing the CCC conventions, then the bank 
will face transactions or penalty costs. This as- 
sumption distinguishes the model from those 
used in previous analyses. Ecou.J., Sept. 1984, 
94(375), pp. 554-68. H. M. Treasury, London. 

313 Capital Markets 

Allen, Franklin and Postlewaite, Andrew — Ra- 
tional Expectations and the Measurement of 
a Stock’s Elasticity of Demand 
M. Scholes (1972) considered the effect of 
secondary sales of large blocks of stock on the 
price of the stock. However, he only looked 
at price changes occurring just before and just 
after the sale took place. It is argued here, us- 
ing a simple model, that if traders have rational 
expectations, they may anticipate the sale, and 
prices could reflect this possibility long before 
it actually occurs. To determine the full eflfect, 
it may therefore be necessary to consider the 
price path many months, or even years, before 
the sale. / Finance, Sept. 1984, 39(4), pp. 
1119-25. University of Pennsylvania. 

Barry, Christopher B. and Starks, Laura T. — 
Investment Management and Risk Sharing 
with Multiple Managers 
This paper addresses the investor’s decision 
to employ multiple managers for the manage- 


ment of investment funds. Under conditions 
such that specialization of managers and diver- 
sification among managers are not motives for 
the use of multiple managers, the paper shows 
that risk sharing considerations may be suffi- 
cient. A model is developed in which the deci- 
sion to use multiple managers is explicitly 
treated, and conditions are studied such that 
an increase or decrease in the number of man- 
agers would be desirable. Under some condi- 
tions, a multiple manager solution is preferred 
over a single manager solution. / Finance, 
June 1984, 39(2), pp. 477-91. Southern Meth- 
odist University, Dallas; Washington Univer- 
sity, St. Louis. 

Berges, Angel; McConnell, John J. and 
Schlarbaum, Gary G. — ^The Turn-of-the-Year 
in Canada 

January stock returns in the U.S. exceed re- 
turns for other months of the year. This paper 
documents a similar finding for Canadian 
stocks over the period 1951-80. However, 
Canada did not introduce a capital gauns tax 
until 1973, and the pap>er reports that January 
returns in Canada exceed returns for other 
months of the year before and after this date. 
Thus, these data do not support the tax-loss- 
selling-pressure hypothesis as the entire expla- 
nation for the turn-of-year effect in U.S. stock 
returns. /. Finance, Mar. 1984, 39(1), pp. 185- 
92. University of Madrid; Purdue University, 
Purdue University. 

Blanchard, Olivier J. and Watson, Mark W. — 
Bulles, anticipations rationnelles et marches 
financiers (Bubbles, Rational Exp>ectations, 
and Financial Markets) 

Can there be rational bubbles? On what sort 
of assets may they develop? Will they last in- 
definitely? Do they have real effects? Are they 
compatible with general equilibrium? These 
are some of the questions examined in the first 
part of the paper. How can we hope to detect 
such bubbles empirically? What tests can we 
construct and what is their power? What do 
the results suggest? These are some of the ques- 
tions examined in the second part of the paper. 
Ann. INSEE, Apr.-June 1984, (54), pp. 79-100 
(French). Massachusetts Institute of Technol- 
ogy; Harvard University. 
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Bond, Gary E. — The Effects of Supply and In- 
terest Rate Shocks in Commodity Futures 
Markets 

This pap>er extends previous studies of fu- 
tures markets to highlight the role of expecta- 
tions in the analysis of supply and interest rate 
shocks. Shocks that are expected to be perma- 
nent generally will create larger movements 
in spot and futures prices than shocks that are 
regarded as transitory. Further, the reactions 
of spot and futures prices may differ both quali- 
tatively and quantitatively depending on 
whether new information refers to events in 
the current period or to likely developments 
in some future period. The results demonstrate 
the potential importance of capturing expecta- 
tions effects in empirical studies of futures mar- 
ket behavior. Arner. ]. Agr. Ecott., Aug. 1984, 
55(3), pp. 294-301. Bureau of Agricultural Eco- 
nomics, Canberra. 

Booth, Laurence D. and Johnston, David J. — 
The Ex-Dividend Day Behavior of Canadian 
Stock Prices: Tax Changes and Clientele Ef- 
fects 

Theoretical developments have stressed the 
importance of investor marginal tax rates for 
the value of corporate financial decisions. This 
research estimates tfie marginal personal tax 
rate for 1970-80 from a Canadian data base 
by examining the ex-dividend day price de- 
cline and the associated dividend. The results 
are: there is a preference for capital gains, 
since the test statistic is only consistent with 
an investor in one of the highest marginal tax 
brackets; the test statistic behaves in a manner 
consistent with theory under four different tax 
periods and there is little support for either 
dividend or nationality based clientele theo- 
ries. / Finance, June 1984, 39(2), pp. 457-76. 
University of Toronto; Northeastern Univer- 
sity. 

Bower, Dorothy H.; Bower, Richard S. and 
Logue, Dennis E. — Arbitrage Pricing The- 
ory and Utility Stock Returns 
This paper presents some new evidence that 
Arbitrage Pricing Theory (APT) may lead to 
different and better estimates of expected re- 
turn than the Capital Asset Pricing Model 
(CAPM), particularly in the case of utility stock 


returns. Results for monthly portfolio returns 
for 1971-79 lead to the conclusion that regula- 
tors should not adopt the single factor risk ap- 
proach of CAPM as the principal measure of 
risk, but give greater weight to APT, whose 
multiple factors provide a better indication of 
asset risk and a better estimate of expected 
return. / Finance, Sept. 1984, 39(4), pp. 1041- 
54. Amos Tuck School, Dartmouth College. 

Branch, Ben; Cleit, Alan and Schneeweis, 
Thomas — The Determinants of Risk and Re- 
turn for Electric Utility Issues 
This study examines the determinants of 
stock performance for a sample of 79 electric 
(including gas/electric) companies over the 
1973-79 period. Multiple regres.sions were fit 
to explain beta, standard deviation of return, 
return to shareholders, and return on book 
equity. F'ive categories of independent varia- 
bles (operating revenue, unit price, financial 
coverage, operating leverage, and regulatory 
climate) were tested. The regulatory variables 
dominated the equations, while the financial 
leverage variables were insignificant. Other 
variables had modest impacts. These results 
should be useful to those interested in the de- 
terminants of public utility stock performance. 
Quart. J. Bus. Econ., Winter 1984, 23(1), pp. 
16-31. University of Massachusetts, Amherst: 
Versar, Inc.; University of Massachusetts, Am- 
herst. 

Cargill, Thomas F. and Meyer, Robert A. — Mu- 
nicipal Interest Rates and the Term Struc- 
ture of Inflationary Expectations 
Evidence on the Fisher effect has focused 
on yields subject to income taxes and little ef- 
fort has been directed toward investigating the 
relationship between inflation, inflationary ex- 
pectations, and municipal yields. The major re- 
sults of this study can be summarized as fol- 
lows: (a) nominal municipal yields are 
positively and significantly related to the ex- 
pected inflation rate, at least up to the five- 
year term structure; (b) in addition to expected 
inflation rates, nominal municipal yields have 
been negatively influenced by deviations from 
trend in the growth of real money supply and 
by supply-price shocks and positively influ- 
enced by autonomous demand shifts; (c) mu- 
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nicipal yields fail to completely incorporate in- 
flationary expectations. Financial Rev., May 
1984, 19(2), pp. 135-52. University of Nevada, 
Reno; University of California, Berkeley. 

Dhrymes, Phoebus J.; Friend, Irwin and Culte- 
kin, N. Bulent — A Critical Reexamination of 
the Empirical Evidence on the Arbitrage 
Pricing Theory 

This paper demonstrates that the Roll and 
Ross (RR) and other previously published tests 
of the Arbitrage Pricing Theory (APT) are sub- 
ject to several basic limitations. There is a gen- 
eral non-equivalence of factor analyzing small 
groups of securities and factor analyzing a 
group of securities sufficiently large for the 
APT model to hold. It is found that as one in- 
creases the number of securities, the number 
of “factors” determined increases. This in- 
crease in the number of “factors” with larger 
groups of securities cannot be readily ex- 
plained by a distraction between “priced” and 
“non-priced” risk factors, as it is not permissi- 
ble to carry out tests on whether a given “risk 
factor is priced” using factor analytic proce- 
dures. / Finance, June 1984, 39(2), pp. 323- 
46. Columbia University; University of Penn- 
sylvania; University of Pennsylvania. 

Dybvig, Philip H. — Short Sales Restrictions 
and Kinks on the Mean Variance Frontier 
With a short sales restriction, there may be 
switching points along the mean variance fron- 
tier corresponding to changes in the set of as- 
sets held. Traditional wisdom holds that each 
switching point corresponds to a kink, while 
Ross has claimed that kinks never occur. This 
paper shows that the truth lies between the 
two views, since the efficient frontier may or 
may not be kinked at a switching point. There 
is some indication that kinks are rare, since a 
kink corresponds to a portfolio in which all 
assets have the same expected return. /. Fi- 
nance, Mar. 1984, 39(1), pp. 239-44. Yale 
University. 

Flannery, Mark J. and James, Christopher 
M. — The Effect of Interest Rate Changes on 
the Common Stock Returns of Financial In- 
stitutions 

This paper examines the relation between 
the interest rate sensitivity of common stock 


returns and the maturity composition of the 
firm's nominal assets and liabilities. Using a 
sample of actively traded commercial banks 
and stock savings and loan associations, com- 
mon stock returns are found to be highly cor- 
related with interest rate changes. The co- 
movement of stock returns with interest rate 
changes is found to be positively related to the 
size of the maturity difference between the 
firm’s nominal assets and liabilities. The results 
of this study are consistent with the hypothesis 
that for financial firms the maturity composi- 
tion of nominal contracts is an important factor 
affecting their common stock returns. J. Fi- 
nance, Sept. 1984, 39(4), 1141-53. University 
of North Carolina, Chapel Hill; University of 
Oregon, Eugene. 

Forsythe, Robert; Palfrey, Thomas R. and 
Plott, Charles R. — Futures Markets and In- 
formational Efficiency: A Laboratory Exami- 
nation 

Through the use of laboratory market meth- 
odology, the effect of a futures market on the 
time path of asset prices is studied and compet- 
ing models of asset pricing are analyzed. With 
replication of market conditions, the predic- 
tions of a rational expectations equilibrium are 
relatively accurate whether or not futures mar- 
kets are present. However, the presence of fu- 
tures markets increases the speed with which 
an efficient equilibrium is achieved. While this 
more rapid adjustment can increase the vari- 
ance of spot market prices as they move to 
equilibrium, this increased variance reflects ef- 
ficiency gains due to better information. ]. Fi- 
nance, Sept. 1984, 39(4), pp. 955-81. Univer- 
sity of Iowa, Iowa City; Carnegie-Mellon 
University; California Institute of Technology, 
Pasadena. 

Franke, Gunter — Conditions for Myopic Valua- 
tion and Serial Independence of the Market 
Excess Return in Discrete Time Models 
Valuation of multiperiod cash flows is simpli- 
fied if a one-period pricing model can be ap- 
plied recursively period by period. First, it is 
shown for a Pareto efficient capital market that 
this simplification requires the future invest- 
ment opportunity set of each date to be known 
as of the preceding date, but aggregate con- 
sumption may be a random function of aggre- 





452 


Journal of Economic Literature 


gate wealth. Second, many tests of capital asset 
pricing models are performed assuming serial 
independence of the market excess return. 
The conditions required by this assumption are 
derived, and they are very unlikely to be satis- 
fied. / Finance, June 1984, 39(2), pp. 42,5-42. 
University of Constance, West Germany. 

Geske, Robert and Roll, Richard — On Valuing 
American Call Options with the Black- 
Scholes Kuropean Formula 
Empirical papers on option pricing have un- 
covered systematic differences between mar- 
ket prices and values produced by the Black/ 
Scholes European formula. Such “biases” have 
been found related to the exercise price, the 
time to maturity, and the variance. The au- 
thors argue here that the American option var- 
iant of the Black/Scholes formula has the po- 
tential to explain the first two biases and may 
partly explain the third. It can also be used 
to understand the empirical finding that the 
striking price bias reverses itself in different 
sample periods. The expected form of the strik- 
ing price bias is explained in detail and is 
shown to be closely related to past empirical 
findings. / Finance, June 1984, 39(2), pp. 448- 
55. University of California, Los Angeles. 

Ho, Thomas S. Y. and Macris, Richard G. — 

Dealer Bid- Ask Quotes and Transaction 

Prices: An Empirical Study of Some AMEX 

Options 

This paper, utilizing a dealer’s “trading 
book” information, presents empirical evi- 
dence supporting the validity of some dealer 
pricing models. It shows that much of the trans- 
action prices variation may be explained by 
the specialist’s optimal determination of his 
quotes, and the dealer’s bid-ask spread is an 
important explanatory variable in the ob- 
served transaction return. It also indicates that 
the dealer’s inventory level may aflPect his 
quotes, and thus the transaction prices and or- 
der arrivals. The paper provides insights into 
the relationship between transaction prices 
and equilibrium prices, and suggests that the 
proposed empirical model can be used to eval- 
uate a dealer’s performance. /. Finance, Mar. 
1984, 39(1), pp. 23—45. New York University. 
Smith Barney, Harris Upham & Co. Inc., New 
York. 


Huberman, Gur — Capital Asset Pricing in an 
Overlapping Generations Model 
This paper attempts to contribute to two rap- 
idly growing branches in economic theory: as- 
set pricing and “overlapping generations” 
models. The author formulates the model, 
shows that equilibrium prices exist, and dis- 
cusses some of their properties. Then he ap- 
plies the model to an asymmetric information 
environment to see if randomness in the num- 
ber of informed agents could confuse the unin- 
formed. Surprisingly, it could not. /. Econ. The- 
ory, Aug. 1984, 33(2), pp. 232—48. University 
of Chicago. 

Ingersoll, Jonathan E., Jr Some Results in 

the Theory of Arbitrage Pricing 
This paper derives a stronger version of 
G. Huberman’s recent “preference free” pric- 
ing theorem. This pricing result relates the ex- 
pected return on an as.set to its factor responses 
and the covariance structure of the residuals 
from a linear factor model. It must character- 
ize any infinite asset economy in which no arbi- 
trage opportunities are present whether or not 
the factor model has uncorrelated residuals. 
This result provides the intuition for the role 
of residual risk in the pricing model and elimi- 
nates some classes of arbitrage opportunities 
still present under Huberman’s bound. Some 
applications to empirical tests and perfor- 
mance measurement are also discussed. /. Fi- 
nance, Sept. 1984, 39(4), pp. 1021-39. Yale 
University. 

Jean, William H. — The Harmonic Mean and 
Other Necessary Conditions for Stochastic 
Dominance 

In this paper a systematic procedure is devel- 
oped to determine necessary conditions for all 
degrees of stochastic dominance. The previ- 
ously known necessary conditions are specified 
as to which degrees of dominance they belong, 
and two new necessary conditions, a ranking 
of harmonic means and a ranking of algebraic 
combinations of the first three moments, are 
derived. /. Finance, June 1984, 39(2), pp. 527- 
34. University of Alabama. 

Kandel, Shmuel — On the Exclusion of Assets 
from Tests of the Mean Variance Efficiency 
of the Market Portfolio 
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This paper presents an analysis of the testa- 
bility of the mean variance eEBciency of a mar- 
ket index, when the returns on some compo- 
nents of the index itself are not perfectly 
observable. The results are basically not sup- 
portive of the notion that mean variance effi- 
ciency is testable on a subset of the assets. 
Bounding the market share of the missing asset 
and its expected return is not sufficient to pro- 
duce a valid test. When the variance is 
bounded, and the amount of wealth that might 
be missing is small, it is possible to reject cor- 
rectly the mean variance efficiency hypothesis. 
J. Finance, Mar. 1984, 39(1), pp. 63-75. Univer- 
sity of Chicago. 

Kane, Alex; Lee, Young Ki and Marcus, Alan 

J. — Earnings and Dividend Announcements: 

Is There a Corroboration Effect? 

The authors examine abnormal stock returns 
surrounding contemporaneous earnings and 
dividend announcements in order to deter- 
mine whether investors evaluate the two an- 
nouncements in relation to each other. They 
find that there is a statistically significant in- 
teraction effect. The abnormal return corre- 
sponding to any earnings or dividend an- 
nouncement depends upon the value of the 
other announcement. This evidence suggests 
the existence of a corroborative relationship 
between the two announcements. Investors 
give more credence to unanticipated dividend 
increases or decreases when earnings are also 
above or below expectations, and vice versa. 
J. Finance, Sept. 1984, 39(4), pp. 1091-99. Bos- 
ton University. 

Kroll, Yoram; Levy, Haim and Markowitz, 

Harry M. — Mean-Variance versus Direct 

Utility Maximization 

Levy and Markowitz showed, for various 
utility functions and empirical returns distribu- 
tions, that the expected utility maximizer 
could typically do very well if he acted know- 
ing only the mean and variance of each distri- 
bution. Levy and Markowitz considered only 
situations in which the expected utility maxi- 
mizer chose among a finite number of alter- 
nate probability distributions. The present pa- 
per examines the same questions for a case 
with an infinite number of alternate distribu- 


tions, namely those available from the standard 
portfolio constraint set. / Finance, Mar. 1984, 
39(1), pp. 47-61. Hebrew University of Jerusa- 
lem; Hebrew University of Jerusalem; Baruch 
College. City University of New York. 

Litzenberger, Robert H. and Rolfo, Jacques — 

An International Study of Tax Effects of Gov- 
ernment Bonds 

This study examines the effects of taxes on 
the relative pricing of the interest and capital 
gains components of the returns on govern- 
ment securities in four major international cap- 
ital markets, the Federal Republic of Germany, 
Japan, the United Kingdom, and the United 
States. In each of these countries, a major class 
of bondholders is taxed on interest income at 
a higher rate than on capital gains income. It 
discusses the interpretation of the implied tax 
rates in a complex and in an incomplete bond 
market. It is shown that the relative pricing 
of capital gains and interest income is roughly 
consistent with the taxation of some of the ma- 
jor taxable holders of government bonds, that 
is, the locus of econometrically derived ordi- 
nary income and capital gains tax rates in a 
given country includes to a close approxima- 
tion the set of income and capital gains tax 
rates applicable to some of the major holders 
of government bonds. /. Finance, Mar. 1984, 
39(1), pp. 1-22. Stanford University; World 
Bank, Washington, D.C. 

Lyon, Andrew B. — Money Market Funds and 

Shareholder Dilution 

This paper analyzes the effects of a share 
valuation technique, amortized cost valuation, 
on institutional money market funds (MMFs) 
and their investors. The possibility of arbitrage 
between securities priced at market value and 
amortized MMFs is investigated. It is found 
that significant dilution has taken place as a 
result of this valuation technique. Losses per 
share have been about 10 basis points per year, 
pjvidence that arbitrageurs will take advantage 
of a misvaluation of the MMF and cause losses 
to other shareholders may suggest that some 
investors should reconsider the desirability of 
amortized MMFs for their investments. J. Fi- 
nance, Sept. 1984, 39(4), pp. 1011-20. Prince- 
ton University. 
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O’Hara, Maureen — Commodity Bonds and 

Consumption Risks 

This paper analyzes the economic role of 
commodity bonds by examining the nature of 
the demand for these securities. The author 
shows that while commodity bonds protect 
against relative price changes, they do so by 
introducing variability into the future real in- 
come stream. This variability limits the desira- 
bility of using commodity bonds to provide 
“price insurance" for future consumption. 
However, this variability may allow commod- 
ity bonds to hedge risks to consumption caused 
by stochastic changes in income. The analysis 
also suggests that it is this “income insurance” 
rather than “pure insurance" that is important 
in hedging risks to future consumption. / Fi- 
nance, Mar. 1984, d9(l), pp. 193-206. Cornell 
Univer.sity. 

Perrakis, Styliano.s and Ryan, Peter J. — Option 

Pricing Bounds in Discrete Time 

Upper and lower bounds are derived for call 
options traded at discrete intervals. These 
bounds are independent of assumptions on the 
stock price distribution other than a restriction 
satisfied by the stock being “non-negative 
beta.” The development of the bounds relies 
on the single price law and arbitrage argu- 
ments. Both single-period and multi-period 
results are produced, and put option bounds 
follow by extension. The bounds exist as equi- 
librium values given a consensus on stock price 
distribution; they are also valid for empirical 
studies, being adjustable for dividends and 
commissions. / Finance, June 1984, 39(2), pp. 
519-25. University of Ottawa. 

Ramakrishnan, Ram T. S. and Thakor, Anjan 

V. — The Valuation of Assets under Moral 

Hazard 

The authors examine the design of manage- 
rial contracts in a capital market setting. Eco- 
nomic agents are risk averse and managerial 
actions affect returns that contain both system- 
atic and idiosyncratic risks. The major predic- 
tions are: (1) managerial contracts will gener- 
ally depend on systematic and idiosyncratic 
risks, (2) idiosyncratic risks will generally be 
important in investment decisions (in sharp 
contrast to the prescriptions of asset pricing 


models), (3) compensations of managers of 
firms with high idiosyncratic risks will depend 
less on their firms’ excess returns, and (4) wages 
of managers of larger firms will depend more 
on their firms’ excess returns. /. Finance, Mar. 
1984, 39(1), pp. 229-38. Massachusetts Insti- 
tute of Technology; Northwestern University, 
Flvanston, Illinois; Indiana University, Bloom- 
ington. 

Roll, Richard — A Simple Implicit Measure of 
the Effective Bid-Ask Spread in an Efficient 
Market 

In an efficient market, the fundamental 
value of a security fluctuates randomly. How- 
ever, trading costs induce negative serial de- 
pendence in successive observed market price 
changes. In fact, given market efficiency, the 
effective bid-ask spread can be measured by 
twice the square root of the first-order serial 
covariance of price changes. This implicit mea- 
sure is derived and then shown empirically to 
be negatively related to firm size and, by impli- 
cation, to trading volume. J. Finance, Sept. 
1984, 39(4), pp. 1 1 27-39. University of Califor- 
nia, Los Angeles. 

Silber, William L. — Marketmaker Behavior in 
an Auction Market: An Analysis of Scalpers 
in Futures Markets 

This paper focuses on the role of scalpers 
as marketmakers in the competitive auction 
of futures exchanges. The author uses transac- 
tions data of a representative scalper to iden- 
tify the source of .scalper earnings. He finds 
that scalpers provide liquidity services to in- 
coming market orders, thereby facilitating 
commercial hedging. Scalper earnings are pos- 
itively related to the bid-asked spread and neg- 
atively related to the length of time a position 
is held. / Finance, Sept. 1984, 39(4), pp. 937- 
53. New York University. 

Stapleton, Richard C. and Subrahmanyam, 
Marti G. — ^The Valuation of Multivariate 
Contingent Claims in Discrete Time Models 
There are several examples in the literature 
of contingent claims whose payoffs depend on 
the outcomes of two or more stochastic varia- 
bles. Familiar cases of such claims include op- 
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tions on a portfolio of options, options whose 
exercise price is stochastic, and options to ex- 
change one asset for another. This paper de- 
rives risk neutral valuation relationships 
(RNVRs) in a discrete time setting, which fa- 
cilitate the pricing of such complex contingent 
claims, in two specific cases; joint lognormally 
distributed underlying variables and constant 
proportional risk aversion on the part of inves- 
tors, and Joint normally distributed underlying 
variables and constant absolute risk aversion 
preferences. This method is then applied to 
the valuation of several interesting complex 
contingent claims such as multiperiod bonds, 
multicurrency option bonds, and investment 
options. / Finance, Mar. 1984, 39(1), pp. 207- 
28. University of Manchester; New York Uni- 
versity. 

Pearce, Douglas K. — An Empirical Analysis of 
Expected Stock Price Movements 
This paper analyzes the stock price forecasts 
from the Livingston survey of professional 
economists. Using the individual survey re- 
sponses, the study tests the rationality of these 
stock price predictions and then investigates 
the relationship between the respondents’ 
stock price expectations and their forecasts of 
inflation and real growth. The results indicate 
that the expected stock price changes are not 
consistent with rational expectation formation. 
The evidence also implies that the respondents 
believed common stock to have been a good 
hedge against inflation prior to 1972 but that 
they expected real stock returns to be ad- 
versely affected by inflation after 1972. / 
Money, Credit, Banking, Aug. 1984, 16(3), pp. 
317-27. University of Missouri, Columbia. 

314 Financial Intermediaries 

Smith, Donald J. — A Theoretic Framework for 
the Analysis of Credit Union Decision Mak- 
ing 

This paper presents a formal theoretic 
framework to analyze credit union interest 
rates on loans and savings deposits. The unique 
motivational and institutional features of a 
credit union, in particular its structure as a fi- 
nancial service cooperative, are used to de- 
velop the objective function and balance sheet 
and operating statement constraints. The prin- 


cipal result is that the optimal rates and reac- 
tions to exogenous changes depend critically 
on the preference of the organization toward 
financial gain to its borrowing and saving mem- 
bers. /. Finance, Sept. 1984, 39(4), pp. 1155- 
68. Boston University. 

320 Fiscal Theory and Policy; Public 
Finance 

321 Fiscal Theory and Policy 
Blanchard, Olivier J. — Current and Antici- 
pated Deficits, Interest Rates and Economic 
Activity 

There is a widespread feeling that current 
deficits, in Europe and the U.S., may hurt 
rather than help the recovery. This paper ex- 
amines some of the issues involved, through 
a sequence of three models. The first model 
focuses on sustainability and characterizes its 
determinants. It suggests that the issue of sus- 
tainability may indeed be relevant in some 
countries. The second model focuses on the 
effects of fiscal policy on real interest rates and, 
in particular, on the relative importance of the 
level of deficits and the level of debt in deter- 
mining interest rates. The third model focuses 
on the effects of fiscal policy on the speed of 
the recovery. It shows how a sharply increasing 
fiscal expansion might be initially contraction- 
ary rather than expansionary. Europ. Econ. 
Rev., June 1984, 25(1), pp. 7-27. Massachusetts 
Institute of Technology. 

Boadway, Robin and Bruce, Neil — A General 
Proposition on the Design of a Neutral Busi- 
ness Tax 

This article discusses a simple and general 
means of levying a business tax that is “neutral" 
in the sense that it does not effect the firms’ 
decisions at the margin. In particular, the au- 
thors analyze the effect of a business tax of 
their design on the investment decision of the 
firm. The well-known “imputed income’’ and 
“immediate write-off” methods of levying a 
neutral business tax are found to be special 
cases of their general tax design. The implica- 
tion of the results is that a neutral “pure prof- 
its” tax can be levied without the informational 
difficulties of the implicit rent deduction 
method or the cash flow disadvantages of the 
immediate write-off method. /. Public Econ., 
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July 1984, 24(2), pp. 231-39. Queen’s Univer- 
sity, Kingston, Ontario. 

Bohm, Peter — Revealing Demand for an Ac- 
tual Public Good 

In .spite of important theoretical advances 
and a number of laboratory tests in recent 
years, no practicable mechanism for revealing 
demand for public goods has yet emerged. A 
method is presented, which seems capable of 
meeting the political demands of such mecha- 
nisms. It was successfully tested on an actual 
public good project provided by the Swedish 
government. The method is evaluated against 
the background of the results of this nonlabora- 
lory and nonhypothetical test. / Public Econ., 
July 1984, 24(2), pp. 135-51. University of 
Stockholm. 

Christiansen, Vidar — Which C^ommodity Taxes 
Should Supplement the Income Tax? 

The analysis takes as its point of departure 
a continuum of a consumers’ economy in 
which an optimum income tax exists and is 
the only lax instrument in operation. The wel- 
fare effects of introducing small excise taxes 
to supplement the income tax are then ex- 
plored. Essential in this context are changes 
in the tax distortions of work incentives. It is 
shown that a commodity should be taxed or 
subsidized depending on whether it is posi- 
tively or negatively related to leisure in a sense 
that is precisely defined. The results are related 
to earlier contributions to the literature on di- 
rect versus indirect taxation. / Public Econ., 
July 1984, 24(2), pp. 19,5-220. University of 
Oslo. 

Comes, Richard and Sandler, Todd — Easy Rid- 
ers, Joint Production, and Public Goods 
This article explores the comparative statics 
of the demand for a marketed good that jointly 
provides public and private outputs. The au- 
thors use some duality theory and a simple geo- 
metric technique to analyze the determinants 
of easy riding, the stability of equilibria, and 
the effects of group size on the suboptimality 
of Nash-Cournot behavior. In particular, the 
article demonstrates that an increase in group 
size need not lead to greater suboptimality. 
Moreover, the substitution effect associated 


with easy riding is shown to be capable of ex- 
plaining results previously ascribed to income 
effects. The stability conditions for an n -person 
public good model are also derived. Econ. /, 
Sept. 1984, 94(375), pp. 580-98. Australian Na- 
tional University; University of Wyoming. 

Fraser, Clive D. — Optimal Compensation for 
Potential Fatality 

J. J. Cordes and B. A. Weisbrod have recently 
demonstrated that the requirement that the 
government actually compensate individuals 
adversely affected by public projects is likely 
to have serious resource allocation implica- 
tions. The authors examine a rudimentary 
model of government discretionary behavior 
subject to a compen.sation requirement in the 
presence of physical risks. Risk assessments are 
endogenous and asymmetrically held — fea- 
tures enabling analysis of the trade-offs be- 
tween compensation and protection of infor- 
mation available to the government and 
analysis of the structure of compensation that 
motivates it to do what is objectively best for 
the individual. The authors show that, paradox- 
ically, greater government discretion seems 
more likely to ensure the latter. / Public. 
Exon., Apr. 1984, 23(3), pp. 307-32. University 
of Warwick, Coventry. 

Goacher, D. J. — National Savings, Fiscal Policy 
and Macroeconomic Stability 
Recently, National Savings instruments have 
become an important source of financing for 
the British Central Government Borrowing 
Requirement. In this paper the author intro- 
duces a representative National Savings instru- 
ment (with fixed nominal rate of interest and 
in perfectly elastic supply) into the familiar 
pseudo-dynamic IS-LM framework. The anal- 
ysis has rather strong implications for the effec- 
tiveness of government fiscal policy, particu- 
larly under money residual financing of the 
budget. In addition, the existence of the Na- 
tional Savings instrument introduces a singu- 
larity into the dynamic system, which causes 
macroeconomic equilibrium to be non-unique 
and stability of the system to take on an inter- 
esting new dimension. Oxford Exon. Pap., 
Mar. 1984, 26(1), pp. 16-26. University of Shef- 
field. 
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Croenewold, Nicolaas — Short-Run Tax Inci- 
dence 

This paper presents an analysis of short-run 
tax-incidence within a framework that charac- 
terizes the short run in terms of a neoclassical 
model subject to price and/or wage rigidities. 
Two versions of the model are analyzed — one 
with price and wage rigidity and one with 
wage rigidity only. The diEFerential incidence 
of four types of taxes (a wage tax, a profits tax, 
an income tax, and a sales tax) is examined 
under the assumption that the government’s 
budget constraint is satisfied by adjustments 
in a lump-sum tax. Oxford Eicon. Pap., Mar. 
1984, 36(1), pp. 146-61. University of Tasma- 
nia, Australia. 

Koskela, Erkki and Kanniainen, Vesa — Chang- 
ing the Tax Base and Risk-Taking 
This paper analyzes the relative efiFective- 
ness of various taxes in terms of how they affect 
risk-taking. Unlike most of the earlier litera- 
ture, changes in taxes are conducted to keep 
the expected tax revenue or alternatively, the 
expected utility, unchanged. The government 
is assumed in turn to be able to or unable to 
predict the consequent portfolio reallocation. 
It turns out that in the absence of bankruptcy, 
income tax with a full loss-offset provision has 
greater impact on risk-taking than a wealth 
tax at the margin. Moreover, under the Arrow 
hypothesis on risk aversion, risk-taking may 
well increase when the tax base is shifted to- 
ward the risky asset. Finally, under quite plau- 
sible circumstances, a linear progressive in- 
come tax is more effective than a proportional 
one if government de.sires to influence risk-tak- 
ing, Oxford Eicon. Pap., Mar. 1984, 36(1), pp. 
162-74. University of Helsinki. 

Kurz, Rudi — Staatsverschuldung und Eiiikom- 
mensverteilung. Einige kritischc Anmer- 
kungen zur These von den unsozialen Ver- 
teilungswirkungen (Public Debt and Income 
Distribution. Some Critical Notes on Unso- 
cial Distributional Effects) 

The author analyzes the question of how per- 
sonal income distribution is affected by govern- 
ment budget deficits. He arges that the con- 
ventional approach (Transferansatz) based on 
a comparison of the distribution of public inter- 


est payments and the incidence of correspond- 
ing taxes is not valid, either theoretically or 
empirically. In the theoretical respect, this ap- 
proach is too narrow and thus neglects central 
aspects of the problem. Even if theoretically 
valid, German micro-data provide no evidence 
supporting the common unsocial distributional 
effect thesis. The author develops a rudimen- 
tary approach to determine the distributional 
effects of public deficits in a macroeconomic 
context, showing that the distributional effects 
crucially depend on the employment effects. 
Konjunkturpolitik, 1984, 36(4), pp. 217-32 
(German). Institute for Applied Economic Re- 
search, Tubingen, West Germany. 

Le Grand, Julian — Optimal Taxation, the Com- 
pensation Principle and the Measurement 
of Changes in Economic Welfare 
This paper explores the implications of opti- 
mal taxation for the measurement of changes 
in economic welfare. It shows that the measure 
implied by the compensation principle — the 
sum of the relevant compensating variations — 
IS only accurate in the presence of optimal 
lump-sum taxation: an unsurprising conclusion, 
but a gloomy one given that such taxation is 
generally infeasible. However, all is not lost. 
The paper uses the linear income tax case to 
show that it is possible to derive weights that 
can be attached to the relevant compensating 
variations to provide accurate measures of 
changes in welfare in the presence of second- 
best taxation: weights that can be calculated 
from observable data. ]. Public Eicon., July 
1984, 24(2), pp. 241-48. London School of Eco- 
nomics. 

Palfrey, Thomas R. and Rosenthal, Howard — 
Participation and the Provision of Discrete 
Public Goods: A Strategic Analysis 
This paper considers the Nash equilibria to 
a game where a discrete public good is to be 
provided. Each individual may participate by 
making a fixed contribution. If a sufficient num- 
ber of contributions are made, the good is pro- 
vided. Otherwise, the good is not provided. 
One variant of the rules allows for contribu- 
tions to be refunded when the good is not pro- 
vided. For pure strategies, the authors find that 
the Nash equilibria with a refund are a superset 
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of those without a refund. For both rules, the 
efficient number of players contributing is an 
equilibrium. For mixed strategies, to every 
equilibrium without a refund, there is a corre- 
sponding equilibrium with a refund with a 
higher number of expected contributors. 
Mixed strategy equilibria “disappear” as the 
number of players grows large. Some results 
reported in the experimental literature are dis- 
cussed in light of these theoretical results. / 
Public Econ.. July 1984, 24(2), pp. 171-93. Car- 
negie-Mellon University. 

Oswald, Andrew J. — Three Theorems on Infla- 
tion Taxes and Marginal Kmployment Subsi- 
dies 

The paper studies the microeconomic theory 
of inflation taxes and marginal employment 
.subsidies. It proves that under very weak a.s- 
sumptions (i) an inflation tax will reduce the 
long-run equilibrium wage or price and (ii) that 
a marginal employment subsidy will raise the 
long-run equilibrium employment level. The 
theorems, which show the policies’ formal .simi- 
larities, are illustrated with examples. One ca- 
veat is also raised: in a competitive industry 
(rather than a single firm), with free entry and 
exit, a marginal employment subsidy might re- 
duce the total number of jobs. The paper also 
proves (iii) that in special circumstances a tax 
on inflation is exactly equivalent to a marginal 
employment subsidy. £con. /, Sept. 1984, 
94(375), pp. 599-61 1. University of Oxford and 
Princeton University. 

Schweizer, Urs — Welfare Analysis of Excise 

Tax Evasion 

Raising a given level of revenues from excise 
taxes is only used as a second-best framework 
:o discuss welfare aspects of tax evasion. In this 
way, risk neutrality assumed, a modification 
of the Ramsey tax problem is arrived at, where 
orofits, contrary to the classical case, remain 
untaxed. While no optimal tax rule is given, 
the welfare analysis fully reveals whether tax 
jvasion should be prevented by the proper 
Denalty rate or not, depending on the cost 
structure of evading and non-evading suppli- 
iTS. Z. ges. Staatswiss., June 1984, 140(2), pp. 
247-58. University of Bielefeld, West Ger- 
many. 


Silvestre, Joaquim — Voluntariness and Effi- 
ciency in the Provision of Public Goods 
The author offers a characterization of Lin- 
dahl allocations, which makes no reference to 
personalized prices. Lindahl equilibria are 
characterized here by two conditions; Pareto 
efficiency and a voluntariness condition. Vol- 
untariness requires that no consumer may ben- 
efit from a reduction in his contribution if this 
means that the vector of public goods must 
be reduced in the same proportion. The inter- 
section of the (large) set of voluntary allocations 
and that of efficient ones turns out to be (under 
differentiability) the set of Lindahl allocations. 
/ Public Econ., July 1984, 24(2), pp. 249-56. 
University of California, Davis, and Universitat 
Autonoma de Barcelona. 

Sterks, Gees G. M. — The Structural Budget 
Deficit as an Instrument of Fiscal Policy 
The article describes how the structural bud- 
get deficit is or has been applied as an instru- 
ment of fiscal policy in the United States (the 
Full or High Employment Budget), the Neth- 
erlands (the Structural Budget Norm), and 
West Germany (the Cyclically C'orrected Bud- 
get). The structural budget deficit is used as 
a guideline for fiscal policy (normative) and/ 
or as an index in formulating a summary num- 
ber to measure the cyclical influence of the 
budget (analytical). In the article only the first 
use is supported. Furthermore, it is shown that 
the structural deficit in the Netherlands is not 
only the highest one, but also shows the biggest 
departure from its normative value. De Econo- 
mist, June 1984, 132(2), pp. 183-203. Univer- 
sity of Groningen, The Netherlands. 

Tinbergen, Jan — On Collective and Part-Col- 
lective Goods 

Part-collective goods are defined as a contin- 
uum between private and purely collective 
goods. Their degree of collectivity is indicated 
by a parameter as used in a special case of 
the CES production function. P’actor inputs in 
the latter play the role of quantities available 
to individuals of the collective good; product 
in the production function corresponds with 
total quantity available of the collective good. 
Parameter values range from —1 (private 
goods) to —00 (purely collective goods). Exter- 
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nal data determine the varying parameter 
values of a given partly collective good. The 
latter are in need of an allocation system. De 
Elco7iomist, June 1984, I32{2), pp. 171-82. 
Erasmus University. 

Whalley, John — Basis Linkage in International 
Tax Treatment of Goods and Capital Income 
Bases for goods and capital income taxation 
need to be considered simultaneously when 
evaluating their international impacts. A 
linked origin basis for good taxation and split 
rate corporate tax (origin /split-rale) is com- 
pared with destination basis goods taxation and 
a credit corporate tax (destination /credit). 
With a restriction on credit rates, the well- 
known neutrality proposition on movements 
between origin and destination bases can be 
extended to “origin /split-rate," “destination/ 
credit” changes. Under mismatched bases non- 
neutralities may appear. Basis linkage appears 
to be a significant issue in the EEC where har- 
monization of goods and capital income taxa- 
tion are currently being considered indepen- 
dently. Nat. Tax /, June 1984, 37(2), pp. 195- 
200. University of Western Ontario, London, 
Canada. 

Wisley, Thomas O. — The Effectiveness of Fis- 
cal Policy under a Consumption Tax 
This article examines the effectiveness of fis- 
cal policy when tax revenues are raised by a 
tax on consumption expenditures. A standard 
IS-LM framework incorporating a govern- 
ment budget constraint and a tax on consump- 
tion expenditures is used in the analy.sis. It is 
shown that, depending on parameter values, 
the system may not be stable for either a 
money-financed or a bond-financed increa.se 
in government purchases. If the system is sta- 
ble, the long-run multiplier is positive for the 
money finance case; but, it may be either posi- 
tive or negative for the bond finance case. 
Quart. Rev. Econ. Bus., Spring 1984, 24(1), pp. 
33-41. University of Missouri, Columbia. 

323 National Taxation and Subsidies 
Brean, Donald J. S. — International Portfolio 
Capital: The Wedge of the Witholding Tax 
This paper analyzes the effects of the 1975 
elimination of the witholding tax on interest 


paid by Canadian corporations on medium- 
term and long-term borrowings from foreign 
sources. Examination of relevant financial vari- 
ables, including yields, corporate interest pre- 
mia, real international corporate differentials 
and portfolio capital flows reveals several eco- 
nomic changes in Canada attributable to the 
wedge of the tax. The corporate interest pre- 
mium dropped significantly relative to the pre- 
mium in the United States, the real interna- 
tional corporate differential also fell, and the 
volume of net foreign portfolio capital flows 
to the Canadian corporate sector rose substan- 
tially after 1975. Nat. Tax J , June 1984, 37(2), 
pp. 239-47. Institute for Policy Analysis, Uni- 
versity of Toronto. 

Eisner, Robert; Albert, Steven H. and Sullivan, 
Martin A. — The New Incremental Tax 
Credit for R&D: Incentive or Disincentive? 
The new incremental tax credit for R&D 
has a limited potential for stimulating expendi- 
tures and in some cases actually discourages 
them. The credit is pro-cychcal and sensitive 
to inflation. An initial surge in credit claims 
arises from shifts in the proportions of R&D 
deemed qualified rather than increases in total 
R&D. From 1983 to 1985 the credit is likely 
to cost over $1 billion annually, exceeding ini- 
tial Treasury estimates. A number of modifica- 
tions to the credit would increase its incentive 
effects; the most important of these would re- 
design the firm-specific, moving-average base 
so that increases in current expenditures would 
not reduce future credits. Nat. Tax ].. June 
1984, 57(2), pp. 171-83. Northwestern Univer- 
sity. Evanston, Illinois. 

Hendershott, Patric H. and Ling, David C. — 
Trading and the Tax Shelter Value of Depre- 
ciable Real Estate 

For well-diversified investors in depreciable 
real estate, the trading decision may be made 
with the sole objective of maximizing the prop- 
erty’s depreciation tax shelter net of all capital 
gain taxes and transaction costs. This paper de- 
velops a dynamic programming model in 
which the optimal trading strategies and de- 
preciation methods of all investors in a prop- 
erty are simultaneously determined. The ef- 
fects of inflation, depreciation, recapture, and 



460 


Journal of Economic Literature 


choice of depreciation method are analyzed, 
and the costs of suboptimal trading are mea- 
sured. The model is applied to both conven- 
tional residential and commercial income 
aroperties under post-EHTA lax rules. At sin- 
gle digit inflation rates, properties are traded 
multiple times, and the costs of suboptimal 
trading are signiflcanl. Nat. Tax /, June 1984, 
57(2), pp. 213-23. Ohio State University; Uni- 
versity of P’lorida. 

jong, James E. and Scott, Frank A., Jr. — The 
Impact of the 1981 Tax Act on Fringe Bene- 
fits and Federal Tax Revenues 
One impact of the income tax rale reduc- 
tions of the Economic Recovery Tax Act of 
1981 is to raise the effective price of nontaxed 
imployee fringe benefits such as pensions and 
^roup insurance. As employees substitute cash 
income for fringe benefits, the federal income 
and payroll tax bases expand. Federal tax reve- 
lue is projected to rise by as much as 4 percent 
iS the wage share of employee compensation 
increases in response to lower tax rates. Taxing 
Tinge benefits will raise revenue by 12 percent 
f work effort is unaffected by a broadening 
of the tax base. Nat. Tax /, June 1984, 57(2), 
op, 185-94. Auburn University; University of 
'entucky. 

24 State and Local Government Finance 

Barthold, Thomas and Plotnick, Robert — Es- 
tate Taxation and Other Determinants of 
Charitable Requests 

This study offers a new empirical contribu- 
ion to the charitable bequest literature using 
lata on large Connecticut estates from the 
930s and 1940s. The authors exmine the ef- 
ects of demographic variables, estate size, and 
he estate tax rate on charitable bequests. The 
indings do not confirm the theoretical predic- 
ion that higher estate tax rates encourage 
arger charitable bequests. The estimates of the 
vealth elasticity of charitable bequests are con- 
istent with other fiindings. A surviving spouse 
nd children diminish the size of charitable 
requests, but more distant relatives and the 
•ge and sex of the decedent do not. A stated 
^ligious preference has a strong positive im- 
lact on the size of such bequests. Analyses of 
our separate categories of charitable bequests 


yield similar results. Bequests to religious orga- 
nizations are the most wealth inelastic. The 
authors also find that the number of charitable 
categories given bequests is influenced by the 
same variables that determine total charitable 
bequests. Nat. Tax J., June 1984, 37(2), pp. 
225-37. Dartmouth College; University of 
Washington. 

Bradbury, Katharine L., et al. — State Aid to 
Offset Fiscal Disparities across Communities 
Both the availability of taxable resources and 
the costs of producing local services vary 
widely across jurisdictions. This situation is 
widely regarded as inequitable, and many state 
aid programs have been designed to offset the 
fiscal disadvantages faced by jurisdictions with 
relatively low resources or relatively high costs. 
Existing programs, however, account for these 
fiscal disparities in an ad hoc manner, particu- 
larly on the cost side. The paper defines the 
concept of uncontrollable costs, presents a re- 
gression-based method for measuring cost dif- 
ferences, calculates a community's fiscal disad- 
vantage as a function of its costs and resources, 
and designs state aid programs to offset this 
fiscal disadvantage. The approach presented 
here is based on .simple concepts and can be 
implemented with readily available data. It 
was developed as part of the debate over state 
aid in Massachusetts where a modified version 
of the approach has recently been enacted. 
Coauthors are: Helen F. Ladd, Mark Perrault, 
Andrew Reschovsky, and John Yinger. Nat. 
Tax /, June 1984, 57(2), pp. 151-70. Federal 
Reserve Bank of Boston. 

Eppie, Dennis; Filimon, Radu and Romer, 
Thomas — Equilibrium among Local Juris- 
dictions: Toward an Integrated Treatment 
of Voting and Residential Choice 
In models of local public goods with mobile 
consumers, existence of equilibrium is proble- 
matic. Difficulties with existence of equilib- 
rium that arise in models with discrete loca- 
tions and in models with voting are 
compounded when both features are intro- 
duced into the same model. The authors pres- 
ent conditions under which equilibrium exists 
in a model where freely mobile households 
choose community of residence and amount 
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of housing consumption and vote on the level 
of public goods provision. These conditions in- 
volve restrictions on preferences and the tech- 
nology of public goods supply. At least some 
of these conditions appear consistent with em- 
pirical observations. The authors discuss the 
implications of the conditions and their role 
in assuring existence of equilibrium. A series 
of computational examples provide illustra- 
tions of the way these conditions interact, and 
the difficulties that must be confronted if they 
are to be relaxed. / Public Econ., Aug. 1984, 
24(3), pp. 281-308. Carnegie-Mellon Univer- 
sity; Tulane University. New Orleans; Carne- 
gie-Mellon University. 

Fox, William F. and Campbell, Charles — Sta- 
bility of the State Sales Tax Income Elasticity 
Revenue stability for a tax source is defined 
here as the situation where the income elastic- 
ity of revenues is countercyclical; that is, the 
elasticity rises in a recession and declines in 
an expansion. A sales tax revenue function is 
conceptualized in a manner such that the in- 
come elasticity is endogenous and a function 
of the position in the business cycle, the inter- 
est rate, and the inflation rate. Short-run in- 
come elasticities are then measured based on 
the economic conditions existing over the past 
eight years. A varying elasticity model is em- 
ployed to estimate the revenue function for 
ten categories of sales. The short-run elastici- 
ties shift dramatically over the years, with 
those for durable goods rising in recessions and 
falling in expansions. The aggregate sales tax 
elasticity moves in a procyclical fashion, evi- 
dencing that the sales tax is unstable. A varying 
elasticity model is demonstrated to provide im- 
proved forecasts over the historical period 
compared with a constant elasticity model. 
Nat. Tax /, June 1984, 37(2), pp. 201-12. Uni- 
versity of Tennessee, Knoxville. 

Moffitt, Robert A. — The Effects of Crants-in- 
Aid on State and Local Expenditures: The 
Case of AFDC 

This paper develops econometric methods 
to estimate the effect of the piecewise-linear 
budget constraints created by grant formulas 
in which the subsidy rate is not constant over 
expenditures (e.g., closed-end grants). The 


methods are applied to the Aid to Families 
with Dependent Children (AFDC) program. 
The results show that, because of the kinked 
nature of the grant formula, (1) the present 
federal formula actually increases cross-state 
inequality in AFDC benefits; (2) several sub- 
sidy rates in the formula actually reduce bene- 
fits; and (3) the so-called “flypaper” effect dis- 
appears. / Public. Eicon., Apr. 1984, 23(3), pp. 
279-305. University of Wisconsin, Madison. 

Vogt, Michael G. — Municipal Bond Banks and 
Their Effects on the Finances of Local Gov- 
ernments 

This article describes the operations of the 
Maine Municipal Bond Bank and presents esti- 
mates of the effect of the bank on the indebted- 
ness of local governmental units. The major 
finding is that the Maine Bond Bank has in- 
creased the indebtedness of local governmen- 
tal units. This result is due to the ability of 
the bank to lower borrowing costs. Evidence 
was also found that the amount of indebtedness 
of local governments in Maine depends on bor- 
rowing costs. Quart. J Bus. Econ., Winter 
1984, 23(1), pp. 38-50. Eastern Michigan Uni- 
versity, Ypsilanti. 

Wilson, John D. — The Excise Tax Effects of 
the Property Tax 

This paper constructs a theory of how differ- 
ences across regions in property tax rates affect 
product prices and factor prices. For a model 
where labor and capital are perfectly mobile 
between regions, it is shown that consumers 
residing m different regions face the same non- 
tradcd good prices, even when property tax 
rates differ across regions. ]. Public Econ., Aug. 
1984, 24(3), pp. 309-29. Columbia University. 

400 International Economics 
410 International Trade Theory 
411 Intemationnl Trade Theory 
Brecher, Richard A. and Choudhri, Ehsan U. — 
New Products and the F’actor Content of In- 
ternational Trade 

This paper extends the multicommodity 
two-input version of the Heckscher-Ohlin 
model to include “new products,” on which 
considerable interest has been focused by the 
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product-cycle hy pothesis and related analyses. 
The extended model is then used to reexamine 
the implications of relative factor abundance 
for the capital and labor content of interna- 
tional commodity trade. As this analy.sis .shows, 
the presence of new products might in princi- 
ple re.solve the Leontiel paradox under certain 
specific conditions. / Polit. Eron., Oct. 1984, 
92(5), pp 965-71. C^arleton University, Ot- 
tawa. 

Hamilton, Carl and Svensson, Lars E. O. — Do 

Countries' Factor Endowments Correspond 

to the Factor Contents in Their Bilateral 

Trade Flows? 

Given that international specialization in 
production is reflected in trade, when trade 
flows are broken down regionally (destination 
of exports and origin of imports), the ba.sket 
of exports from a capital-abundant country to 
a labor-abundant country would be expected 
to be more capital intensive than the basket 
of imports from the labor-abundant country 
.According to Anne O. Krueger (1977), "coun- 
tries in the middle of the factor-endowment 
ranking tend to specialize in producing com- 
modities in the middle of the factor-intensity 
ranking. They will import labor-intensive com- 
modities from more labor-abundant countries 
and capital-intensive commodities from 
countries with relatively higher capital-labor 
endowments." This formulation of the 
Heckscher-Ohlin hypothesis regarding a 
world with many countries and many com- 
modities is investigated in this paper. Scand. 
J. Econ., 1984, S6(l), pp. 84-96. University of 
Stockholm. 

Ray, Debraj — Survival, Growth and Technical 

Progress in a Small Resource- Importing 

Economy 

The paper analyzes feasible alternatives in 
a small open economy employing an essential 
imported resource in production. For a given 
“target sequence” of consumptions, necessary 
and suflBcient conditions are provided on the 
time dependent technology and the path of 
resource prices so that this target is feasible. 
In particular, it is possible to compute a maxi- 
mum sustainable level of consumption and to 
state conditions for continued growth over 


time. Efficient consumption programs are also 
completely characterized. Int. Econ. Rev., 
June 1984, 25(2), pp. 275-95. Stanford Univer- 
sity. 

420 Trade Relations; Commercial Policy; 

International Economic Integration 

Knirsch, Peter — Political and Economic Deter- 
minants of East-West Economic Relations 
Although political relations exert a great in- 
fluence on East-West economic contacts, 
greater significance can be attributed to eco- 
nomic issues, which pre.sently include the eco- 
nomic situation in Western countries and the 
indebtedness of the CMEIA countries. Never- 
theless, both East and West are interested in 
the maintenance of these relations, which can 
only be expanded if the quality of manufac- 
tures exported by the ('MEA countries are im- 
proved significantly and the share of finished 
and semi-finished industrial goods can be in- 
creased. Acta Oecon , 1983, 3/ (1-2), pp. 105- 
24. Ost-p;uropa Institut, Free University of 
Berlin. 

421 Trade Relations 

Jager, Henk and de Jong, Eelke — On Export 
Performance and Export Elasticities: A Mac- 
roeconomic Approach 

In many studies far-reaching conclusions 
with regard to competitiveness are based upon 
an export price elasticity that results from only 
estimating an equation for the volume of ex- 
ports. The aim of this article is to show with 
the aid of a macroeconomic model that the 
influence of competitiveness is overestimated 
in this way. This conclusion cannot be based 
on the necessity to introduce the export struc- 
ture alongside world trade as a regressor in 
the export equation. The overestimation is a 
result of feedback mechanisms, greatly result- 
ing from an endogenous exchange rate, which 
largely neutralize the initial export price ef- 
fect. De Economist, June 1984, 132(2), pp. 
224-31. University of Amsterdam; State Uni- 
versity of Groningen, The Netherlands. 

Merey, Ildikd — Hungarian Export Problems 
and the F^conomic Environment 
Despite the continuous central efforts aimed 
at stepping up the export capacity of Hungar- 
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ian manufacturers to Western countries, ex- 
ports lag behind the national targets. One of 
the most important obstacles to enterprise pro- 
duction for Western exports is the duality in 
the system of criteria to which enterprises have 
to adapt themselves. As long as the system of 
criteria of adjustment to external markets basi- 
cally differs from the internal one, Hungarian 
commodities, manufactures, and services can- 
not become really competitive on the markets 
of the developed capitalist countries; quantita- 
tive changes in the various regulators can at- 
tain only a very limited success. Acta Oecon., 
1983, 30(2), pp. 179-91. Institute of Econom- 
ics, Hungarian Academy of Sciences, Buda- 
pest. 

Momigliano, Franco and Siniscalco, Domen- 
ico — Technology and International Speciali- 
zation 

The paper reconsiders the cross-section anal- 
yses of international specialization and pre- 
sents econometric results on the determinants 
of the Italian pattern of trade. The theoretical 
part argues that the supply counterpart of each 
traded good is not the corresponding indu.stry, 
but the corresponding vertically integrated 
sector, calculated from input-output tables. 
The empirical part shows that the adoption 
of the proposed analysis, given the backward 
and forward links of each industry, leads to 
radical changes in the traditional results, par- 
ticularly as regards technology as a determi- 
nant of Italian specialization. The results arc 
presented with a reappraisal of the debate on 
Italian trade. Banco Naz. Lavoro Quart Rev., 
Sept. 1984, (150), pp. 257-84. Universita degli 
Studi di Torino. 

Morgan, Ann D. — Protectionism and Euro- 
pean Trade in Manufacturers 
This article examines developments in trade 
between the European Community and the 
rest of the world from 1970 to 1982 and at- 
tempts to assess the consequences of increased 
tariff protection against all imports of manufac- 
tures from outside Western Europe. It con- 
cludes that the effects of a moderate rise in 
tariffs would be small. A high tariff of 50 per- 
cent or more would have a substantial effect 
on trade, but not on output and would be un- 


likely to yield any terms of trade gain. Nat. 
Inst. Econ. Rev., Aug. 1984, (109), pp. 45-57. 
National Institute of Economic and Social Re- 
search. 

Mosoczy, Robert — Possibilities of and Trends 
in the Development of International Eco- 
nomic Cooperation in the 1980s 
The contradiction between the economic 
performance and the absorptive capacity of 
Hungary can only be solved through the inter- 
national division of labor. Cooperation with the 
socialist countries, particularly within the 
CMEA and in the first place with the U.S.S.R., 
continues to have an important part in the 
country's economic development. Parallel de- 
velopments occurred in a number of eases in 
the Central European socialist countries, 
which caused a relatively low intensity of coop- 
eration between the.se countries. Cooperation 
with the industrialized West must be stepped 
up. Production cooperation, trade in licenses, 
and the improvement of the trade patterns 
must gain in importance. Acta Oecon., 1983, 
30(3-4), pp. 313-24. National Planning Office, 
Budapest. 

Vegvari, Jend — The Role of the CMEA in Hun- 
garian Foreign Trade 

In the periods 1967-73, 1974-78, and 1979- 
81, the role of the Soviet Union grew while 
that of the other CMEA countries diminished 
in both the imports and the exports of Hun- 
gary. According to the analysis carried out both 
at current and at 1973 constant prices, Hunga- 
ry's character as exporter of finished goods and 
importer of raw materials diminished in the 
period examined. A combined review of the 
terms of trade, economic efficiency, and 
the sectoral composition of foreign trade shows 
that the latter have been more in harmony 
with the conditions of the country after 1978 
than before. Acta Oecon . 1983, 30(2), pp. 203- 
19. Central Statistical Office, Budapest. 

Vellai, Gyorgyi and Veliczky, Jozsef — A Statis- 
tical Analysis of the “Openness" of Economic 
Processes 

Recent economic development in Hungary 
and the dependence of economic growth on 
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external factors are studied by means of dy- 
namic factor analysis and regression equations. 
The computations demonstrate the influence 
of internal factors as well as of external eco- 
nomic impacts upon the formation of the cy- 
cles of domestic accumulation. The fluctuations 
in tiungarian non-rouble exports were usually 
in keeping with West European business 
trends, and the countervailing measures taken 
by economic authorities were found to be .suc- 
cessful only when favorable changes in exter- 
nal markets also supported them. Acta Oecon., 
1983. 30(3-4), pp. 447-62. National Planning 
Office, Budapest. 

Winters, L. Alan — British Imports of Manufac- 
tures and the Common Market 
This paper a.ssesscs the impact of Britain’s 
accession to the EEC' on her imports of manu- 
factures. It argues that account must be taken 
of the substitutability of imports for home pro- 
duction and that price effects must be modeled 
consistently. It applies A, S. Deaton’s and 
J. Muellbauer’s "Almost Ideal Demand Sys- 
tems’’ to annual data on U.K. home sales and 
imports from ten sources. It identifies consider- 
able trade creation, but little or no trade diver- 
sion. Oxford Ecnn. Pap., Mar. 1984, 36(1), pp. 
103-18. University of Bristol. 

422 Commercial Policy 

Cronin, M. R Protection and Employment 

in the Motor Car Sector 
The Australian motor industry is protected 
by an import quota on motor cars and a mini- 
mum local content requirement, while compo- 
nents imported for car assembly are duty-free. 
The Industries Assistance Commission (1981) 
proposed the replacement of these measures 
by a uniform tariff. The implications of such 
a policy change for prices, output, and employ- 
ment in component manufacturing, car assem- 
bly, motor distribution and motor service ac- 
tivities are analyzed using a quantitative 
comparative static model. The results are con- 
trasted with previous findings to illustrate the 
influence upon a policy debate of differences 
in methodology and in parameter assumptions. 
Australian Econ. Pap., June 1984, 23(42), pp. 
38-51. Bureau of Industry Economics, Can- 
berra, Australia. 


Higgs, Peter J.; Parmenter, B. R. and Powell 
Alan A. — The Scope for Tariff Reform Cri 
ated by a Resources Boom: Simulations witi 
the ORANI Model 

This paper is about the timing of tariff re 
form. Using the ORANI computable genera 
equilibrium model of the Australian econom., 
it is shown that an exogenous expansion of min 
eral exports has a positive income effect oi 
employment in the import competing sectoi 
which is more than sufficient to offset the nega 
tive relative price effect. Thus a boom in min 
ing exports would create some scope for 
relatively painless tariff reform. The macroeco 
nomic and detailed industry effects of two vet 
sions of such a reform, implemented durin] 
a period of high growth in minerals exports 
are discussed. Australian Econ. Pap., Jum 
1984, 23(42), pp. 1-26. Harvard University; L 
Trobe University, Bundoora, Victoria; Univer 
.sity of Melbourne. 

Snape, R. H. — Australia’s Relations with GA'T’ 
Australia’s exports have not been well lookei 
after under the GA IT, and Australian govern 
ments have not been enthusiastic regardinj 
some GATT activities and principles. Austn 
Ha’s interests appear to lie strongly with a re 
establishment of GATT principles and at 
opening of the international trading systerr 
In this it has a common interest with othe 
primary product exporters and with man’ 
newly industrialized countries. £con. Rec. 
Mar. 1984, 60(168), pp. 16-27. Monash Univer 
sity, Clayton, Victoria, Australia. 

Warr, P. G. and Lloyd, P. J. — Do Australiai 
Trade Policies Discriminate against Less De 
veloped Countries’^ 

The view that Australian protection discrim 
inates against the less developed countrie 
(LDCs) is examined. It distinguishes betweer 
direct discrimination through tariff prefer 
ences and indirect discrimination through in 
tercommodity differences in rates of protec 
tion. The second mechanism proves to be mor 
important. While Australian protection did no 
discriminate against the LDCs in 1968-69, b; 
1977-78 it did. This reflects changes in the 
commodity composition of Australia’s import; 
from the LDCs. Econ. Rec.-, Dec. 198L 
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59(167), pp. 351-64. Australian National Uni- 
versity. 

423 Economic Integration 

Drechsler, Laszlo, et al. — Production Coopera- 
tion among CMEA Countries; Aims and Re- 
alities 

Production cooperation was developed be- 
tween the CMEA countries in order to exploit 
the comparative advantages, to realize the 
economies of scale, and to eliminate the tem- 
porary shortages of capacity or to better utilize 
the given capacities. One of the most impor- 
tant motivating factors was the security of the 
markets. However, in many cases partners re- 
fused to buy the earlier agreed upon products, 
or the realization of the production coopera- 
tion took such a long period of time that the 
manufactures became obsolete, or the produc- 
tion incurred considerable losses to the enter- 
prises participating in them. The mechanism 
of price formation must be altered in order 
to maintain the interest in production coopera- 
tion. Coauthors are E. Ipach, R. Szabo, and 
T. Szatmari. Acta Oecon., 1983, 39(2), pp. 193- 
202. Institute of Economic Planning, National 
Planning OfiBce, Budapest. 

430 Balanck of Payments; Internationai. 

Finance 

431 Balance of Payments; Mechanisms of 
Adjustment; Exchange Rates 

Ahtiala, Pekka — A Synthesis of the Macroeco- 
nomic Approaches to Exchange Rate Deter- 
mination 

The paper develops a general model with 
the goods, money, domestic and foreign bonds, 
and labor markets. The special assumptions 
needed to generate the predictions of the dif- 
ferent approaches from the model are found. 
It turns out that the a.ssumption of perfect capi- 
tal mobility essentially generates the monetar- 
ist predictions, and perfect monetary steriliza- 
tion by the central bank at a fixed interest rate 
generates the predictions of the elasticity-ab- 
sorption approach. The approaches turn out 
to be independent, rather than conflicting, 
parts of the general model, each approach ab- 
stracting from what the other is analyzing. This 
is technically done by dichotomizing the gen- 
eral model, the monetarists making the money 


market equation, and the Keynesians the goods 
market, and balance of payments equations the 
independent ones. While the Keynesian, mon- 
etarist, and a short-term portfolio balance ap- 
proaches difier in their fxilicy regime assump- 
tions, the long-run portfolio balance approach 
differs in its equilibrium conditions, by con- 
straining the trade balance to equilibrium. Eu- 
rop. Econ. Rev.. Mar. 1984, 24(2), pp. 117-36. 
Northwestern University and University of 
Tampere, Finland. 

Bailey, Ralph W.; Baillie, Richard T. and 
McMahon, Patrick C. — Interpreting Econo- 
metric Evidence on Efficiency in the For- 
eign hixchange Market 
The relationship between various economet- 
ric procedures for testing the efficient market 
hypothesis (EMH) in the foreign exchange 
market is discussed. The differences in infor- 
mation sets, which the tests are conditioned 
upon, is emphasized. The techniques of R. T. 
Baillie, R. E. Lippens, and P. C. McMahon 
(1983), who estimated vector autoregressive 
models on weekly data for spot and 30 day 
forward exchange rates, generally still reject 
the EMH on four weekly data. The regression 
approach of J. A. Frenkel, where the sampling 
interval (4 weeks) matches the maturity time 
of the contract, is considered unsatisfactory for 
a number of reasons and SURE (seemingly un- 
related regression equations) multicountry es- 
timates give different results to ordinary least 
squares estimates. Oxford Econ. Pap., Mar. 
1984, 36(1), pp. 67-85. University of Birming- 
ham. 

BenZion, Uri and Weinblatt, J. — Purchasing 
Pow'er, Interest Rate Parities, and the Modi- 
fied Fisher Effect in Presence of Tax Agree- 
ments 

This paper shows that the purchasing power 
parity mechanism, the interest rate parity 
mechanism, and the revised Fisher effect can- 
not simultaneously coexist in a world with dif- 
ferent rates of inflation and taxation in the 
presence of an international tax agreement. 
Analysis reveals a possible inherent instability 
of interest rates and exchange rates generated 
by inflation that is greater the larger the tax 
rate differentials among countries. /. Int. 
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Money Finance, Apr. 1984, 3{l), pp. 67-73. 
Technion University, Haifa; Ben Gurion Uni- 
versity, Beer Sheva, Israel. 

Bhandari, Jagdeep S.; Driskill, Robert and 
Frenkel, Jacob A. — Capital Mobility and Ex- 
change Rate Overshooting 
This paper exiimines the relation between 
the degree of capital mobility and the ex- 
change rate overshooting phenomenon in a 
framework that employs a stock formulation 
of the capital account. The results are com- 
pared with those emerging from the corre- 
sponding flow formulation, and it is shown that 
the stock formulation modifies the quantitative 
but not qualitative implications of the model. 
Europ Exon. Rev., Apr. 1984, 24(3), pp. 309- 
20. Southern Illinois University, Carbondale; 
Ohio Stale University, Columbus, University 
of Chicago. 

Bigman, David — Semi-Rational FIxpectations 
and F)xchange Rate Dynamics 
The Rational F'xpectations Hypothesis 
(RF]H) a.sserts that, on average, the economic 
agents are accurate in predicting future eco- 
nomic developments. The paper demon- 
strates, however, that in a world of costly infor- 
mation, individual rationality may result in 
consistent and persistent forecasting biases. A 
distinction is drawn between perfect foresight 
or efficient forecasting — which is consistent 
with the REH — and myopic pierfect fore- 
sight — which is the profit maximizing and thus 
the rational one from an individualistic point 
of view, even though the latter may result in 
persistently biased forecasting. These concepts 
are illustrated in a model of exchange rate dy- 
namics, which introduces myopic or “semi" ra- 
tionality into R. Dornbusch's familiar model. 
J. Int. Money Finance, Apr. 1984, 3(1), pp. 51- 
66. Hebrew University of Jerusalem. 

Booth, Laurence D. — Bid-Ask Spreads in the 
Market for F’orward Exchange 
Empirical testing of interest rate parity 
places a crucial role on the existence of transac- 
tions costs, i.e., bid-ask spreads. Existing theo- 
retical models tie in the bid-ask spread to ex- 
change rate uncertainty. This paper directs 
itself to a formal model of the forward ex- 
change market with dealers and traders to 


show that exchange rate uncertainty per se is 
not the cause of fluctuating bid-ask spreads. 
Instead, emphasis is placed on relative degrees 
of absolute risk aversion and the heterogeneity 
of information sets. This is felt to be more rele- 
vant to a market driven by information trad- 
ing. / Int. Money Finance, Aug. 1984, 3(2), 
pp. 209-22. University of Toronto. 

Brissimis, Sophocles N. and Leventakis, John 
A. — An Empirical Inquiry into the Short- 
Run Dynamics of Output, Prices and Ex- 
change Market Pressure 
This paper develops a short-run disequi- 
librium model for the interaction of output, 
prices, and exchange market pressure. The 
model considers the trade-off between move- 
ments in exchange rates and movements in 
international reserves, and also incorporates 
and tests purchasing power parity as a long- 
run hypothesis. The specification adopted pre- 
serves the properties of the monetary ap- 
proach to exchange rates and the balance of 
payments in the long run. The theoretical 
model is applied to the small open economy 
of Greece for the period 1975-81 . ]. Int. Money 
Finance, Apr. 1984, 3(1), pp. 75-89. Bank of 
Greece, Athens. 

Cumby, Robert E. — Monetary Policy under 
Dual Exchange Rates 

This paper finds that the introduction of dual 
exchange rates gives the monetary authority 
greater independence from external con- 
straints than it would otherwise enjoy. The 
monetary authority is able to influence the 
level of aggregate demand in the short run 
and to sterilize the effects of temporary foreign 
disturbances. In addition, the paper finds that 
dual rates insulate the domestic economy fully 
from foreign interest rate changes but do not 
provide insulation from speculative distur- 
bances./. Int. Money Finance, Aug. 1984, 3(2), 
pp. 195-208. New York University. 

Cylfason, Thorvaldur and Risager, Ole — Does 
Devaluation Improve the Current Account? 
This paper incorporates the link between de- 
valuation, foreign interest payments, and the 
current account into a fairly general macroeco- 
nomic model in which exchange rate changes 
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influence aggregate demand through exports, 
imports, and expenditure as well as aggregate 
supply via the cost of imported factors of pro- 
duction. On the basis of available statistical esti- 
mates of the behavioral and structural parame- 
ters of the model, an attempt is made to assess 
the empirical importance of this link, among 
others, in a group of highly indebted industrial 
and developing countries. By and large, the 
empirical results indicate that high foreign 
debt and interest payments tend to reduce the 
short- to medium-run effect of devaluation on 
national income, especially in the LDCs, but 
make little difference to its generally positive 
effect on the current account. Europ. Ecoti. 
Rev., June 1984, 25(1), pp. 37-64. Institute for 
International Economic Studies, University of 
Stockholm. 

Hartman, David G. — The International Finan- 
cial Market and U.S. Interest Rates 
This paper examines the linkages between 
the Eurodollar and U.Sj. domestic financial 
markets. It is shown that using weekly data 
allows the isolation of significant fluctuations 
being transmitted between markets in both di- 
rections. In particular, financial markets in the 
United States are affected significantly by for- 
eign events. It is impossible to reach precise 
conclusions about the causes of historical varia- 
tion in the rates. However, this paper provides 
evidence that at most 40 percent of the varia- 
tion in Eurodollar interest rates over the 1975- 
78 period can be traced to domestic U.S. 
sources and that between about one-fifth and 
two-thirds of the variation in domestic rates 
can be traced to foreign sources. J. hit. Money 
Finance, Apr. 1984, 5(1), pp. 91-103. National 
Bureau of ICconomic Research, Inc., Cam- 
bridge, Massachusetts. 

Hodrick, Robert J. and Srivastava, Sanjay — An 
Investigation of Risk and Return in Forward 
Foreign Exchange 

This paper examines the determination of 
risk premiums in foreign exchange markets. 
The statistical model is based on a theoretical 
model of asset pricing, which leads to severe 
cross-equation constraints. Statistical tests lead 
to a rejection of these constraints. The authors 
examine the robustness of these tests to time 


variation in parameters and to the presence 
of heteroskedasticity. They find that there is 
evidence for heteroskedasticity and that the 
conditional expectation of the risk premium 
is a nonlinear function of the forward pre- 
mium. Accounting for this nonlinearity, the 
specification appears to be time invariant. Out 
of sample, portfolio speculation is profitable 
but risky. / Int. Money Finance, Apr. 1984, 
5(1), pp. 5-29. Northwestern University; Car- 
negie-Mellon University. 

Hsieh, David A. — International Risk Sharing 
and the Choice of Exchange-Rate Regime 
This paper examines the argument that the 
fixed exchange rate regime should be pre- 
ferred to the flexible rate regime because the 
former allows risk sharing across countries, 
while the latter does not. The analysis is per- 
formed in a two-country overlapping genera- 
tions model with one consumption good, 
where markets are incomplete under all ex- 
change rate regimes. It is shown that the ability 
to share risk across countries in the fixed rate 
regime does not neces.sarily lead to higher wel- 
fare than the inability to share risk in the flexi- 
ble rate regime. / Int. Money Finance, Aug. 
1984, 5(2), pp. 141-51. University of Chicago. 

Huang, Roger D. — Some Alternative Tests of 
Forward P)xchange Rates as Predictors of P’u- 
ture Spot Rates 

The paper provides empirical analysis on the 
issue of forward premiums as predictors of fu- 
ture exchange depreciations. The need to spec- 
ify an alternative to the null hypothesis, other 
than its complement, is emphasized. By u.sing 
a Bayesian inference procedure, it is found that 
under a symmetric loss structure, the alterna- 
tive hypothesis of a random walk characteriza- 
tion of spot exchange rates will in general be 
favored over the null. However, when the al- 
ternative hypothesis states the reason for the 
failure of the null to be excessive or inadequate 
volatility of the underlying variables, the evi- 
dence cannot reject the null. / Int. Money Fi- 
nance, Aug. 1984, 5(2), pp. 153-67. University 
of Florida. 

Kimbrough, Kent P. — The Corporation In- 
come Tax in the Open Economy 
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The neoclassical monetary growth model is 
extended to allow for international integration 
of capital markets, discriminatory taxes on for- 
eign-source income, and international differ- 
ences in personal income tax rates. The model 
is used to examine the steady-slate balance of 
payments and exchange rate effects of changes 
in corporation income tax rates under flexible 
exchange rates. The? cases where all invest- 
ment is equity financed and debt financed are 
con.sidercd. With equity finance an increase 
in the corporation income tax rate leads to a 
depreciation of the domestic currency, a dete- 
rioration of the capital account, and improve- 
ment of the current and service accounts. With 
debt finance it is important to distinguish be- 
tween increa.ses in the "effective” and “statu- 
tory” corporation income tax rales. Increases 
m the former lead to results similar to those 
with equity finance, while increases in the lat- 
ter produce the opposite results hit Econ 
Rev., June 1984, 25(2), pp, 391-407. Duke 
University. 

Levi, Maurice D. — Spot versus Forward Specu- 
lation and Hedging; A Diagrammatic Exposi- 
tion 

This paper shows why the controversial im- 
plication of the Modern 'f'heory of Forwaid 
Exchange, that the forward exchange rate can 
differ from the rate required for interest parity, 
no longer holds when speculators and hedgers 
can choose between two ways of taking their 
desired positions. This is done within the dia- 
grammatic apparatus usually used to describe 
the Modern Theory. It is observed that when 
speculators and hedgers can choose between 
money market and forward speculation/hedg- 
ing, forward rates equal rates for interest par- 
ity. It is concluded that the result in the Mod- 
ern Theory depends on transaction costs. / hit. 
Money Finance, Apr. 1984, 3(1), pp. 105-09. 
University of British Columbia, Vancouver. 

Levin, Jay H. — On the International Transmis- 
sion of Monetary Policy under Floating Ex- 
change Rates 

This article considers the initial impact of 
monetary expansion in a large country on do- 
mestic and foreign economic activity under 
floating exchange rates. The analysis focuses 


on the initial depreciation of the home cur- 
rency required to clear the asset markets. With 
domestic consumption spending and trade vol- 
umes responding to this exchange rate move- 
ment with an exponential lag, monetary expan- 
sion may cause output to initially expand at 
home and contract abroad. Indeed, this possi- 
bility involving the United States and Canada 
is suggested by some evidence on Canadian 
import demand and occurs in a 1978 simula- 
tion of the Federal Reserve’s Multi-Country 
Model. Quart. Rev. Econ. Bus., Spring 1984, 
24(1), pp. 78-86. Wayne State University, De- 
troit. 

Marston, Richard C. — Real Wages and the 
Terms of Trade; Alternative Indexation 
Rules for an Open Economy 
This paper examines the desirability of wage 
indexation in an open economy subject to eco- 
nomic disturbances that change the terms of 
trade and raise the prices of imported goods. 
Two simple indexation rules are compared, the 
traditional form of indexation to the consumer 
price index and indexation to the price of do- 
mestic output. Neither rule alone is optimal 
in the presence of real disturbances, so mixed 
rules tying wages to both prices are also ana- 
lyzed. A rule ba.sed on current output as well 
as both prices eliminates all undesirable varia- 
tions in output, j Money, Credit, Banking, 
Aug. 1984, J6(3), pp. 285-301. University of 
Penn.sylvania. 

Meade, J. E. — Structural Changes in the Rate 
of Interest and the Rate of Foreign Exchange 
to Preserve Equilibrium in the Balance of 
Payments and the Budget Balance 
On the assumptions that (1) the money na- 
tional product is stabilized by means of fiscal 
policy and that (2) employment is maintained 
by wage flexibility, this article examines the 
equilibrium paths of (i) a country’s budgetary 
balance and (ii) its balance of international pay- 
ments, which will then result if (a) its real rate 
of interest and (b) its real rate of foreign ex- 
change are held at constant levels. The article 
compares the equilibria resulting from differ- 
ent constant levels of the rate of interest and/ 
or of foreign exchange, but it does not consider 
the disequilibrium process of movement from 
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one equilibrium situation to another. Oxford 
Exon. Pap., Mar. 1984, ■36(1), pp. 52-66. 
Christ’s College, University of Cambridge. 

Meese, Richard A. — Is the Sticky Price As- 
sumption Reasonable for Exchange Rate 
Models? 

The testable implications of sticky price ex- 
change rate models are discussed. The empiri- 
cal examples suggest that the predetermined 
or sticky price assumption employed in recent 
asset models of exchange rate determination 
appears to be appropriate for Germany, Japan, 
the United States, and the United Kingdom. 
/ Int. Money Finance, Aug. 1984, 3(2), pp 
131-39. University of California, Berkeley. 

Neumann, Manfred J. M. — Intervention in the 
Mark /Dollar Market; The Authorities’ Reac- 
tion Function 

This paper develops an intervention reac- 
tion model with perceived exchange-rate un- 
certainty to investigate ‘the behavior of the 
Deutsche Bundesbank in the dollar/ DM mar- 
ket over the period 1974 to 1981. Results from 
nonlinear estimates include: a shift in the 
trade-off between money and exchange-rate 
control from an increase in perceived ex- 
change-rate risk; compressing the expected 
risk premium to counter speculation; and no 
complete sterilization. J. Int. Money Finance, 
Aug. 1984, 3(2), pp. 223-39. University of 
Bonn. 

Nogues, Julio J. — Tipos de cambio de paridad; 
algunas estimaciones para la economia Ar- 
gentina (Parity Exchange Rates: Some Esti- 
mations for the Argentine Economy) 

This paper presents some econometric and 
non-econometric relations that prove whether 
the purchasing power parity (PPP) hypothesis 
is adequate for analyzing the exchange rate 
variations in the Argentine economy. It is 
proved that in the long run, the official ex- 
change rate behaves approximately as foreseen 
by the PPP hypothesis, although not necesarily 
reflecting the equilibrium parity. The use of 
the PPP should help to reduce exchange rate 
disequilibriums and cyclical economic fluctua- 
tions. Fxondmica, Jan.-Apr. 1983, 29(1), 


pp. 45-82 (Spani.sh). The World Bank, Wash- 
ington, D.C. 

O’Connell, Joan — Stock Adjustment and the 
Balance of Payments 

This paper is concerned with the question 
of whether internal stock equilibrium and ex- 
ternal imbalance are mutually consistent. It is 
shown that when interest payments are ig- 
nored, the New Cambridge result that long- 
run equilibrium is characterized by matching 
and, generally, non-zero current account and 
government budget deficits is vindicated. 
However, it is also demonstrated that when 
interest payments are introduced, a non-zero 
balance of payments is consistent with stock 
equilibrium only in particular cases. Exon. 
Notes, 1984, (1), pp. 136-45. University of 
Cambridge. 

Papell, David H. — Anticipated and Unantici- 
pated Disturbances: The Dynamics of the 
Exchange Rate and the Current Account 
The pattern of correlation between the ex- 
change rate and the current account is investi- 
gated using an econometric portfolio-balance 
model with rational expectations. While pKJsi- 
tively correlated in response to unanticipated 
disturbances, analysis reveals the exchange 
rate and the current account can be either pos- 
itively or negatively correlated in response to 
anticipated disturbances. J. Int. Money Fi- 
nance, Aug. 1984, 3(2), pp. 179-93. Unis ersity 
of Houston. 

Park, Keehwan — Tests of the Hypothesis of the 
Existence of Risk Premium in the P’oreign 
Exchange Market 

This paper tests for a risk premium in the 
foreign exchange market Biases of current 
spot rates (or forward rates) from future spot 
rates are systematically related to a set of eco- 
nomic variables on which a risk premium may 
depend. Applying the ordinary least squares 
estimation technique, this paper provides firm 
statistical evidence for a risk premium in the 
foreign exchange market. 'This risk premium 
explains 10 to 20 percent of the total variance 
in the future spot rates when the U.S. dollar/ 
mark quarterly rates are used. J. Int. Money 
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Finance, Aug. 1984, J(2), pp. 169-78. Cleve- 
land State University. 

Rothengatter, Werner — The Dynamics of Fi- 
nancial Adjustments in an Open Economy 
and the Effects of Stabilization Policy 
A model of a Keynesian open economy with 
fixed exchange rates is presented, which incor- 
porates a government budget and a balance- 
of-payments constraint. Performing fiscal or 
monetary policies in this economy yields finan- 
cial imbalances, which effect an intrinsic dy- 
namic in the system. Stability of the adju.st- 
ment process and the steady-state pattern are 
crucially dependent on the way of financing 
the budget deficit and controlling the money 
volume. It IS possible, under specific assump- 
tions, to derive a stability-feasible budget re- 
straint for the government Z. ge.s. Staatswiss., 
June 1984, 140(2), pp. 308-29. University of 
Ulm, West Germany. 

Rush, Mark — A Classical Model of a Small 
Fixed Exchange Rate Economy 
I'he paper develops a monetary model of a 
small, fixed exchange rate economy. Prices are 
flexible and aggregate supply plays a key role. 
The model combines the Ba'rro-Ricardo Theo- 
rem that government bonds are not wealth 
to the residents of the country of issue with 
the ultra-rational view that the domestic com- 
ponent of the money supply is also not wealth. 
The short-run and long-run effects of monetary 
policy, fiscal policy, and devaluations are exam- 
ined. Monetary policy is neutral in both the 
short and long runs. Devaluations and fiscal 
policy, however, are not necessarily neutral in 
either the short or long run. J. hit. Money Fi- 
nance, Apr. 1984, 3(1), pp. 31-49. University 
of Florida. 

Stulz, Rene M. — Currency Preferences, Pur- 
chasing Power Risks, and the Determination 
of Exchange Rates in an Optimizing Model 
This paper studies how purchasing power 
risks affect the determination of the exchange 
rate in a fairly general optimizing model. It 
is shown that the exchange rate is an increasing 
function of the riskiness of the purchasing 
power of the domestic currency and that the 


purchasing power of a currency depends on 
a limited number of variables, which Jointly 
form a sufficient statistic for the state of the 
world. The dynamics of the exchange rate are 
obtained as a function of the joint distribution 
of these variables and world aggregate con- 
sumption expenditures. Closed-form solutions 
are obtained for the endogeneous variables for 
a special case. / Money, Credit, Banking, Aug. 
1984, 16(3), pp. 302-16. Ohio State University, 
Columbus. 

Swanson, Peggy E. — External Currency Mar- 
ket Data: An Application from BIS Series 
This paper develops an approach for identi- 
fying foreign private non-bank ownership of 
U.S. dollars held in offshore markets. The Bank 
for International Settlements, in its Annual Re- 
port, has provided the most-used data source 
for re.searchers concerned with the Eurodollar 
market and with other external currency mar- 
kets. Unfortunately, the often-confusing and 
complicated published series have been used 
indiscriminately. F)xplicit consideration of the 
types and strength of assumptions necessary 
makes evident the care that should be exer- 
cised in the use and interpretation of BIS se- 
ries. / hit. Money Finance, Apr. 1984, 3(1), 
pp. 111-17. University of Texas, Arlington. 

432 International Monetary Arrangements 

Clark, Truman A. — Violations of the Gold 
Points, 1890-1908 

Evidence is presented that the gold standard 
system was inefficient in two ways. (1) Cold 
point violations sometimes persisted for long 
periods indicating that profit opportunities 
were not always eliminated quickly. (2) Follow- 
ing gold point violations, gold occasionally 
flowed in unprofitable directions. It is argued 
that government interference in the workings 
of the system was a source of these inefficien- 
cies. This suggests that the gold standard did 
not completely restrict the discretionary 
power of monetary authorities. If present-day 
gold standard advocates seek to eliminate dis- 
cretionary monetary policy, revival of the tra- 
ditional gold standard is probably insufficient 
to attain their goal. / Polit. Eicon., Oct. 1984, 
92(5), pp. 791-823. University of Southern 
California, Los Angeles. 
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510 Administration 
511 Organization and Decision Theory 
Putterman, Louis — Some Behavioral Perspec- 
tives on the Dominance of Hierarchical over 
Democratic Forms of Enterprise 
This paper explores possible reasons why 
“participatory” modes of organization, while 
potentially viable and preferable to “hierar- 
chical” modes for a large majority of workers, 
may be dominated by tbe latter in capitalist 
market economies. After exploring the devel- 
opmental preconditions for the evolution of 
a mature “participatory” mode, using a behav- 
ioral approach to organizations, it is suggested 
that since the interests of those possessing 
scarce managerial skills may lie with “hierar- 
chical” firms, a "participatory” sector may be 
uncompetitive unless rights to enter labor con- 
tracts are redefined. Thus, the analysis oflFers 
a partial explanation of the political nature of 
the demand for workplace' democracy. / Econ. 
Behav. Organ., June-Sept. 1982, 3(2-3), pp. 
139-60. Brown University. 

520 Business Finance and Investment 

Howe, Keith M. — A Search Model of Capital 
Budgeting Behavior 

This paper introduces a search model of capi- 
tal budgeting behavior. A proxy for the amount 
of search is present in most capital budgeting 
activities. The search proxy may be used to 
make further qualitative statements concern- 
ing capital budgeting behavior. To illustrate 
its use in analyzing and classifying capital bud- 
geting behavior, the model is applied to a vari- 
ety of capital budgeting methods and risk. 
These applications indicate the harmony be- 
tween the model and capital budgeting prac- 
tice. The search-modified, capital budgeting 
framework integrates and provides a strong 
rationale for recent studies on capital budget- 
ing behavior. Quart. J. Bus. Econ., Winter 
1984, 23(1), pp. 65-76. Iowa State University, 
Ames. 

521 Business Finance 

Altman, Edward I. — A Further Empirical In- 
vestigation of the Bankruptcy Cost Question 


Empirical evidence with respect to both the 
direct and indirect costs of bankruptcy is as- 
sessed. This should help to provide further evi- 
dence as to the size of bankruptcy costs and 
for the first time a proxy methodology for mea- 
suring indirect costs of bankruptcy is pre- 
sented, actually measured, and found to be 
substantial. A simple format for measuring the 
present value of expected bankruptcy costs is 
compared with the present value of expected 
tax benefits from interest payments. This com- 
parison has important implications for the con- 
tinuing debate as to whether or not an opti- 
mum capital structure exists for corporations. 
/. Finance, Sept. 1984, 39(4), pp. 1067-89. New 
York University. 

Ang, James and Peterson, Pamela P. — The 
Leasing Puzzle 

Prevailing theories in finance and economics 
suggest that leases and debt are substitutes; 
an increase in one should lead to a compensat- 
ing decrease in the other. In particular, there 
are three views on the magnitude of the substi- 
tution coefficient. Standard finance theory 
treats cash flows from lease obligations as 
equivalent to debt cash flows, thus describing 
the trade-oEF between debt and leases as one- 
to-one. Others are willing to use a trade-ofiF 
of leases for debt, which is less than but close 
to one. Finally, there are some who argue that 
since leased assets may be firm-specific, tbe 
risk of moral hazard may be great, resulting 
in a trade-off of greater than one-to-one; that 
is, a dollar of a lease obligation uses more of 
debt capacity than a dollar of a debt obligation. 
A series of empirical tests are performed in 
this study on samples of approximately six hun- 
dred firms with none of the three views sup- 
ported by the results. Instead, the results indi- 
cate that leases and debt are complements; 
greater use of debt is associated with a greater 
use of leasing. This finding reappears consis- 
tently for each year, each definition of leverage 
ratios, and each approach to analysis. J. Fi- 
nance, Sept. 1984, 39(4), pp. 1055-65. Florida 
State University, Tallahassee. 

Auerbach, Alan J. — Taxes, Firm Financial Pol- 
icy and the Cost of Capital: An Empirical 
Analysis 
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This paper develops a theoretical model of 
Krm behavior consistent with the maximiza- 
tion of shareholder utility and derives empiri- 
cally testable implications of dilFerent theories 
of equity Knance. Using data on Brin earnings 
and previous investment and financial behav- 
ior, the author assesses whether firms treat new 
share issues as a more expensive source of fi- 
nance than retentions, and whether such be- 
havior varies across firms according to the com- 
position of their shareholders. The results 
support the hypothesis that firms perceive a 
higher cost of capital when issuing new shares 
and that the cost of capital vanes significantly 
across firms having different estimated tax 
clienteles, ;is theory would predict. / Public. 
Kean., Feb./Mar 1984, 23(\i2), pp. 27-58. 
University of Pennsylvania. 

Brick, Ivan E. and Fung, William K. H. — Taxes 
and the Theory of 'I’rade Debt 
In this paper the authors show that taxes 
motivate the flow of trade credit without in- 
volving the assumption of credit market im- 
perfections. The direction of trade credit flow 
depends on the distribution of the marginal 
tax rates among buyers and sellers. In equilib- 
rium, the trade credit decision follows a tax 
induced clientele on both the supply and de- 
mand side. / Finance, Sept. 1984, 39(4), pp. 
1169-76. Rutgers University, Newark, New 
Jersey. 

Holcombe, Randall C. and Saba, Richard P. — 
The EfiFects of Heterogeneous Expectations 
on the Capital Structure of the Firm 
When investor expectations are homoge- 
neous and there are no transactions or informa- 
tion costs. Franco Modigliani and Merton H. 
Miller demonstrated that the value of a firm 
is independent of its capital structure. How- 
ever, when different investors have different 
expectations regarding the future perfor- 
mance of individual firms, there is an optimal 
capital structure for each firm. Heterogeneous 
expectations imply a downward sloping de- 
mand curve for the firm’s stock. This down- 
ward sloping demand curve is incorporated 
into a model of the firm’s capital structure to 
generate an optimal firm size and debt /equity 
■atio based on financial considerations alone. 


Southern Econ. /, Oct. 1984, 5/(2), pp. 356- 
68. Auburn University, Alabama. 

Jalilvand, Abolhassan and Harris, Robert S. — 
Corporate Behavior in Adjusting to Capital 
Structure and Dividend Targets: An Econo- 
metric Study 

This study of financing decisions by U.S. cor- 
porations examines the issuance of long-term 
debt, issuance of short-term debts, mainte- 
nance of corporate liquidity, issuance of new 
equity, and payment of dividends. Given costs 
and imperfections inherent in markets, a firm’s 
financial behavior is characterized as partial 
adjustment to long-run financial targets. Indi- 
vidual firm data are used so that speeds of ad- 
justment are allowed to vary by company and 
over lime. The results suggest that financial 
decisions are interdependent and that firm 
size, interest rate conditions, and stock price 
levels affect speeds of adjustment. / Finance, 
Mar. 1984, 39(1), pp. 127-45. Concordia Uni- 
versity, Montreal; University of North Caro- 
lina. Chapel Hill. 

Osborne, M. F. M. and Murphy, Joseph E., 
Jr. — Financial Analogs of Physical Brownian 
Motion, as Illustrated by Earnings 
A statistical model slightly more complicated 
than the simple random walk is proposed to 
describe the time series behavior of the ratio 
corporate earnings to total assets. This model 
is named "the tavern in a valley.” It shows 
some nonstationarity and inhomogeneity 
across industries. The principal statistic studied 
is the standard deviation of differences of the 
ratio as depiendent on the differencing interval. 
This statistic is used to estimate the relaxation 
time to equilibrium at six to ten years. Results 
of the study may be applied to improved tech- 
niques for forecasting the earnings of the indi- 
vidual firm. Financial Rev., May 1984, /9(2), 
pp. 153-72. 

Schall, Lawrence D. — Taxes, Inflation and Cor- 
porate Financial Policy 
This paper examines inflation-induced dis- 
tortions in personal and corporate income 
taxes and discusses the implications for corpo- 
rate dividend and financial structure policies 
and for shareholder unanimity. Because of cap- 
ital gains taxes, an otherwise neutral inflation 
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can cause shareholder unanimity to fail. The 
tax effects relating to capital gains and debt 
interest will likely cause changes in aggregate 
corporate borrowing and lead to equilibrium 
tax relationships, which differ from the zero- 
inflation tax relationships. / Finance, Mar. 
1984, 39(1), pp. 105-26. University of Washing- 
ton, Seattle. 

Senbet, Lemma W. and Taggart, Robert A., 
Jr. — Capital Structure Equilibrium under 
Market Imperfections and Incompleteness 
This paper generalizes Miller’s supply-side 
equilibrium argument to other forms of capital 
market imperfections and incompleteness. If 
corporations possess a comparative advantage 
in dealing with the.se imperfections, they have 
an incentive to act as financial intermediaries. 
Corporations’ attempts to profit from these in- 
termediation activities dictate an optimal capi- 
tal structure for the corporate sector as a 
whole, but in equilibrium the capital structure 
of any single firm is a matter of indifference. 
In addition, the positive role that corporate 
finance plays in completing the market re- 
stores standard perfect market results on asset 
pricing and the associated portfolio separation 
properties. / Finance, Mar. 1984, 39(1), pp. 
93-103. University of Wisconsin, Madison; Bo.s- 
ton University. 

522 Business Investment 

Berend, Ivan — The Renewal Cycle of f’ixed As- 
sets under the Conditions of the 1980s in 
Hungary 

The change in the trend in the development 
of the Hungarian economy, which started in 
the 1970s, is related not only to the changes 
in economic strategy and in the growth path 
but also to a developing renewal cycle. The 
cycle is caused by the large concentration of 
resources in the past three decades and raises 
structural investment problems of a new type. 
One of them is the solution of capital allocation 
and reallocation of resources in accordance 
with the new structure of the economic growth 
path. Acta Oecon., 1983, 30(3-4), pp. 401-11. 
National Planning Office, Budapest. 

Cohen, Wesley M. — Investment and Industrial 
Expansion: A Corporate Variables Frame- 
work 


The article proposes that firm investment 
and, in turn, industry expansion are deter- 
mined by firm-specific “corporate” variables 
in addition to the typically considered varia- 
bles characterizing the firm’s experience and 
expected conditions in a given market, such 
as rate of growth of demand, price, and cost 
of capital. Defined to represent the internal 
characteristics of firms, the particular corpo- 
rate variables hypothesized to affect invest- 
ment behavior include cash flow, firm-specific 
assets, internal firm structure, and corporate 
strategy. The choice of the postulated corpo- 
rate variables is motivated by the presence of 
factors associated with the failure or absence 
of markets; an uncertain and complex environ- 
ment, the irreversibility of much capital invest- 
ment, information asymmetry, and organiza- 
tional boundaries. / Econ. Behav. Organ.. 
June-Sept. 1983, 4(2-3), pp. 91-111. Carnegie- 
Mellon University. 

Lacko, Maria — Behavioral Rules in the Distri- 
bution of Sectoral Investments in Hungary, 
1951-1980 

An attempt is made to determine empiri- 
cally the basic criteria for the distribuhon of 
the available investment funds among claim- 
ants, i.e., among firms or sectors of the Hungar- 
ian economy. Time series of investments in 
the 1951-80 period and behavioral equations 
show that investments were determined by- 
two simple rules that were applied at the same 
time in virtually all sectors: (a) investments 
were adjusted instantaneously and uncondi- 
tionally to macroeconomic tensions; (b) the sec- 
toral distribution of investments remained rel- 
atively stable. / Comp. F,con.. Sept. 1984, 8(3), 
pp. 290-300 Hungarian .\cademy of Sciences, 
Budapest. 

530 Marketing 
531 Marketing and Advertising 
Koford, Kenneth — Was “Free” TV a Price 
Control that Increased Consumers’ Welfare';* 
In the absence of e.Yternalities, competitive 
markets are efficient. Since television broad- 
casting was constrained to charge a price of 
zero for its product, we might conclude that 
social surplus was reduced from competitive 
levels. However, a simple model of the televi- 







sion broadcasting industry, which also includes 
the supply and demand for television advertis- 
ing, shows that the zero-price constraint (1) 
probably benefitted consumers, and (2) may 
also have increased social surplus. The argu- 
ment relies upon consumers’ negative valua- 
tions of marginal advertising, which are im- 
plied by the equilibrium in the television 
broadcasting market and by consumer survey 
evidence. Quart. Rev. Econ. Bus, Spring 1984, 
24(1), pp. 67-77. University of Delaware. 

.'540 .AeCOCNTINC 
541 Accounting 

Vickrey, Don W. — An Alternative Interpreta- 
tion of Unexpected Returns frotn Account- 
ing Income Numbers 

Studies that deal with the information con- 
tent of accounting income numbers have been 
interpreted as implying the exi.stence of 
changes in expectations about security return 
distributions that were sufficient to cau.se price 
revisions or alterations in portfolio composi- 
tions. This article shows primarily that this in- 
terpretation is not necessarily valid in the con- 
text of the various models of security market 
equilibrium and that the unexpected returns 
in these models are at least partial functions 
of firms’ unexpected wealth changes from 
profit-seeking activities or of changes in expec- 
tations about their cash-flow distributions, 
which are unrelated to changes in expectations 
about their security return distributions. 
Quart. Rev. Econ. Bus., Spring 1984, 24(1), pp. 
6-21. University of Tulsa. 

600 Industrial Organization; 
Technological Change; Industry Studies 

610 Industrial Organization and Public 
Policy 

611 Market Structure; Industrial Organization and 
Corporate Strategy 

Buhner, Rolf — Shareholder Wealth, Synergy, 
and the VEBA/Gelsenberg Merger 
This paper examines the stock market re- 
sponse to the events concerning the merger 
between VEBA and Gelsenberg. The results 


provide evidence of abnormal returns for th 
shareholders of both the target and the acquii 
ing firm. The results suggest a contingency syr 
ergy view of the merger under study. Specif 
cally, the merger case proposes market powe 
and market share as essential synergy creatin 
conditions. Z. ges. Staalswiss., June 198'“ 
140(2), pp. 259-75. University of Passau, We; 
Germany. 

Choi, Dosoung and Philippatos, George C.- 
Post-Merger Performance among Ilomoge 
ncous Firm Samples 

This paper analyzes post-merger perfoi 
mance with a sample composed of a few he 
inogenized subsamples according to varioi 
critical dimensions of the merger event. Th 
data show that clusters characterized by hig 
growth or frequent acquisitions, by high util 
zation of debt capacity, and by low liquidit 
tend to out-perforrn the market. These result 
support the hypothesis of financial synergisi 
and the hypothesis that aggressive growt 
strategies are rewarded in the market. Finat 
dal Rev., May 1984, 7.9(2), pp. 173-94. Univer 
sity of 1’ennessec, Knoxville. 

Daughety, Andrew F. — Regulation and Indus 
trial Organization 

This paper examines the effect on firm be 
havior and industry structure of industry-wid 
price regulation by the state. Such regulatior 
wherein regulators set prices with regard t 
an industry-wide aggregate performance mea 
sure, has been (and still is) widely used an< 
is shown to induce inefficiencies in firm open' 
tion. In general, such regulation can result ii 
setting prices high enough to maintain ineffi 
cient firms, and it encourages inefficient firn 
operation due to incentives to inflate costs an 
Averch-Johnson effects. / Polit. Econ., Oct 
1984, 92(5), pp. 932-53. University of low 
Iowa City. 

Hause, John C. and Du Rietz, Gunnar — Entr 
Industry Growth, and the Microdynamics c 
Industry Supply 

Entry is widely discussed but rarely sul 
jected to empirical study. This study develo 
a competitive theory of entry, with the pr 
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mary focus on the relationship between entry 
and industry growth. The main ingredients are 
adjustment costs to firms already in the indus- 
try and the distribution of fixed entry costs to 
potential entrants. Tbe theory suggests suffi- 
cient conditions under which the entry rate 
is an increasing, convex function of the indus- 
try growth rate. A regression model correcting 
for severe heteroscedasticity is applied to data 
from Swedish manufacturing industries. The 
results are consistent with the theoretical pre- 
diction for growth and other key variables ex- 
pected to influence entry significantly. / Polit. 
Econ., Aug. 1984, 92(A), pp. 733-57. State 
University of New York, Stony Brook; Svenska 
Arbetsgivarefbreningen, Stockholm. 

Jones, S. R. H. — The Organization of Work: 

A Historical Dimension 

An evaluation of the organizational efficien- 
cies of various modes of production by O. E 
Williamson has led him to conclude that, given 
identical technologies, the factory was more 
efficient than the putting-out system. The supe- 
rior organizational efficiency of the former, he 
maintains, was one reason for the transition 
to factory production during the nineteenth 
century. This paper challenges that view. It 
is argued that the way in which Williamson 
evaluates efficiency is open to methodological 
and other objections, and that there is limited 
empirical support for his hypothesis. Given an 
identical technology, the evidence suggests 
that the putting-out system was usually able 
to compete with the factory. /. Econ. Behav 
Organ., June-Sept. 1982, 3(2-3), pp. 117-37. 
University of Auckland, New Zealand. 


Koutsoyiannis, Anna — Goals of Oligopolistic 
Finns: An Empirical Test of Competing Hy- 
potheses 

This paper tests three hypotheses: profit 
maximization, sales maximization, and entry 
prevention. A relationship between market 
elasticity and firm elasticity of demand is estab- 
lished and used to draw inferences about firm 
motivation. Elasticities were estimated for 54 
U.S. industries for the 1958-80 period. In all 
cases the hypothesis that |e| > 1 was rejected, 
furthermore, 95 percent confidence intervals 
revealed that for 37 industries [e] < 1, while 


for 17 industries the evidence was inconclu 
sive. Given the information on market share 
and assuming consistent conjectures, these re 
suits provide evidence against the profit maxi 
mization and sales maximization hypothese: 
and in support of Joe Bain's hypothesis of entr 
prevention. Southern Exon. /, Oct. 198-^ 
51(2), pp. 540-67. University of Ottawa. 

Liebermann, Y. and Syrquin, M. — On the Us» 
and Abuse of Rights: An Economic View 
This paper pre.sents a scheme for character 
izing transactions (interactions) in economii 
terms. Four types of interactions are consid 
cred: two contracted for in markets (competi 
tive and monopolistic), and two brought abou 
by coercion (extortion and crime). One sectior 
focuses on monopoly and extortion, whicl 
.some authors has c claimed to be indistinguish 
able in economic terms. The analysis implie: 
that the common attitude, which regard; 
crime as more offensive than extortion, anc 
extortion as more offensive than monopoly, ha; 
a sound basis in terms of the impact on the 
efficiency of resource allocation. It also suggest; 
that norms of behavior might emerge as ar 
economic response to the market failure in 
volved in extortion, j. Econ. Behav. Organ. 
Mar. 1983, 4(1), pp. 25-40. Bar-Ilan University 
Ramat Gan, Israel, and University of Washing 
ton, Seattle; Bar-Ilan University. 

Masson, Robert T. and Shaanan, Joseph — So 
cial Costs of Oligopoly and the V'alue of Com 
petition 

In this study the authors present a ne\s 
method for estimating welfare lo.sses causec 
by market power. The method is based upor 
an empirical model of oligopoly behavior anc 
limit pricing. They provide estimates of: (a) ac 
tual social costs arising from existing market 
structures and (b) expected monopoly socia 
costs that would occur if there were no compe 
tition — actual or potential. The difference be- 
tween actual and monopoly welfare losses rep 
resents the value of competition in existim 
markets. The authors further estimate the sep- 
arate contributions of actual and potentia 
competition to this value. Econ. /, Sept. 198'’ 
94(375), pp. 520-35. Cornell University; Okla 
homa State University. 
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613 Public Utilitieii und Costs of Government 

llc);iilMtioii of Other Industries in the Private 
Sector 

Hillniuii, A. L. — Producer and Consumer In- 
terests, the State-Owned Pipeline, and Pub- 
lic Authority Pricing of Natural Gas 
This paper considers producer and con- 
sumer interests when slate ownership of a 
pipeline provides a public authority with mo- 
nopoly and monopsony power. In contrast with 
the conllict in the regulatory .setting where 
self-interested authorities choose the price at 
which producers and consumers directly trans- 
act with one another, in the pipeline case pro- 
ducers and consumers have a commonality of 
interest, which is sustained even if the authori- 
ties take the view that it is politically inexpe- 
dient to lake advantage of monopoly power 
with respect to consumers. Econ. Rec., Mar. 
1984, 60(168), pp. 28-33. Bar-Ilan University, 
Ramat Gan, Israel. 

Swan, Peter L. — The Marginal Cost of Base- 
Load Power: An Application to Alcoa’s Port- 
land Smelter 

This paper develops and exposits the meth- 
odology underlying the computation of the 
long-run marginal costs of "base-load” electric- 
ity supply by a publicly owned utility. The par- 
ticular application is to the costing of power 
to be supplied by the State Electricity Commis- 
sion of Victoria (SECV) to Alcoa’s aluminium 
smelter at Portland in Victoria. The results sug- 
gest a sizeable subsidy element in the tariEF, 
which is sensitive to the selection of the real 
discount rate. Econ. Rec., Dec. 1983, 59(167), 
pp. 332-44. University of New South Wales. 

615 Economics of Transportation 
Braeutigam, Ronald R.; Daughety, Andrew F. 
and Tumquist, Mark A. — A Firm Specific 
Analysis of Economies of Density in the U.S. 
Railroad Industry 

The authors formulate and estimate a long- 
run cost function for a single, large railroad 
firm, using time series data obtained directly 
from the firm, thereby avoiding the rather ar- 
bitrary transformations and allocations of cost 
often found in the data reported by the Inter- 
state Commerce Commission. The long-run 
function is found by first estimating a flexible 


functional form short-run variable cost func- 
tion and then enveloping. The authors use this 
study, in conjunction with their previous analy- 
sis of a small railroad, to examine issues of cost 
model specification, problems of firm-specific 
efiFects biases, and questions of economies of 
density. / Ind. Econ., Sept. 1984, 33{l), pp. 
3-20. Northwestern University; University of 
Iowa, Iowa City; Cornell University. 

De Borger, Bruno L. — Cost and Productivity 
in Regional Bus Transportation: The Belgian 
Case 

The author develops productivity indices for 
regional bus transportation in Belgium on the 
basis of an estimated variable cost function. 
Two different but closely related indices are 
calculated as suggested in the literature. Both 
productivity measures correctly account for in- 
put substitution over time and the methodol- 
ogy used does not impose a priori restrictions 
on technology. The results indicate important 
differences between the author’s proposed 
measures and a less sophisticated productivity 
index defined as output per unit labor input. 
A completely different pattern of productivity 
growth over time emerges from the estimates. 
/ Ind. Econ., Sept. 1984, 33(1), pp. 37-54. 
University of Wisconsin, Madison. 

Dodgson, J. S. — Railway Costs and Closures 
Recently the Serpell Report has highlighted 
the significant financial savings to be achieved 
from closing many of the more lightly used 
rail passenger services in Britain. I’he present 
papier considers developments in the analysis 
and treatment of unprofitable rail services 
since the 1963 Beeching Report. It surveys the 
cost-benefit analysis methodology and the 
problems that arise in its application, and con- 
siders the implications of cost-benefit results 
both in the light of previous government policy 
toward the rail network and in the light of 
the Serpell Committee’s network studies. Par- 
ticular attention is paid to the issue of rail cost- 
ing and to the question of contributory reve- 
nue loss. / Transp. Econ. Policy, Sept. 1984, 
18(3), pp. 219-35. University of Liverpool. 

Goodman, Allen C. — Port Planning and Fi- 
nancing for Bulk Cargo Ships: Theory and 
a North American Example 
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This paper applies a multi-port model to the 
treatment of port-specific capital improve- 
ments for bulk carriers. The model looks ex- 
plicitly at ship waiting times as real port costs 
and also at the implications of user financing 
of port improvements. In addition, it considers 
various types of strategic behavior of compet- 
ing ports. Finally, calibration of the model with 
existing data allows the estimation of potential 
impacts of financing coal-related port improve- 
ments for the competing North American 
ports of Baltimore and Norfolk. / Tramp. Econ. 
Policy, Sept. 1984, 18(3), pp. 237-52. Johns 
Hopkins University. 

ha Croix, Sumner J. — Airline Coupons and 
Pricing Adjustments 

In May 1979 United Airlines used coupon 
pricing to attract customers after a 58-day labor 
strike. Over the last four years numerous air- 
lines have used coupons to reduce their flight 
prices. This paper analyzes how airline firms 
can use coupon pricing to produce complex 
changes in their flights' transaction prices. 
United Airlines' 1979 coupon pricing plan is 
studied in light of this analysis. It is concluded 
that United issued coupons not only to attract 
publicity and to price discriminate, but also 
to implement efficient adjustments in the rela- 
tive price structure of its airline flights. / 
Tramp Econ. Policy, Sept. 1984, 18(3), pp. 
2.5.3-62. University of Hawaii, Honolulu. 

Major, Ivan — Tensions in Transportation and 
the Development Level of Transport in 
Some Socialist Countries 
Tensions in transportation were only partly 
due to the relative backwardne.ss of the trans- 
portation capacity in the period 1960-80. The 
main cause for them was the unsatisfiable de- 
mand for transportation, which was triggered 
by the high material intensity of production; 
the overcentralization of enterprises, which 
was not accompanied by the optimization of 
scales of production; a “hunger for invest- 
ments”; an overheated demand for capital 
goods as well as the dissipation of investments; 
and the structure of foreign trade. The charac- 
ter of the economic mechanism also played 
an important role in the creation of temporary 
tensions in transportation. Acta Oecon., 1983, 


30(2), pp. 221-40. Institute of Economics, Hun- 
garian Academy of Sciences, Budapest. 

McCeehan, H. — Forecasting the Demand for 
Inter-Urban Railway Travel in the Republic 
of Ireland 

The main aim of the paper is to determine 
a short-run demand model capable of giving 
accurate forecasts of passenger miles. The re- 
sults show that the main influences on the level 
of demand during the study period (1970-82) 
were consumer expenditure, rail fares, and sec- 
ond and third quarter seasonal dummies. The 
forecasts made from the model were compared 
to actual demand and were found to be quite 
accurate. / Transp. Econ. Policy, Sept. 1984, 
18(3), pp. 275-92. Coras lompair Eireann, 
Dublin. 

Zlatoper, Thomas J.— Regression Analysis of 
Time Series Data on Motor Vehicle Deaths 
in the United States 

This study uses linear regression and United 
States data for 1947 through 1980 to estimate 
a model that explains motor vehicle deaths. 
The estimates update and extend earlier esti- 
mates made by Sam Peltzman. Results of this 
study corroborate .some of Peltzman 's findings. 
For example, speed is found to have an increas- 
ing effect on highway deaths. However, Peltz- 
man 's conclusion that auto safety regulation 
has no effect on total motor vehicle deaths is 
not supported. Results suggest that federally 
mandated safety features reduce total highway 
deaths. Findings of this study also indicate that 
vehicle size has an inverse effect on motor ve- 
hicle deaths, j. Transp. Eicon Policy, Sept. 
1984, 18(3), pp. 263-74. John Carroll Univer- 
sity, Cleveland. 

620 Economics of Technological Chance 

621 Technological Change; Innovation; Research 
and Development 

Allen, Robert C. — Collective Invention 
This paper argues that many new production 
techniques have been developed by a process 
called “collective invention.” When firms col- 
lectively invent, they make available to their 
competitors the results of new plant designs 
so that their compietitors can incorporate ex- 
tensions of those designs into new facilities 
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hey build. 'I'he paper analyzes the implica- 
ioris of this behavior for the rate and bias of 
echnical change and discusses reasons why 
his behavior might occur. / Econ. Befiav. Or- 
■’an., .Mar. J983, 4(\), pp. 1-24. University of 
^^itish Ca)lumbia. Vancouver. 

ilama, Jifi — Gravity Models and Its Estima- 
tions for International Flows of Engineering 
Products, Chemicals and Patent Applica- 
tions 

A gravitation model was used for the simula- 
ion of international trade flows and interna- 
ional flows of patent applications. The model 
/as estimated on a log-linear basis over the 
jcriod 1965 to 1978 in respect to 27 countries 
r CMEA countries, 19 Western industrial 
ountries, and Yugoslavia), With regard to the 
a.sic model, preferences of varying strength 
3r trade or patenting beyond national fron- 
ers of CMEA and other international commu- 
ilies were quantified and interpreted. The es- 
imates produced by the model for 1965-78 
erinitted an analysis of the trend over the 
me in the correlation studied. Acta Oecon.. 
983, 30(2), pp. 241-53. Institute for Eastern 
European Studies, Munich. 

oete, Luc and Turner, Roy — Technology Dif- 
fusion and the Rate of Technical Change 
In this paper a model is developed in which 
2 chnoIogy diffusion is linked to the aggregate 
ate of technical change. The model shows that 
lere are two contributions to the aggregate 
te of technical progress; one is the weighted 
.’erage of the micro "disembodied" technical 
ogress, while the second represents the con- 
•ibution of the diffusion of innovations. The 
tter contribution is found to be a function 
' the distribution of the rates of return of the 
ifferent technologies in use. Econ. /, Sept. 
'84, 94(375), pp. 612-23. University of Sussex. 

630 Industry Studies 

ubrano, Michel and Sneessens, Henri R. — Un 
modele de production CES-Leontief pour 
I’industrie frangaise (A Leontief-CES Pro- 
duction Model for the French Industry) 

The authors’ production model makes the 
stinction between a long-term CES techno- 
igioal constraint and a short-term rigid techni- 


cal coefficient. This distinction enables them 
to take into account the underutilization of the 
capital stock and to define a maximal potential 
employment series. The model has properties 
comparable to those of putty-clay models with- 
out presenting the same degree of complexity. 
It is estimated on annual data with a combi- 
nation of classical and Bayesian techniques. 
Ann. INSEE, Apr.-June 1984, (54), pp. 3-30 
(FTench). CORE, Catholic University of Lou- 
vain. 

Sell, Axel — Staatliche Regulierung und Arbei- 
t.slo,sigkeit im internationalen Sektor (Regu- 
lation and Unemployment in the Interna- 
tional Sector) 

In West Germany the increa.se in the degree 
of regulation and a strengthening of the influ- 
ence of well organized groups, especially 
within the sector not exposed to international 
competition, results in an increase in the rela- 
tive income position of this sector as well as 
higher costs compared to a situation of strong 
competition. The international competitive- 
ness of those industries subject to international 
competition is thus eroded by higher costs of 
inputs from the national sector. Such a situa- 
tion must lead to structural unemployment 
that cannot be offset by a shift in the foreign 
exchange rale. Konjunkturpolitik, 1984, 39(4), 
pp. 189-216 (German). University of Bremen, 
West Germany. 

6.31 Industry Studies: Manufacturing 

Baldwin, Carliss Y.; Tribendis, Jo.seph J. and 
Clark, Joel P. — The Evolution of Market 
Risk in the U.S. Steel Industry and Implica- 
tions for Required Rates of Return 
The market risks (betas) of three sectors of 
the U.S. steel industry are examined for the 
period 1955-80. Results indicate that risks of 
integrated and specialty companies and the in- 
dustry taken as a whole declined significantly 
from 1955 to 1980. Scrap-based firms exhibit 
lower market risk than other sectors, although 
the differences tended to decrease over time. 
The capital asset pricing model is then used 
to forecast the real after-tax rate of return re- 
quired for investment within each of the three 
sectors of the industry. The resulting real rates 
of return are: integrated companies 5.4-9.0 
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percent; specialty steel producers 6.2-10.6 per- 
cent; and scrap based producers 5.0-8.5 per- 
cent. / Ind. Econ., Sept. 1984, 33(1), pp. 73- 
98. Harvard University; ALCOA Technical 
Center, Pittsburgh; Ma.ssachusetts Institute of 
Technology. 

Hall, V. B. and Saunders, Peter — Further Evi- 
dence from Survey Data on Australian Man- 
ufacturing Price Changes 
Three data sets from two diflFerent quarterly 
surveys have been used in estimating six stan- 
dard models of price change behavior. Results 
for Total Manufacturing Industry show prices 
respond to both actual cost movements and 
commodity market excess demand conditions. 
For most ASIC two-digit industries, prices re- 
spond rapidly to actual cost movements, and 
for many industries they also respond directly 
to excess demand conditions. The magnitude 
of orders and inventories influences is very 
small, but capacity utilization contributions 
seem far from trivial. Econ Rec., Mar., 1984, 
60(168), pp. 68-84. University of Sydney. 

Kardasz, Stanley W. and Stollery, Kenneth 
R. — Simultaneous Equation Models of Profit- 
ability, Advertising and Concentration for 
Canadian Manufacturing Industries 
This paper examines the determinants of 
profitability, advertising intensity, and concen- 
tration in Canadian manufacturing using a si- 
multaneous equation approach. Advertising 
plays two roles in the model: it restricts entry 
and it allows firms of suboptimal scale to sur- 
vive. The empirical results indicate that adver- 
tising intensity is a concave function of concen- 
tration, whereas profitability is a convex 
function of concentration. The latter finding 
is attributed to excessive aggregation in the 
available data. Quart. J. Bus. Econ., Winter 
1984, 23(1), pp. 51-64. University of Waterloo, 
Ontario. 

633 Industry Studies: Distributive Trades 
West, Douglas S. and Von Hohenbalken, 
Balder — Spatial Predation in a Canadian Re- 
tail Oligopoly 

This paper provides verifying evidence for 
both a model of economic behavior and a his- 
toric anticombines case. It does that by deriv- 


ing several spatial implications of David 
Kreps’s and Robert Wilson’s theory of oligopo- 
listic predation and by testing them with loca- 
tional data on some Canadian supermarket 
chains, one of which was ordered by the courts 
to desist from certain monopoly practices. / 
Reg. Sci., Aug. 1984, 24(3), pp. 415-29. Univer- 
sity of Alberta, Edmonton. 

700 Agriculture; Natural Resources 

710 agriculture 

711 Agricultural Supply and Demand Analysis 
Hazell, Peter B. R. — Sources of Increased In- 
stability in Indian and U.S. Cereal Produc- 
tion 

Recent growth in Indian and U.S. cereal pro- 
duction has been accompanied by a more-than- 
proportional increase in the standard deviation 
of production. This study applies variance de- 
composition procedures to state data on crop 
production to analyze the sources of this in- 
creased instability. It is found that production 
has become significantly more covariate be- 
tween states and crops, largely because of in- 
creased yield variability and a loss in offsetting 
patterns of variation between crop yields in 
different states. These changes may be associ- 
ated with more variable prices, with higher- 
yielding technologies, and with a narrowing 
of the genetic base. Amer. j. Agr. Econ., Aug. 
1984, 66(3), pp. 302-11. International Food 
Policy Research Institute, Washington, D.C. 

Lopez, Ramon E. — Estimating Substitution 
and Plxpansion Effects Using a Profit Func- 
tion Framework 

This study reports a first attempt to derive 
all the relevant information with respect to 
the structure of production of an industry using 
knowledge of only a profit function. Using esti- 
mates of a profit function for Canadian agricul- 
ture, a procedure to separate substitution and 
expansion effects for both inputs and outputs 
was implemented. Information concerning net 
input and output substitution and complemen- 
tarity possibilities was obtained. The most im- 
portant empirical results suggest that the hy- 
pothesis of nonjoint production of crop and 
animal outputs in Canadian agriculture cannot 
be rejected, and that hired and operator labor 
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are complements rather than substitutes. 
Amer. J A^r. Econ., Aug. 1984, 66(3), pp 358- 
67. University of Maryland, College Park. 

Rossi, Nicola — The Estimation of Product Sup- 
ply and Input Demand by the Differential 
Approach 

This paper makes use of the differential ap- 
proach to the theory of the multiproduct firm 
in order to empirically analyze input demand 
and product supply in Italian agriculture. Esti- 
mation of the parameters of the model with 
annual (1961-80) data for a sector model of 
fourteen products and three factors of produc- 
tion suggests possibilities for farmers to change 
their output mix in response to changes in the 
expected prices of products. On the input de- 
mand side, the derived demand functions 
seem to staisfy the integrability conditions but 
turn out to be quite inelastic. Amer. J. A^r. 
Econ., Aug. 1984, 66(3), pp. 368-75. Libera 
Universita Internazionale degli Studi Social!, 
Rome. 

Sipos, Aladar — Relations between Enterprises 
in the Agro-Industrial Sphere in Hungary 
rhe various forms of relations between farm- 
ing, industrial, and trading enterprises, as well 
as the possibilities for making these relations 
more efficient, are examined. The analysis ex- 
tends to the relations between enterprises in 
the supply sphere, first of all to the concrete 
problems of the supply of agricultural enter- 
prises with machinery, further to the question 
of industrialized production systems, associa- 
tion relations, as well as to the different forms 
of foreign trade enterprise relations. The di- 
versity of possible forms should be maintained 
and enterprise interests must be better harmo- 
nized in the future. Acta Oecon., 1983, 3/(1- 
2), pp. 53-69. Institute of Economics, Hungar- 
ian Academy of Sciences, Budapest. 

714 Agricultural Finance 

Basu, Kaushik — Implicit Interest Rates, Usury 
and Isolation in Backward Agriculture 
Recent empirical studies have strongly sug- 
gested the presence of implicit charges in rural 
usury. The present paper studies one kind of 
implicit interest, namely the underpricing of 
collateral, i.e., assets against which loans are 
Tven. Such underpricing is a crucial axiom in 


some existing theoretical models. This paper 
explains endogeously the process that leads to 
the underpricing of collateral and thereby pro- 
vides a theoretical counterpart to what had 
earlier been empirically observed. A general- 
ized model is constructed, which explains the 
simultaneous determination of interest rate 
and collateral price, and provides us with new 
insights into the process of rural usury. Cam- 
bridge J. Econ., June 1984, 8(2), pp. 145-59. 
Delhi School of Economics. 

716 Farm Management 

Antle, John M. and Coodger, William J. — Mea- 
suring Stochastic Technology: The Case of 
Tulare Milk Production 

The flexible moment-based approach to pro- 
duction analysis is used to measure the stochas- 
tic structure of large-.scale dairy production in 
Tulare County, California. This approach is 
flexible because it does not impose restrictions 
on the relationships between decision variables 
and the moments of the probability distribu- 
tion of output. The parameter estimates sup- 
port the hypothesis that second and third mo- 
ments are functions of inputs and indicate that 
capital-intensive dairies are riskier. The im- 
plied behavior of a risk-averse dairy manager 
changed markedly when the effects of inputs 
on the skewness of the output distribution 
were included in a decision model. Amer. J. 
Agr. Econ., Aug. 1984, 66(3), pp. 342-50. Uni- 
versity of California, Davis. 

Babcock, Bruce, et al. — Identifying Least-Cost 
Sources of Required Fertilizer Nutrients 
Agricultural producers should evaluate 
trade-offs between application costs and blend- 
ing fees when applying two or more fertilizer 
mixtures to satisfy their ex ante fertilizer re- 
quirements in an economical manner. This de- 
cision situation is modeled using a linear pro- 
gramming procedure designed for practical 
use as a computerized decision-making aid. Re- 
sults from a trial application of the method sug- 
gest this aid can be of significant value to 
producers confronted with such decisions. 
Coauthors are: M. Edward Rister, Ronald D. 
Kay, and Jo Ann Wallers. Amer. J. Agr. Econ., 
Aug. 1984, 66(3), pp. 385-91. Texas A&M 
University, College Station. 
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Carter, Michael R. — Identification of the In- 
verse Relationship between Farm Size and 
Productivity: An Empirical Analysis of Peas- 
ant Agricultural Production 
Farm level data from green revolution India 
in the early 1970s are systematically analyzed 
with econometric procedures designed to 
identify the cause of the often observed inverse 
relationship between farm size and productiv- 
ity. A strong inverse relationship is found to 
exist in the data even after accounting for the 
effect of sample selection based on farmer liter- 
acy. The group structure of the data is ex- 
ploited and is shown to reject the hypothe,sis 
that the inverse relationship is a misidentifica- 
tion of village factors correlated with farm size. 
Analysis of technical and farm-specific factors 
supports explanation of the inverse relation- 
ship in terms of the mode of production of 
pea.sant agriculture. Oxford Earn. Pap., Mar. 
1984, 36(1), pp. 131-45. Georgetown Univer- 
sity. 

Feder, Cershon and Slade, Roger — The Acqui- 
sition of Information and the Adoption of 
New Technology 

This paper presents a dynamic model of dif- 
fusion of a new technology involving a variable 
input. The model highlights the role of active 
information accumulation, which entails costs. 
It generates several hypotheses regarding the 
likely pattern of adoption and use of the varia- 
ble input over time by farmers of differing 
holding sizes and different access to informa- 
tion. It provides a possible explanation to the 
often observed lag in adoption of innovations 
by smaller farmers. Analysis of data from India 
on knowledge and adoption of several prac- 
tices yields results that are generally consistent 
with the hypotheses suggested by the theoreti- 
cal framework. Arner.J. Agr. Econ., Aug. 1984, 
66(3), pp. 312-20. World Bank, Washington, 
D.C. 

Gonczi, Ivan — Division of Labour and Work 
Organization in the Hungarian Large-Scale 
Agricultural Production 
Instead of the further specialization of jobs 
and trades, it seems expedient rather to merge 
the fragmented jobs in the basic activities of 
agriculture; the greatest possible identification 


with the job and workplace can only be at- 
tained in this way. The organization of work 
within the enterprise also needs improvement. 
Wider job descriptions can ensure that workers 
use their worktime better. The sense of owner- 
ship of cooperative members can only be in- 
creased if they are paid more for more, better, 
and more efficient work. Acta Oecon., 1983, 
3/ (1-2), pp. 71-86. 

Ho, Thomas S. Y. — Intertemporal Commodity 
Futures Hedging and the Production Deci- 
sion 

This paper deals with the producer’s optimal 
use of commodity futures in hedging. The 
framework for analysis is an intertemporal con- 
sumption and investment model. The pro- 
ducer makes his production decisions at the 
beginning of the period and realizes his return 
at the end of the time interval. During the 
period, he faces both price and output uncer- 
tainties. In applying stochastic dynamic pro- 
gramming methods, this paper shows the effect 
of these risks on his consumption behavior. 
Further, the paper investigates his optimal 
hedging positions in ihe futures market over 
time and his optimal production decisions. Fi- 
nally, implications of these results on the fu- 
tures markets are di.scussed. ] Finance, June 
1984, 39(2), pp. 351-76. New York University. 

717 l..aiid Rerortn and Land Use 

Apland, Jeffrey; Barnes, Robert N. and Justus, 
Fred — The Farm Lease: An Analysis of 
Owner-Tenant and Landlord Preferences 
under Risk 

A variety of farm lease terms are examined 
with respect to the preferences of an owner- 
tenant and landlord under risk. The owner- 
tenant’s optimal crop mix is examined for six 
common leasing arrangements. A variant of 
the MOTAD model is used to derive the opti- 
mal crop mix for a risk-neutral and risk-averse 
owner-tenant. For two share lease.s, the trade- 
offs between the owner-tenant’s and landlord’s 
preferences are examined, with each agent 
given neutral and averse risk postures. Results 
suggest the importance of mixed tenancy and 
risk in the selection of lease terms for farm 
land. Amer. J. Agr. Econ., Aug. 1984, 66(3), 
pp. 376-84. University of Minnesota, St. Paul; 
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University of Kentucky, Lexington; University 
of Kentucky, Lexington. 

718 Rural Economics 

Strauss, John — Marketed Surpluses of Agricul- 
tural Households in Sierra Leone 
An agricultural household model is used with 
household level data from Sierra Leone to esti- 
mate elasticities of marketed surplus for sev- 
eral outputs and for labor with respect to price 
and nonprice variables. Positive own-price 
elasticities are found with magnitudes consid- 
.■irably above own-price output elasticities. 
'Jhanges in household characteristics and pro- 
duction technology akso affect marketed sur- 
pluses but not always in anticipated directions, 
elasticities are reported for households when 
grouped by their total e.xpenditure, not just 
for the sample mean. The differences are im- 
oortant, showing that tow expenditure house- 
holds respond as much as high expenditure 
households. Amer. J. Af^r. Econ., Aug. 1984, 
'!6(3), pp. 321-31. Yale University. 

720 Natural Resources 
721 Natural Resources 

"arzin, Y. Hossein — The Effect of the Discount 
Rate on Depletion of Exhaustible Resources 
This paper argues that,’ despite its wide- 
spread acceptance in the literature, the basic 
Droposition that a reduction (an increase) in 
he discount rate leads to greater conservation 
faster depletion) of an exhaustible resource is 
lot generally valid. It shows that the effect 
of the discount rate on the rate of resource 
'epletion depends on capital requirements for 
oroduction of the substitute and extraction of 
.he resource and on the size of the resource 
stock. In fact, it shows that there always exist 
t least two ranges of the resource stock size 
or which the effect is opposite to that conven- 
lionally believed. / Polit. Econ., Oct. 1984, 
2(5), pp. 841-51. World Bank, Washington, 
D.C. 

"raser, R. W. and Van Noorden, R. J. — Extrac- 
tion of an Exhaustible Resource: The Effects 
on Investment of Several Parameters Being 
Subject to Uncertainty 
The effect on investment of the introduction 
>f uncertainty about the size of one parameter 


depends on what other parameters are simulta- 
neously uncertain. Further, two parameters, 
may be linked with positive or negative covari- 
ances. The covariances are shown to have im- 
portant effects on the investor, whether risk 
neutral or risk averse. Governments are ad- 
vised to consider policies that affect the covari- 
ances of those parameters that are key influ- 
ences on investment. Econ. Rec., Dec. 1983, 
59(167), pp. 365-74. University of Western 
Australia; University of Oxford. 

Halvorsen, Robert and Smith, Tim R. — On 
Measuring Natural Resource Scarcity 
Conclusions concerning trends in natural re- 
source scarcity may depend critically on the 
choice of scarcity index Unfortunately, the 
prevalence of vertical integration in natural 
resource industries has hindered the use of 
some otherwi.se desirable scarcity measures. In 
this paper duality theory is u.sed to derive an 
econometric procedure for estimating one 
such measure, the .shadow price of the resource 
in situ. Empirical results for the Canadian 
metal mining industry indicate that resource 
scarcity as measured by this shadow price has 
decreased substantially over time. ]. Polit. 
Econ., Oct. 1984, 92(5), pp. 954-64. University 
of Washington, Seattle; Federal Reserve Bank 
of Kan.sas City. 

Hanemann, W. Michael — Welfare Evaluations 
in Contingent Valuation Experiments with 
Discrete Responses 

Since the work of Richard C. Bishop and 
Thomas A. Heberlein, a number of contingent 
valuation experiments have appeared involv- 
ing discrete responses, which are analyzed by 
logit or similar techniques. This paper ad- 
dresses the issues of how the logit models 
should be formulated to be consistent with the 
hypothesis of utility maximization and how 
measures of compensating and equivalent sur- 
plus should be derived from the fitted models. 
Two distinct types of welfare measures are in- 
troduced and then estimated from Bishop and 
Heberlein’s data. Amer. ]. Agr. Econ., Aug. 
1984, 66(3), pp. 332-41. University of Califor- 
nia, Berkeley. 

Hazilla, Michael and Kopp, Raymond J. — As- 
sessing U.S. Vulnerability to Raw Material 
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Supply Disruptions; An Application to Non- 
fuel Minerals 

There exists growing concern in the United 
States regarding the stability of particular non- 
fuel mineral markets. The cause for this con- 
cern emanates from the perceived essentiality 
of the minerals traded in these markets and 
from the fact that these markets tend to be 
dominated on the supply side by an extremely 
small number of foreign producers. In this pa- 
per the authors develop and apply neoclassical 
econometric methods designed to measure the 
magnitude of potential U.S. vulnerability to 
supply disruptions in critical minerals and ma- 
terials. The results of this study suggest that 
potential vulnerability of the U.S. economy to 
severe supply disruptions is quite high but that 
substitution has a strong mitigating effect when 
disruptions do not exceed 35 percent of cur- 
rent consumption levels. Southern Econ. J., 
Oct. 1984, 57(2), pp. 341-5,5. Resources for the 
Future, Washington, D.C. 

722 Conservation and Pollution 
brvin, David £.; Heffernan, William D. and 
Green, Gary P. — Cross-Compliance for Ero- 
sion Control: Anticipating Efficiency and 
Distributive Impacts 

Despite increasing attention, the effects of 
using differential agricultural program benefits 
to achieve soil conservation are largely unex- 
plored. Viewed in a conventional environmen- 
tal economics framework, the popularly per- 
ceived cross-compliance program may fall 
short on efficiency grounds. Analysis suggests 
that the greatest incentive to practice conser- 
vation may occur on land with little or no net 
social benefits forthcoming from erosion con- 
trol. A by-product of cross-compliance worth 
consideration is that those likely to benefit 
most from the program are the highest equity 
and largest farm operators. A mer. J. Agr. Econ.. 
Aug. 1984, 66(3), pp. 273-78. University of Mis- 
souri, Columbia; University of Missouri, Co- 
lumbia; East Carolina University, Greenville. 

Knapp, Keith C. — Steady-State Solutions to 
Soil Salinity Optimization Problems 
This paper is concerned with the profit-maxi- 
mizing choice of water quantities given the 
choice of crop and water quality but taking 


into account the dynamics of salt accumulation 
over time. The optimization model formulated 
in this paper is based on a detailed representa- 
tion of the salt transport process in soils but 
assumes known or average rainfall levels. Opti- 
mal water quantities and soil salinities in steady 
state were calculated for navel oranges in two 
areas of California. Water applications suffi- 
cient to maintain maximum yields were found 
to be optimal in both regions. A mer. J. Agr. 
Econ., Aug. 1984, 66(3), pp. 279-85. University 
of California, Riverside. 

Koenig, Evan F. — Uncertainty and Pollution; 
The Role of Indirect Taxation 
This paper explores the potential usefulness 
of indirect taxation as a supplement to effluent 
charges. It is argued that effluent charges 
should typically be accompanied by taxes on 
privately traded commodities linked to the pol- 
lutant in consumption or production. The per- 
formance of such combinations of taxes and 
charges is then compared to that of an effluent 
standard. / Public Econ.. June 1984, 24(1), pp. 
111-22. University of Washington, Seattle. 

Oates, Wallace E. and Strassmann, Diana L. — 
Effluent Fees and Market Structure 
This paper explores the efficiency properties 
of a system of effluent fees in a mixed economy 
in which polluting agents take a variety of orga- 
nizational forms: private monopoly, the mana- 
gerial firm, regulated firms, and public bu- 
reaus. The analysis, including some crude 
empirical estimates, suggests that the welfare 
gains from pollution control are likely to dwarf 
in magnitude the potential losses from the vari- 
ous imperfections in the economy. The tenta- 
tive conclusion is that the case for a system 
of fees that is invariant with respect to organi- 
zational form is not seriously compromised by 
likely deviations from competitive behavior. 
J. Public Econ., June 1984, 24(1), pp. 29-46. 
University of Maryland, College Park; Rice 
University, Houston. 

723 Energy 

Hillman, A. L. and Katz, E. — Oil Price Instabil- 
ity and Domestic Energy Substitution for 
Imported Oil 
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This paper considers the effects of unstable 
world oil prices on domestic firms seeking sub- 
stitutes for imported oil. Price instability mani- 
fested as price uncertainty is shown to inhibit 
domestic potential competitors' substitution 
activities, being analogous to a tax imposed on 
domestic firms by the dominant oil-exporters. 
This tax analogue of price uncertainty is in dis- 
tinction to the mutual gain scenario of stochas- 
tic limit pricing when there is price variability 
but no uncertainty. Earn. Rec., Mar. 1984, 
60(168), pp. 85-89. Bar-llan University, Ramat 
Can, Israel. 

Kirchgassner, Gebhard— Die Abhangigkeit der 
Mineralolprei.se in der Schweiz von der Ent- 
wicklung der Prei.se auf dem Rotterdamer 
Spotmarkt und vom Wech.sclkurs (The De- 
pendence of Swiss Oil Prices on the Price 
at Rotterdam and on the Exchange Rate) 

In this paper it is investigated how Swiss 
prices for ga.soline and heating oil react to 
changes of the Rotterdam prices and of the 
Dollar-Swiss Franc exchange rate. Monthly 
data from 1972 to 1982 are used. Using the 
Haugh-Pierce test and the direct Granger pro- 
cedure it is shown that there is a (Granger) 
cau.sal relationship from the Rotterdam prices 
arid the exchange rate to the Swiss prices and 
that there is instantaneous causality as well. 
Models estimated with the Hsiao procedure 
explain about 75 to 80 percent of the variance 
of the Swiss heating oil but only between 20 
and 30 percent of the gasoline prices. More- 
over, estimated impulse response functions 
show that consumer prices react slower than 
wholesale prices and that gasoline prices react 
slower than heating oil prices. Schweiz. Z 
Volkswirtsch. Statist., Sept. 1984, 120{3), 293- 
313 (German). ETH-Ziirich, Institut fur Wirt- 
schaftsforschung. 

Leu, Robert E., et al. — Externa Kosten der En- 
ergie am Beispiel von Mortalitat und Mor- 
biditat (External Costs of Energy: Effects on 
Mortality and Morbidity) 

The social costs of energy production and 
consumption in terms of increased mortality 
and morbidity are estimated for Switzerland 
using recent empirical studies on air pollution 
and health in the United States. These costs 


were between 100 and 300 million Swiss francs 
1980 and occurred mainly as externalities. The 
paper illustrates how these externalities could 
be corrected via a Pigou tax. However, there 
is uncertainty about the epidemiological basis 
and the imputed values for health and mortal- 
ity reductions making the imposition of such 
a tax infeasible until better cost estimates are 
available. Coauthors are: Christopher H. Gysin, 
Rene L. Frey, and Norbert Schmassmann. 
Schweiz. Z. Volkswirtsch. Statist, Sept. 1984, 
120(3), 383-408 (German). University of Basel. 

Marion, Nancy Peregrim and Svensson, Lars 
E. O. — World Equilibrium with Oil Price In- 
creases: An Intertemporal Analysis 
In this paper the authors examine the effect 
of an OPEC price increase on the welfare of 
a large oil-importing bloc. The analysis is con- 
ducted with the aide of an intertemporal gen- 
eral equilibrium model that takes into account 
endogenous changes in saving, investment, 
and employment. The analysis shows that the 
oil-importing bloc can increase its welfare by 
subsidizing current oil imports and taxing 
them in the future. It can also improve its wel- 
fare by taxing capital imports from OPEC. Ox- 
ford Ecoti. Pap., Mar. 1984, 36(1), pp. 86-102. 
Dartmouth College; Institute for International 
Economic Studies, .Stockholm. 

Fillet, Gonzague and Odum, Howard T. — En- 
ergy Externality and the Economy of Swit- 
zerland 

Unlike market externalities (external effects 
of fir.st generation), which are potentially inter- 
nal to revised market decisions, energy exter- 
nalities (external effects of second generation) 
are edge effects. Energy externalities cannot 
be internalized through a price-oriented sys- 
tem. They originate in a flow that comes in 
through a source from outside the main econ- 
omy and goes into a used, degraded form 
through the heat sink. In other words, because 
market prices deal with human service only, 
and not with environmental service, energy 
externality is the proportion of economic work 
ultimately caused from out.side without any 
pricing process. This study deals with the inter- 
face between economics and energetics. It 
deals with the concept of energy externality 
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and presents the energy language concerned 
with the study of energetics, environment, and 
economics. It gives practice in understanding 
energy analysis procedure as a contribution to 
the economic internalization of energy exter- 
nalities. According to the above analysis, it de- 
livers an overview of the Swiss economy re- 
garding its external energy basis. Schweiz. Z. 
Volkswirtsch. Statist., Sept. 1984, 120(3), 409- 
35. University of Florida. 

Razavi, Hossein — An Economic Model of 
OPEC Coalition 

This paper utilizes a theory from social psy- 
chology to formulate the coalition among 
OPEC member countries. The formulation is 
based on the assumption that OPEC is an organ 
through which member countries can negoti- 
ate and reach a consensus while each member 
pursues its own objective and, consequently, 
has its own view of the optimum pricing policy. 
This consensus, like any other compromising 
act, may or may not be attainable in any period 
of time. The present paper analyzes the possi 
bility of the realization of this consensus in rela- 
tion to differences in the politico-economic 
structures of the OPEC member countries. 
Southern Econ. /, Oct. 1984, 5/(2), pp. 419- 
28 Ernst & Whinney, Washington, D C. 

Sav, G. Thomas — The Engineering Approach 
to Economic Production Functions Revis- 
ited: An Application to Solar Processes 
Despite the renewed and increasing interest 
in solar produced energy, very little of general 
interest has been done in the way of empiri- 
cally estimating substitution possibilities be- 
tween solar produced and conventional, non- 
renewable energy resources. The present 
paper utilizes engineering and technological 
data in order to derive an economic production 
function describing interprocess substitution 
possibilities between solar and conventionally 
produced energy. Production coefficients are 
estimated for four broad geographical regions 
and for three conventional fuels. While the pa- 
per focuses on the production of domestic hot 
water services, the analysis suggests that the 
approach can be successfully applied to other 
solar applications. J. Ind. Exon., Sept. 1984, 
33(\), pp. 21-35. West Georgia College, Car- 
rollton. 


800 Manpower; Labor; Population 

810 Manpower Training and Allocation; 

Labor Force and Supply 

812 Occupation 

Kaun, David E. — F’aculty Advancement in a 
Nontraditional University Environment 
This study examines faculty advancement 
rates during the formative years of the Univer- 
sity of California, Santa Cruz. An explicit goal 
of the administration was to obtain high-quality 
undergraduate teaching from faculty members 
who were to be appraised on the basis of crite- 
ria that emphasize research. Previous studies 
of faculty advancement have shown little or 
no reward for high-quality teaching, but this 
study finds a significant relationship between 
faculty advancement and quality teaching, in 
addition to the usual relationship with length 
of service and publications. The author con- 
cludes that the institutional environment can 
influence the faculty reward structure to pro- 
mote improved teaching. Ind Lab. Relat. Rev., 
July 1984, 37(4), pp. 592-606. Adlai E. Steven- 
son College, University of California, Santa 
Cruz. 

813 Labor Force 

F'laim, Paul O. — Discouraged Workers- How 
Strong Are Their Links to the Job .Market? 
This article discusses discouraged workers, 
or persons who report they want to work but 
are not looking for a job because they think 
they could not find one. During periods of low, 
as well as high unemployment, the majority 
of them made few, if any, contacts with the 
job market. For many, the last job dates back 
many years. Those without any recent work 
experience are unlikely to seek a job after their 
original cla.ssiflcation as discouraged. This evi- 
dence supports the present practice of not in- 
cluding discouraged workers in the labor force, 
limiting the count to those who have made 
some job seeking effort during the preceding 
6-month period. Mon. Lab. Rev., Aug. 1984, 
107(8), pp. 8-11. Bureau of Labor Statistics, 
Washington, D.C, 

Greenberg, David and Halsey, Harlan — Sys- 
tematic Misreporting and Effects of Income 
Maintenance Experiments on Work Effort: 
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Evidence from the Sealtle-Denver Experi- 
ment 

Previous estimates of the effects of the Seat- 
tle and Denver Income Maintenance Experi- 
ment on labor supply indicate that persons eli- 
gible for experimental payments reduced their 
work effort by appreciable amounts. However, 
these estimates have all been based on data 
that were self-reported during interviews by 
experimental participants. This paper investi- 
gates whether the estimates are biased by ex- 
perimental-control differences in participants' 
reporting accuracy. The results, which utilize 
employer-reported information on partici- 
pants’ work effort, suggest that experimental 
effects on several categories of Seattlc-Denver 
participants were less adverse than estimates 
based on self-reported interview data imply. 
/ Lab. Econ., Oct. 1983, 1(4), pp. 380-407. 
University of Maryland, Baltimore County. 

Leon, Carol Boyd — Working for Uncle Sam — 
A Look at Members of the Armed Forces 
In 1982, the total lalxir force included 1.7 
million men and women assigned to military 
duty in the United States. This article com- 
pares the demographic and occupational char- 
acteristics of the Armed Forces in the United 
States with those of civilian workers. Among 
the findings, the study states that persons in 
the military tend to be younger than civilian 
workers and include relatively more blacks but 
fewer women. About half the men and two- 
fifths of the women are married. Fewer than 
9 of every 100 persons in the resident military 
hold combat jobs. Crafts predominate among 
enlisted men, while enlisted women are more 
likely to hold clerical and administrative posi- 
tions. Mon. Lab. Rev., July 1984, 107(1), pp. 
3-9. Bureau of Labor Statistics, Washington, 
DC. 

820 Labor Markrtsj Public Policy 
821 Theory of Labor Markets and Leisure 
Albrecht, James W. and Axell, Bo — An Equilib- 
rium Model of Search Unemployment 
This paper develops a simple general equi- 
librium model with sequential search in which 
a nondegenerate wage ofiFer distribution is en- 
dogenously determined. The authors use this 
model to analyze the comparative statics ef- 


fects of increases in unemployment compensa- 
tion on the unemployment rate and aggregate 
welfare, taking into account the inducec 
change in the wage offer distribution. The re 
suits differ significantly from the prediction, 
of the standard “partial-partial” model. For ex- 
ample, one can expect a selective increase ir 
unemployment compensation, made available 
to those who impute a relatively low value tc 
leisure, to decrease the equilibrium rate of un 
employment. J. Polit. Econ., Oct. 1984, 92(5) 
pp. 824-40. New York University; Industria 
Institute for Economic and Social Research, 
Stockholm. 

Carmichael, H. Lome — The Agent-Agent: 
Problem; Payment by Relative Output 
This paper begins an investigation into the 
incentive problems at a firm when the effort 
of the employer and the employees combines 
to determine final output. The major conclu- 
sion is that optimal reward functions in this 
circumstance will in general value the perfor- 
mance of a worker relative to that of his peers. 
The paper thus joins a growing literature asso- 
ciated with the work of E. Lazear and S. Rosen 
(1981) on rank order tournaments. /. Lab. 
Eicon., Jan, 1983, 1(1), pp. 50-65. Queen’s 
University, Kingston, Ontario. 

Cave, George — ^Job Rationing, Unemployment, 
and Discouraged Workers 
By combining features of rationing models 
and hedonic models in a novel way, this paper 
develops a structural model of categorical la- 
bor force behavior to help explain several 
puzzles in data on unemployment and discour- 
aged workers. It traces the links among mini- 
mum wages or other rigidities, hiring and firing 
decisions by firms, and labor force participa- 
tion decisions by individuals of differing skill 
levels. A key comparative static result is that 
a rise in an effective minimum wage increases 
the labor force participation of more skilled 
marginal workers but reduces the participa- 
tion of less skilled marginal workers. ]. Lab. 
Econ., July 1983, 1(3), pp. 286-307. Princeton 
University. 

Coyte, Peter C Specific Human Capital and 

Sorting Mechanisms in Labor Markets 



Selected Abstracts 


487 


This paper provides two contributions to the 
literature on employment contracts under 
asymmetric information. First, under uncer- 
tainty concerning person-specific information, 
employers have an incentive to screen employ- 
ees. The author considers screening through 
wages and through specific human capital. Sec- 
ond, in contrast to the existing literature on 
employment contracts, he provides an analyti- 
cal framework that is amenable to empirical 
verification. He shows that an increase in the 
self-selection premium reduces the probability 
of a quit by employees and raises the employ- 
er’s share in the cost of specific human capital 
investments. Southern Econ. /, Oct. 1984, 
5/(2), pp. 469-80. Simon Fraser University, 
Burnaby, British Columbia, and University of 
Alberta, Edmonton. 

Fhrenberg, Ronald C.; Danziger, Leif and San, 
Gee — Cosl-of-Living Adjustment Clauses in 
Union Contracts. A Summary of Results 
This paper provides an explanation why cost- 
of-living adjustment (COLA) provisions and 
their characteristics vary widely across U.S. in- 
dustries. The authors develop models of opti- 
mal risk sharing between a firm and union to 
investigate the determinants of a number of 
contract characteristics. These include the 
presence and degree of wage indexing, the 
magnitude of deferred noncontingent wage in- 
creases, contract duration, and the trade-off be- 
tween temporary layoffs and wage indexing. 
Preliminary empirical tests of some of the im- 
plications of the model are described. One key 
finding is that the level of unemployment in- 
.surance benefits appears to influence the level 
of layoffs and the extent of COLA coverage 
simultaneously. J. Lab. Econ., July 1983, /(3), 
pp. 215—45. Cornell University; Tel-Aviv Uni- 
versity; Cornell University. 

Hall, Robert E. and Lazear, Edward P. — The 
h’xcess Sensitivity of Layoffs and Quits to De- 
mand 

Excessive layoffs in bad times and excessive 
quits in good times both stem from the same 
weakness in practical employment arrange- 
ments: the specific nature of worker-firm rela- 
tions creates a situation of bilateral monopoly. 
Institutions that have arisen to avert the associ- 


ated inefficiency cannot mimic the separation 
decisions of a perfect-information, first-best al- 
location rule. Simple employment rules based 
on predetermined or indexed wages are in 
many cases the most desirable among the class 
of feasible employment arrangements. More 
complicated contracts, which seem to deal 
more effectively with turnover issues, either 
are infeasible because of informational require- 
ments or create adverse incentives on some 
other dimension. / Lab. Econ., Apr. 1984, 2(2), 
pp. 233-57. Stanford University; University of 
Chicago. 

Harris, Milton and Weiss, Yoram — Job Match- 
ing with Finite Horizon and Risk Aver- 
sion 

The consequences of introducing risk-averse 
workers with a known, finite retirement age 
into a simple job-matching framework are ex- 
plored. With risk-neutral workers but finite re- 
tirement age, the equilibrium exhibits the 
main features of academic tenure; that is, there 
exists a "tenure standard” and “up-or-out age.” 
With risk-averse workers, the turnover aspects 
of the equilibrium are similar, but firms pro- 
vide workers with wage insurance in the form 
of wages that are downward rigid. As a result, 
it may be optimal ex ante for workers to dele- 
gate the job choice decision to the employer 
and, ex post, not all separations will be volun- 
tary for the worker. / Polit. Econ., Aug. 1984, 
92(4), pp. 758-79. Northwestern University; 
Tel-Aviv University. 

Hayes, Beth — Unions and Strikes with Asym- 
metric Information 

Strikes seem to be a Pareto inefficient out- 
come of bargaining between a union and a 
firm; however, this paper shows that strikes 
can be the outcome of rational behavior by 
both agents. If the firm has more information 
than the union concerning the state of nature, 
the union can use strikes as a way of gaining 
information. The paper uses an asymmetric in- 
formation model where the firm has informa- 
tion about the state (i.e., profitability) that the 
union does not know. The schedule of wage 
offers by the union then depends on the proba- 
bility of occurrence of a given state. J. Lab. 
Econ., Jan. 1984, 2(1), pp. 57-83. 
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Hersoug, Tor — Union Wage Responses to Tax 

C^hangos 

This paper analyzes the effects of income 
tax changes on employment and the inflation 
rate iti an economy with utility maximizing 
trade unions. Tax increases will be partly 
shifted forward. A progressivity neutral tax cut 
will reduce the inflation rate and increase em- 
ployment. A change in the degree of pro- 
gressivity in the income tax function has am- 
biguous effects. A stylized treatment of the 
case with n unions indicates that a centralized 
wage settlement will give a lower inflation rate 
and higher employment than will a decentral- 
ized settlement. Oxford Ecan. Pap., Mar. 1984, 
36(1), pp. 37-51. University of Oslo. 

McCabe, Peter J. — Optimal Leisure-Kffort 

Choice with Endogenously Determined 

Earnings 

Life-cycle models of training/ working that 
allow a leisure /effort trade-off are examined. 
A two-stage maximization problem is proposed 
encompassing models previously studied. In 
one stage, preferences are maximized by se- 
lecting a lifetime plan of consumption, leisure, 
and non-leisure subject to a budget constraint 
involving a conditional earnings function. In 
the other stage, the conditional earnings func- 
tion is maximized by selecting a training and 
working plan. A new feature is the introduc- 
tion of a technology, transforming stocks of hu- 
man capital into leisure /effort efficiency units. 
Empirical predictions and conditions disallow- 
ing a two-stage separation are discus.sed. / Lab 
Econ., July 1983, 7(3), pp. 308-29. McMaster 
University, Hamilton, Ontario. 

McIntosh, James — An Oligopsonistic Model of 

Wage Determination in Agrarian Societies 

A model of heterogeneous labor is developed 
to explain wage and employment behavior in 
rural labor markets of underdeveloped coun- 
tries. Farms act as well informed oligopsonists, 
and the resulting wage profiles for individual 
characteristics are described by the Nash equi- 
libria of the model. Some results are obtained 
on employment and income distribution and 
how these are affected by the number of farms. 
Econ. /, Sept. 1984, 94(375), pp. 569-79. Uni- 
versity of Essex. 


Mitchell, Olivia S. and Fields, Cary S. — The 
Economics of Retirement Behavior 
This paper examines the role of economic 
factors in determining retirement behavior us- 
ing a unique new data archive on more than 
8.700 workers covered by 10 different pension 
plans. The authors build on their earlier work 
by estimating several different retirement 
models including both linear and discrete 
choice formulations. This framework provides 
new insights into how and why retirement ages 
differ across firms. They conclude that older 
workers' income opportunities differ depend- 
ing on their pension rules, which in turn have 
a powerful influence on their retirement pat- 
terns. In addition, the models indicate that 
older worker’s tastes for income are not uni- 
form, either across individuals or across firms. 
Finally, the authors show that retirement age 
differences are due in part to differences in 
worker preferences and in part to differences 
in income opportunities. There appears to be 
some evidence of worker sorting across pen- 
sion plans. J. Lab. Econ., Jan. 1984, 2(1), pp. 
84-105. Cornell University. 

Fakes, Ariel and Nitzan, Shmuel — Optimum 
Contracts for Research Personnel, Research 
Employment, and the Establishment of “Ri- 
val” Enterprises 

This paper considers the problem of hiring 
scientists for research and development proj- 
ects when one takes explicit account of the 
fact that the scientist may be able to use the 
information acquired during the project in a 
rival enterpri.se. Management’s problem is to 
determine an optimum labor policy for its proj- 
ect. The policy consists of an employment deci- 
sion and a labor contract. Given optimum be- 
havior, it is straightforward to analyze the 
effect of the potential for mobility of scientific 
personnel on project profitability and on re- 
search employment. The authors also formal- 
ize conditions under which one would expect 
to observe a scientist leaving his employer to 
set up (or join) a rival. J. Lab. Econ., Oct. 1983, 
7(4), pp. 345-65. Hebrew University of Jerusa- 
lem. 

Pissarides, Christopher A. — Search Intensity, 
Job Advertising, and Efficiency 
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This paper demonstrates that if both firms 
and workers search the other side of the mar- 
ket for job matches, the equilibrium rate of 
unemployment is likely to be too high. Both 
sides ignore a positive externality of their 
search: when they establish a job match they 
remove from the market a job searcher, so they 
save society his search costs. The author shows 
that there is no feasible wage rate that can 
internalize this externality, under fairly weak 
restrictions on the technology of search. / Lab. 
Earn., Jan. 1984, 2(1), pp. 128-43. London 
School of Economics. 

Ramaswami, Chitra — Equilibrium Unemploy- 
ment and the Efficient Job-finding Rate 
A model of the labor market is constructed 
in which unemployment is generated by labor 
turnover and the process of selecting new re- 
cruits. Firms’ recruitment policies aflFect work- 
ers’ job-finding probabilities and are known to 
job seekers by way of reputation. The value 
of visiting a firm thus depends on the probabil- 
ity of being hired as well as on the terms of 
employment and, in equilibrium, is equal at 
all firms. The principal results obtained are that 
the equilibrium unemployment rate is efficient 
and that there are no external effects of search 
by workers or recruitment by firms. / Lab 
Econ., Apr. 1983, 1(2), pp. 171-96. State Uni- 
versity of New York, Buffalo. 

Weiss, Yoram — Wage Contracts When Output 
Grows Stochastically: The Roles of Mobility 
Costs and Capital Market Imperfections 
The paper considers an industry in which 
individual output follows a stochastic growth 
process with a cumulative effect. It analyzes 
the roles of labor mobility and capital market 
conditions in the determination of wage con- 
tracts. Positive costs of mobility are shown to 
be necessary for the provision of wage and em- 
ployment insurance when workers have no ac- 
cess to the capital market. When insurance is 
provided, wages grow less than average pro- 
ductivity. If the capital market is perfect, wage 
insurance will be provided even in the absence 
of costs of mobility. In this case, wages grow 
faster than average productivity. / Lab. Econ., 
Apr. 1984, 2(2), pp. 155-73. Tel-Aviv Univer- 
sity. 


822 Public Policy; Role of Government 
Atkinson, Anthony B., et al. — Unemployment 
Benefit, Duration and Incentives in Britain: 
How Robust is the Evidence’^ 

Recent years have seen considerable ad- 
vances in the econometric treatment of micro- 
data in models of unemployment duration. 
This paper examines the evidence from such 
models concerning the effects of unemploy- 
ment benefits on incentives to work in Britain. 
Widely accepted results of small but significant 
benefit effects are reproduced using a sample 
of 1,231 unemployed men. However, these re- 
sults are only found when benefit receipt is 
assumed to follow a hypothetical pattern, 
which is shown to be unrealistic and overgen- 
erous. When more realistic calculations of ben- 
efits are used, no benefit effect is found. Coau- 
thors are J. Gomulka and J. Micklewright. / 
Public Econ., Feb. /Mar. 1984, 23(1/2), pp. 3- 
26. London School of Economics. 

Dickens, Linda, et al. — The British Experience 
under a Statute Prohibiting Unfair Dismissal 
Statutory protection against unfair dismissal 
was introduced in Britain in 1971. This article 
examines the origin, nature, and effectiveness 
of that statute, which is enforced by publicly 
funded, tripartite tribunals. The authors show 
that only a minority of dismissed employees 
enter claims under the statute; only a minority 
of claimants win any relief; and only a minority 
of successful claimants win re-employment, 
most receiving instead relatively small sums 
of money. The authors offer explanations for 
that pattern and describe the reaction of Brit- 
ish unions and employees to the statute. Coau- 
thors are Moira Hart, Michael Jones, and Brian 
Weekes. Ind. Lab. Relat. Rev., July 1984, 37(4), 
pp. 497-514. Social Science Research Council’s 
Industrial Relations Research Unit, University 
of Warwick. 

Johnson, William G. and Heler, Edward — 
Compensation for Death from A.sbestos 
This paper analyzes the adequacy and equity 
of compensation to the survivors of 560 men 
who died between 1967 and 1977 from work- 
place exposure to asbestos. Data were gathered 
in interviews with the men’s widows, who re- 
ceived compensation primarily from workers’ 
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compensation, social insurance, private pen- 
sions, and tort awards and settlements. The 
results show that compensation was neither ad- 
equate in amount, when compared to income 
losses, nor equitably distributed among survi- 
vors. The authors use their findings to evaluate 
one of the recent bills before Congress that 
would institute a federal system of compensa- 
tion for asbestos-related deaths, hid. Lab. 
Relat. Rev., July 1984, 37(4), pp. 529-40. Max- 
well School, Syracuse University; Indiana Uni- 
versity Northwest. 

Meyer, Robert H. and Wise, David A. — The 
Effects of the Minimum Wage on The Em- 
ployment and Earnings of Youth 
The employment and earnings effects of the 
minimum wage are estimated by parameter- 
izing a hypothesized relationship between un- 
derlying market employment and wage rela- 
tionships versus observed wage and 
employment distributions in the presence of 
a legislated minimum. If there had been no 
minimum during the 1973-78 period. The au- 
thors estimate that employment among out- 
of-school men 16 to 24 would have been ap- 
proximately 4 percent higher than it in fact 
was. Among young men 16 to 19, employment 
would have been about 7 percent higher, and 
among those 20 to 24, 2 percent higher. Em- 
ployment among black youth 16 to 24 would 
have been almost 6 percent higher than it was, 
as compared with somewhat less than 4 per- 
cent for white youth. Although it is sometimes 
argued that the adverse employment effects 
of the minimum wage are offset by increased 
earnings, the authors find virtually no earnings 
effect. Had the minimum not been raised over 
the 1973-78 period, inflation would have 
greatly moderated the adverse employment 
effects of the minimum wage, with approxi- 
mately two-thirds of the potential employment 
gains from elimination of the minimum at- 
tained. The weight of the evidence is inconsis- 
tent with a general increase in youth wage 
rates with increases in the real minimum. The 
findings support the hypothesis that the effects 
of the minimum wage are concentrated on 
youth with sub-minimum market wage rates. 
J. Lab. Econ., Jan. 1983, 1(1), pp. 66-100. The 
Jrban Institute, Washington, D.C.; J.F.K. 
School of Government, Harvard University. 


823 Labor Mobility: National and International 
Migration 

Denslow, David A., Jr. and Eaton, Peter J. — 
Migration and Intervening Opportunities 
This paper examines the role of distance in 
econometric studies of migration flows. The 
proposed job-search model predicts differ- 
ences in destination-specific distance elastici- 
ties of migration based on chosen-destination 
wages relative to alternative-destination 
wages. Testing yields favorable results, using 
data from five countries. Distance is found to 
exert insignificant deterrent effects for ex- 
tremely high relative wage destinations. These 
results weaken other explanations (maldistri- 
bution of information, psychic costs) of ob- 
served disproportionate deterrent effects of 
distance and imply that migration studies that 
assume that intervening opportunities are un- 
important, such as recently popular condi- 
tional-logit approaches, produce inconsistent 
estimates. Southern Econ. J., Oct. 1984, 5/(2), 
pp. 369-87. University of Florida; University 
of Missouri, Kansas City. 

Harrison, David S. — The Impact of Immigra- 
tion on a Depressed Labour Market: The 
South Australian Experience 
This paper examines the impact of immigra- 
tion on the relatively depressed labor market 
in South Australia during the 1976-81 inter- 
censal period. Recently arrived immigrants 
have experienced exceedingly high unemploy- 
ment rates. This is consistent with the view 
that immigration generates additional job op- 
portunities for residents and that immigrants 
have been unable to compete a “fair share" 
of jobs away from residents already entrenched 
in the labor market. Econ. Rec., Mar. 1984, 
60(168), pp. 57-67. Flinders University, South 
Australia. 

Holmlund, Bertil — Income Prospects and Job 
Mobility: The Case of Sweden 
The study has two interrelated objectives. 
The first one is to explore the role of expected 
wage gains for mobility decisions; the second 
to investigate the effects of mobility on subse- 
quent earnings. The econometric analysis 
takes the interdependence between wages and 
mobility into account; wages are affected by 
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mobility, and mobility decisions respond to al- 
ternative prospective wages. The results show, 
among other things, that job movers in Sweden 
received an increase in real wage growth rates 
per year of 4 percent compared to a situation 
where they had not moved during the period 
1968-74. The author also finds some evidence 
that self-selection in the labor market is efiB- 
ciency improving and the excess wage growth 
from job changing is higher for movers than 
for measurably similar stayers. Europ. Econ. 
Rev., Apr. 1984, 24(3), pp. 383-400. Industrial 
Institute for Economic and Social Research, 
Stockholm. 

Renard, Robrecht — Rural-to-Urban Migration 
and the Shadow Wage in LDCs 
This paper discusses the amount of rural-to- 
urban migration forthcoming when a new ur- 
ban job is created for which an institutionally 
fixed wage above the market-clearing level 
is offered. A simple formula is proposed to 
estimate migration response. It can be used 
to calculate the shadow wage in cost-benefit 
analysis (CBA) in less developed countries 
(LDCs). Europ Econ. Rev., Apr. 1984, 24(3), 
pp. 401-07. Centre for Development Studies, 
Antwerp. 

Stark, Oded — Discontinuity and the Theory of 
International Migration 
In this explanatory paper, the notion of 
(strong) discontinuity is introduced into the 
theory of international labor migration. It is 
suggested that intercountry wage differentials 
alone may fail to induce international migra- 
tion at the level of the decision-making entity. 
However, three factor.s — risk aversion, relative 
deprivation, and asymmetric information — in 
conjunction with these wage differentials, may 
account for international migration. Kyklos, 
1984, 37(2), pp. 206-22. Harvard University 
and Bar-Ilan University, Ramat Gan, Israel. 

824 Labor Market Studies, Wages, Employment 

Becker, Eugene H. — Self-employed Workers; 
An Update to 1983 

This article describes the self-employed 
worker by demographic characteristics, cycli- 
cal patterns, occupational and industry distri- 


bution, and hours and earnings in comparison 
with wage and salary workers. The number 
of self-employed workers in the United States 
increased 23 percent or 1.7 million since 1976, 
reaching 9.1 million in 1983. Agricultural self- 
employment has held steady at about 1.6 mil- 
lion since 1976, preceded by continuous de- 
cline. In contrast, nonagricultural self-employ- 
ment has increased from 5.2 million in 1970 
to 7.6 million in 1983. Nevertheless, agricul- 
ture accounted for more than 17 percent of 
all self-employed workers in 1983, compared 
with a little more than 2 percent of wage and 
.salary employment. Self-employed workers 
lend to be older, work longer hours, and earn 
le.ss than wage and salary workers. Mon. Lab. 
Rev.. July 1984, 107(7), pp. 14-18. Bureau of 
Labor Statistics, Washington, D.C. 

Berger, Mark C. — Cohort Size and the Earn- 
ings Growth of Young Workers 
This paper examines the impact of cohort 
size on human capital investment decisions 
and early career earnings growth. In general, 
larger cohorts experience slower earnings 
growth and flatter earnings profiles than 
smaller cohorts, a finding that contradicts re- 
sults reported by Welch. This implies that the 
negative effect of cohort size on earnings levels 
found in past research not only persists with 
age but actually increases. Also, increases in 
cohort size appear to depress the earnings 
growth of college graduates more than that 
of any other schooling group, again contrar>' 
to Welch's findings but consistent with evi- 
dence presented by Freeman. Ind. Lab Relat. 
Rev., July 1984, 37(4), pp. 582-91. University 
of Kentucky. 

Bregger, John E. — The Current Population 
Survey: A Historical Perspective and BLS’ 
Role 

This article describes the history of the Cur- 
rent Population Survey with emphasis on its 
development in the last quarter century. It ex- 
plains the reasons why it was established and 
the environment in which it was created. Also 
outlined are the changes, expansions, and re- 
finements in the CPS since the BLS assumed 
major responsibility in 1959 from the Census 
Bureau. The future of the CPS is outlined along 
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A'ith a discussion of changes that are being con- 
idered. Between April 1984 and July 1985, 
ui entirely new sample is being phased in 
>ased on information and materials from the 
980 census of population. Mon. Lab. Rev., 
line 1984, J07{G), pp. 8-14. Bureau of Labor 
tatistics, Washington, D.('. 

Sevens, Richard M., Jr. — Kmployment in the 
First Half: Robust Recovery Continues 
This article briefly describes the seasonally 
djusted labor force data for the first half of 
984, examines the recovery in employment 
n comparison to earlier cycles, and discusses 
he industries with lingering unemployment 
,nd slow recovery. In June, the overall unein- 
doyment rate was 7.0 percent, and the civilian 
incmployment rate, 7.1 percent, dropping 3.6 
lercentage points from the recession high. To- 
al civilian employment grew stronger in the 
econd quarter (one-and-a-half million) than in 
he first quarter (one-and-a-quarter million) 
.'hen women led the job gains, and employ- 
lent among blacks increased nearly three 
iines as fast as whites. However, the employ- 
ten t-population ratio for black workers was 
till 8 percentage points lower than that for 
.hites. Mon. Lab. Rev., Aug. 1984, 107(8), pp. 
-7. Bureau of Labor Statistics, Washington, 
.C. 

'uncan, Greg J. and Holmiund, Bertil — Was 
Adam Smith Right after All? Another Test 
of the Theory of Compensating Wage Difl^er- 
entials 

Past attempts to estimate the magnitude of 
ampensating wage diflFerentials have been 
indered by the biasing efiects of omitted vari- 
bles and measurement error. The authors ar- 
ue that a wage change formulation, estimated 
’ith panel data that contain worker reports 
f their own job characteristics, reduces both 
f these biases. The empirical results, based 
n a large panel of workers in Sweden, confirm 
lese conjectures by giving many more rea.son- 
3le coefficient estimates for a wage change 
quation than for a wage level formulation. 
Lab. Econ., Oct. 1983, 1(4), pp. 366-79. Insti- 
ite for Social Research, University of Michi- 
an; Industrial Institute for Economic and So- 
al Research, Stockholm. 


Fliiin, Christopher J. and Heckman, James J. — 
Are Unemployment and Out of the Labor 
Force Behaviorally Distinct Labor Force 
States? 

This paper tests the hypothesis that the clas- 
sifications “unemployed” and “out of the labor 
force” are behaviorally meaningless distinc- 
tions. This hypothesis is rejected. Distinct be- 
havioral equations govern transitions from out 
of the labor force to employment and from 
unemployment to employment. The evidence 
reported in this paper is broadly consistent 
with versions of search theory in which unem- 
ployment is a state that facilitates the job 
search process. In an appendix, the authors 
demonstrate that log concavity of the wage 
offer distribution implies that the exit rate from 
unemployment is an increasing function of the 
rate of arrival of job offers. J. Lab. Econ., Jan. 
1983, 7(1), pp. 28-42. University of Wisconsin, 
Madison; University of Chicago. 

Hanoch, Giora and Honig, Marjorie — Retire- 
ment, Wages, and Labor Supply of the El- 
derly 

A model of labor force participation, market 
wages, and labor supply of annual hours and 
weeks of work is estimated for married males 
and unmarried females in a sample from the 
Retirement History Survey, 1969 to 1975, 
matched with Social Security earnings records. 
Emphasis is placed on the effects of variables 
associated with retirement and old age, as well 
as on the estimation of net age profiles purged 
of biases associated with specific years and co- 
horts, and with the other included variables. 
The effects of most of the usual variables ap- 
pear to be consistent with the theory and with 
other empirical findings for both sexes. In addi- 
tion, age itself has a strong net autonomous 
effect on each of the dependent variables due 
to biological or societal and institutional fac- 
tors. /. Lab. Econ., Apr. 1983, 7(2), pp. 131- 
51. Hebrew University of Jerusalem; Hunter 
College, New York. 

Horn, Robert N. and McGuire, William J. — 
Determinants of Secondary School Teacher 
Salaries in a Large Urban School District 
This paper presents analyses of the determi- 
nants of 1981-82 academic year salaries for 
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Philadelphia secondary school teachers. Con- 
tractually defined versus empirically observed 
earnings relations are contrasted. The results 
suggest that while contract variables (years 
of experience and education levels) are im- 
portant to salary determination, other factors 
also contribute. In particular, demographic 
characteristics influence earnings directly and 
through differing age /experience-earnings 
profiles. Labor market demand side conditions 
also contribute, primarily through teaching 
field effects. Thus the collective bargaining 
agreement, even in this strongly unionized 
school district, is not the sole explicator of ob- 
served salaries. Southern Econ. ]., Oct. 1984, 
57(2), pp. 481-94. James Madison University, 
Harrisonburg, Virginia; Eastern Kentucky 
University, Richmond. 

Hughes, Barry — Taxation and Overtime 

Hours: An Australian Study 
The paper reports the result of an interview 
study of 1,383 employed Australians designed 
to seek views on the effect of income taxation 
on overtime work. The study is designed to 
facilitate comparisons with an earlier British 
paper by C. V. Brown and E. Levin. Theoreti- 
cal sections of the paper subject Brown and 
Levin's consistency tests to scrutiny and find 
them open to question in a manner sufficient 
to influence (and in one case, overturn) their 
empirical findings. The Australian empirical 
findings (which are not sensitive to these theo- 
retical matters) are that the bulk of the work 
force claimed no net influence of taxation on 
incentive to work and that a disincentive effect 
predominated amongst the residual minority. 
There was a slight tendency for the net balance 
of disincentive effects to increase with income. 
Manchester Sch. Econ. Soc. Stud., June 1984. 
52(2), pp. 171-95. Flinders University of South 
Australia, Bedford Park. 

Jacobson, Louis — A Tale of Employment De- 
cline in Two Cities: How Bad Was the Worst 
of Times'i* 

This paper describes the community-wide 
effects on employment, earnings, and labor 
mobility of employment declines in major in- 
dustries in Buffalo and Providence from 1960 
to 1970. Voluntary separations exceeded em- 


ployment reductions in nearly all industries; 
contrary to popular belief, relatively few work- 
ers in those cities were forced out of their jobs. 
The workers studied were very mobile: about 
one-third of job changers migrated out of their 
SMSA, and many changers moved into differ- 
ent industries. Some workers who lost their 
jobs suffered severe earnings loss, but the total 
earnings loss was not particularly large. The 
author discusses policy implications of those 
findings. Ind. Lab. Relat. Rev., July 1984, 37(4), 
pp. 557-69. Center for Naval Analyses, Alexan- 
dria, Virginia. 

Keating, Michael — Relative Wages and the 
Changing Industrial Distribution of Employ- 
ment in Australia 

A simple model is used to analyze the role 
of changing relative wages in industry labor 
market adjustment between 1948-49 and 
1979-80. It was found that modest changes in 
wage relativities were generally in the right 
direction. To the extent that these changes 
were sufficient to equilibrate the labor market, 
this probably reflects some important changes 
in the composition of the labor force and the 
high elasticity of supply from one inudstry to 
another. Ecoti. Rec., Dec. 1983, 59(167), pp. 
384-97. Canberra. 

Kottis, Athena Petraki — Female-Male Earn- 
ings Differentials in the Founder Countries 
of the European Economic Community: An 
Econometric Investigation 
In this study an attempt was made to find 
out whether the female-male earnings differ- 
entials in the six founder countries of the EEC 
were caused by the differences in the work 
characteristics of the two groups or by a sys- 
tematic bias against women. In cases where 
discrimination against women appeared to ex- 
ist, an estimate was made of its degree. It was 
found that in all countries considered, with the 
exception of the Netherlands, women had 
lower average earnings even after standardiz- 
ing for their different work characteristics. In 
these countries a substantial part of the fe- 
male-male earnings differential could not be 
explained by the differences in the work char- 
acteristics of women and could be attributed 
to other factors, among which sexual prejudice 



494 


Journal of Economic Literature 


seemed the most likely. De Economist, June 
1984, 132(2), pp. 204-23. Athens School of Eco- 
nomics and Business. 

Kunzc, Kent — A New BLS Survey Measures 
the Ratio of Hours Worked to Hours Paid 
This article pre.sents the Bureau of Labor 
Statistics’ new Hours of Work Survey, which 
enhances the measurement of the relationship 
between hours at work and hours paid. This 
survey provides the Bureau with the data nec- 
essary to construct measures of labor input that 
more closely meet the conceptual require- 
ments for productivity measurement: the ac- 
tual flow of hours devoted to the production 
of output. Among the results, the article .states 
that from 1981 to 1982, the overall change in 
the hours at work to hours paid ratio was 0.2 
percent for production and nonsupervisory 
workers in nonagricultural busines.ses. The ra- 
tio overall increased from 1981 to 1982, largely 
concentrated in the manufacturing sector. 
Mon. Lab. Rev.. June 1984, 107(6), pp. 3-7. 
Bureau of Labor Statistics, Washington, D.C. 

Leigh, J. Paul and Folsom, Roger N. — Esti- 
mates of the Value of Accident Avoidance 
at the Job Depend on the Concavity of the 
Equalizing Differences Curve 
The theory of compensating wages is not 
strong enough to specify the concavity of the 
Equalizing Differences Curve (EDC). Virtually 
every researcher, however, by using the log 
of earnings as the dependent variable, forces 
the estimated EDC to be concave upward. This 
study directly addre.sses the concavity issue. 
Evidence is found that the EDC is concave 
downward and that estimates of the value of 
life decrease with increases in risk. Quart. Rev. 
Econ. Bus., Spring 1984, 24(1), pp. 56-66. 
University of Kentucky, Lexington; San Jose 
State University, California. 

Manwaring, Tony — The Extended Internal 
Labour Market 

This paper develops the concept of the “ex- 
tended internal labor market.” It attempts to 
show that the dichotomy between the external 
labor market as an opten labor market and the 
internal labor market as a closed labour market 


is misleading. Instead, most labor markets are 
characterized by degrees of closure. This arises 
because firms often recruit through existing 
employees of the firm, linking the external to 
the internal labor market. The use of this chan- 
nel closes the labor market because many job 
seekers will not know about many of the vacan- 
cies, which arise and are filled through this 
channel. Cambridge J. Econ.. June 1984, S(2), 
pp. 161-87. London. 

McCormick, Barry and Hughes, Gordon — The 
Influence of Pensions on Job Mobility 
In this paper the authors construct a model 
of the loss of firm-specific capital suffered by 
employees with occupational pensions who 
change jobs. The simplest loss function may 
be repre.sented as the product of job tenure 
and years to retirement. Fistimates of logit 
equations for individual job search in Great 
Britain .suggest that the effect of pension status 
can be satisfactorily captured by this simple 
loss function. These equations and others for 
job turnover indicate that membership of an 
occupational pension scheme substantially re- 
duce job mobility. / Public. Econ., F’eb./Mar. 
1984, 23(112), pp. 183-206. University of 
Southampton; University of Cambridge. 

Mellow, Wesley and Sider, Hal — Accuracy of 
Response in Labor Market Surveys: Evi- 
dence and Implications 
This paper examines the extent of respon.se 
errors in labor market survey data and explores 
the implications of such errors for economic 
analysis. Explicitly examined are responses to 
questions on industry, occupation, union status, 
hours worked, and wages. Analy.ses are based 
on two sources: (1) a special supplement to the 
January 1977 Current Population Survey that 
obtained data from workers and their employ- 
ers and (2) an exact match of workers and their 
employers interviewed in the Employment 
Opportunity Pilot Project Survey. The dual na- 
ture of these surveys provides a basis for ana- 
lyzing the effect of response error on a variety 
of economic analyses, including the trade-off 
between wages and risk, the wage impact of 
unionism, and the sensitivity of wage determi- 
nation models to alternative responses to earn- 
ings questions. J. Lab. E^con., Oct. 1983, 1(4), 
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pp. 331-44. U.S. Department of Labor, Wash- 
ington, D.C. 

Raisian, John — Contracts, Job Experience, and 
Cyclical Labor Market Adjustments 
Longitudinal estimates of individual wages, 
hours, and weeks worked provide variability 
over the course of changing demand states are 
provided for all workers generally and for 
workers of varied levels of Job experience. Em- 
phasis is placed on that part of job experience 
represented as years on current job. a com- 
monly used proxy for the magnitude of firm- 
specific skills. Interpretation of resulting esti- 
mates in the context of the labor market 
contracting literature is attempted. Generally 
significant procyclical patterns are found for 
real weekly wages, weekly hours, and weeks 
worked. The extent of weekly wage variability 
i.s much greater than is generally suggested 
in the literature. Furthermore, workers with 
greater tenure exhibit greater cyclical wage 
and hours variability and less weeks variability 
P'inally, empirical distinctions are drawn sepa- 
rately for white-collar and blue-collar as well 
as union and nonunion workers. ] Lab. Earn., 
Apr. 1983, 7(2), pp. 152-70. U.S. Department 
of L^abor, Washington, D.C. 

Robinson, Chris and Tomes, Nigel — Union 
Wage Differentials in the Public and Private 
Sectors: A Simultaneous Equation Specifica- 
tion 

The paper attempts to integrate new ap- 
proaches to estimating union wage effects with 
the analysis of public-private sector wage dif- 
ferentials. Estimates of the union differential 
in both public and private sectors, allowing for 
the endogeneity of union status, are pre.sented. 
The hypothesis that the recently measured 
rents to public sector employment primarily 
reflect the recent increa.se in unionization in 
that sector is examined and receives considera- 
ble empirical support. There was evidence of 
positive selection into the union sector, espe- 
cially for private sector workers. Union status 
appears to be strongly influenced by the ex- 
pected wage gain from joining the union sec- 
tor. / Lab. Econ., Jan. 1984, 2(1), pp. 106-27. 
University of Western Ontario, London, Can- 
ada. 


Schmitt, Donald G. — Postretirement Increases 
under Private Pension Plans 
This article discusses the extent of postretire- 
ment pension increases granted full-time ac- 
tive employees covered by pension plans. It 
contains information from the Bureau’s annual 
survey. Employee Benefits in Medium and 
Large Firms, 1982, which is conducted in the 
United States — excluding Alaska and Hawaii — 
in private sector establishments, employing at 
least 50, 100, or 250 workers, depending on 
the industry. Data do not include the number 
of retirees or beneficiaries actually receiving 
annuities, nor does it yield information on ei- 
ther the proportion of annuitants receiving in- 
creases or the average amount of their benefits 
improvements. However, the magnitude of 
both is roughly indicated by weighting the in- 
formation by the number of active workers 
participating in plans that grant postretire- 
ment increases. Mon Lab. Rev., Sept 1984, 
107(9), pp. 3-8. Bureau of Labor Statistics, 
Washington, D.C. 

Treble, John G. — Does the Union/.Non-Union 
Wage Differential Exist? 

A random coefficients model is used to esti- 
mate the union/non-union wage difl^erential 
for Britian. The differential is found to be well- 
determined for industries with a high level of 
union coverage (greater than 90 percent), but 
not for industries with a low level of union 
coverage. Manchester Sch Econ. Soc. Stud., 
June 1984, 52(2), pp 160-70. University of 
Hull, England. 

Weisbrod, Burton A. — Nonprofit and Proprie- 
tary Sector Behavior; Wage Differentials 
among Lawyers 

This paper focuses on earnings differentials 
in the for-profit and prisate nonprofit sectors, 
with specific reference to lawyers. An earnings 
equation is estimated for private lawyers, and 
is used to predict what the nonprofit sector 
“public interest” lawyers could earn in the pri- 
vate sector. The finding is that the public inter- 
est lawyers are paid substantially less, that they 
know this, and that the financial sacrifice is 
permanent. Next, a job-choice equation is esti- 
mated, which suggests that those lawyers who 
choose public interest work have different 
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"preferences" from those who choose private 
law practices. The difference may help to ac- 
count for the willingness of the public interest 
lawyers to accept lower monetary rewards. 
Further research is needed to determine 
whether the differences found for lawyers in 
the two .sectors are also found in other indas- 
tries, and whether such differences are found 
only at the level of management or at tower 
levels. The goal is improved understanding of 
behavioral differences between for-profit and 
nonprofit firms. ./. Lab. Earn., July 1983, J(3), 
pp. 246-63. llniversity of Wisconsin, Madison. 

H26 Labor Markets: Demographic Characteristics 

Bonnell, Sheila M. and Oixon, Peter B. — A 
Measure of the Incidence of the ('o.sts of 
Structural Change: The Experience of Birth- 
place Groups in the Australian Labour Force 
during the Sev'enties 

During the 1970s there were marked shifts 
in the occupational composition of the Austra- 
lian workforce. The authors conclude that the 
structural pressures of the early 1970s had only 
a minor impact on the relative labor market 
performances of different birthplace groups in 
Australia. The analysis involves the construc- 
tion of a measure of the incidence of the costs 
of structural change. The correlation between 
this measure applied to birthplace groups and 
various indicators of their labor market perfor- 
mances is found to be low. Econ. Rec., Dec. 
1983, ,59(167), pp. 398-406. La Trobe Univer- 
sity, Victoria, Australia. 

Shapiro, David — Wage Differentials Among 
Black, Hispanic, and White Young Men 
This paper uses 1979 NLS youth cohort data 
to examine whether wage differentials based 
on race have largely vanished from the labor 
market for young men. The evidence indicates 
that there is still a significant black-white dif- 
ference in hourly wage rates among young 
men not enrolled in school, but not among stu- 
dents. Higpanic-white wage differences are 
not significant among either students or non- 
students. Longer job tenure contributes to sig- 
nificantly higher wage rates among white non- 
students, but not among black non-students, 
and the wage premium of whites over blacks 


among non-students increases substantially 
when sample selection bias is taken into ac- 
count. Ind. Lab. Relat. Rev., July 1984, 37(4), 
pp. 570-81. Pennsylvania State University. 

Stewart, Mark B. and Creenhalgh, Christine 
A. — Work History Patterns and the Occupa- 
tional Attainment of Women 
This paper examines the work history pat- 
terns exhibited by British women. The findings 
show that while interruptions of work experi- 
ence are the norm for married women, they 
are usually few in number and their total dura- 
tion is small in comparison with the total length 
of working life. Work history patterns are 
found to differ systematically with age, educa- 
tion, marital status, and initial occupation en- 
tered and to have an important effect on the 
later occupational status and earnings of 
women. Interruptions of work experience are 
found to exert a substantial downward force 
on later economic po.sition. Econ. /, Sept. 
1984, .94(37,5), pp. 493-519. University of War- 
wick, England, St. Peter s College, University 
of Oxford. 

8.30 Trade Unions; Collective Bargaining; 

Labor-Management Relations 

831 Trade Unions 

DeFina, Robert H. — Unions, Relative Wages, 
and Economic Efficiency 
The ability of unions to raise the wages of 
their members relative to the wages of similar 
but nonunionized workers is well documented. 
This paper examines empirically the implica- 
tions of that wage differential for resource allo- 
cation and economic efficiency. This is accom- 
plished by explicitly solving a numerically 
specified general equilibrium system with and 
without the wage differential. Comparison of 
the two solutions yields the desired informa- 
tion. The findings indicate that the wage pre- 
mium results in adjustments in prices and 
quantities of factors and commodities that vary 
widely across industries. These adjustments are 
found to carry a small deadweight loss, as mea- 
sured by the Hicksian equivalent variation. J. 
Lab. Econ., Oct. 1983, 7(4), pp. 408-29. Fed- 
eral Reserve Bank of Philadelphia. 
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Freeman, Richard B. — Longitudinal Analyses 
of the EfiFects of Trade Unions 
This paper examines how measurement er- 
ror biases longitudinal estimates of union ef- 
fects. It develops numerical examples, statisti- 
cal models, and econometric estimates, which 
indicate that measurement error is a major 
problem in longitudinal data sets, so that longi- 
tudinal analyses do not provide the research 
panacea for determining the effects of union- 
ism (or other economic forces) some have sug- 
gested. There are three major findings: (1) The 
difference between the cro.ss-section and longi- 
tudinal estimates is attributable in large part 
to random error in the measurement of who 
changes union status. Given modest errors of 
measurement, of the magnitudes observed, 
and a moderate proportion of workers chang- 
ing union status, also of the magnitudes ob- 
served, measurement error biases downward 
estimated effects of unions by substantial 
amounts. (2) Longitudinal analysis of the effects 
of unionism on nonwage and wage outcomes 
tends to confirm the significant impact of 
unionism found in cross-section studies, with 
the longitudinal estimates of both nonwage 
and wage outcomes lower in the longitudinal 
analysis than in the cross-section analysis of the 
same data set. (3) The likely upward bias of 
cro.ss-section estimates of the effect of unions 
and the likely downward bias of longitudinal 
estimates suggests that, under reasonable con- 
ditions, the two sets of estimates bound the 
“true" union impact posited in standard mod- 
els of what unions do. /. Lab. Econ., Jan. 1984, 
2(1), pp. 1-26. Harvard University. 

Lewis, H. Gregg — Union Relative Wage Ef- 
fects: A Survey of Macro Estimates 
This paper surveys union wage effect esti- 
mates drawn from empirical cross-section 
wage equations fitted to macro (aggregated) 
data in 34 post-1963 studies containing such 
equations. Each estimate is the partial deriva- 
tive of the dependent wage variable (in loga- 
rithmic units) with respect to the extent of 
unionism (fraction unionized) variable in the 
equation. This paper shows that these esti- 
mates contain a mixture in uncertain ratio of 
the union /nonunion wage differential or wage 


gap, on the one hand, and an “extent of union- 
ism” effect on the other. Therefore the macro 
estimates should not be interpreted as wage 
gap estimates. / Lab. Econ., Jan. 1983, 1(1), 
pp. 1-27. Duke University. 

Neumann, George R. and Rissman, Ellen R. — 
Where Have All the Union Members Gone? 
This paper examines trends in union mem- 
bership during the twentieth century. The hy- 
pothesis is advanced that the provision of cer- 
tain social welfare benefits by government 
substitutes for the private provision by unions, 
thereby reducing the attractiveness of union 
membership. The empirical implications of 
this hypothesis are examined using time series 
data on aggregate union membership for the 
period 1904—80. and using pooled state data 
for the period 1964-80. These latter data are 
used to examine the effect of departures from 
the traditional doctrine of “employment at 
will.” Both the time series and the cross section 
evidence suggest that government supply of 
union-like services reduces union member- 
ship. / Lab. Econ., Apr. 1984, 2(2), pp. 175- 
92. Northwestern University. 

Pencavel, John and Hartsog, Catherine E. — 
A Reconsideration of the Effects of Unionism 
on Relative Wages and Employment in the 
United States, 1920-1980 
H. Gregg Lewis’s estimates of the relative 
wage effect of unionism between 1920 and 
19.58 are routinely cited, although they have 
rarely been subject to scrutiny. In this paper 
the authors extend Lewis’s data to 1980; in 
particular, they construct a series on union 
membership that links up with the data availa- 
ble in the 1970s from the Current Population 
Surveys. They proceed to reexamine the ef- 
fects of trade unions both on relatis'e w'ages 
and on relative man-hours worked. The esti- 
mates of the relative wage effect are similar 
to Lewis’s, though these are not measured with 
precision, and a wide range of estimates are 
consistent with the results. With respect to the 
effect of unionism on relative man-hours 
worked, the authors are not at all satisfied that 
the analysis of these data clearly points to the 
exi-stence of a negative effect. J. Lab. Econ., 
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Apr. 1984, 2(2), pp, 198-232. Stanford Univer- 
sity. 

832 Collective Bargaining 

Olson, Craig A. — The Role of Rescheduled 
School Days in Teacher Strikes 
This study investigates the bargaining effects 
of the decisions made by school boards in Penn- 
.sylvania whether to reschedule teacher strike 
days .so that a district may qualify for state aid. 
Because a decision to reschedule strike days 
can substantially reduce teacher strike costs, 
the author hypothesizes that strikes are more 
likely to occur in districts where teachers ex- 
pect strike days to be rescheduled. The author 
confirms this hypothesis by an analysis of data 
for 264 .school districts for the 1975-78 period, 
u.sing a two-equation, bivarite probit model of 
strikes and the decision to reschedule strike 
days. Ind. Lab. Relat. Rev., July 1984, 37(4), 
pp. 515-28. State University of New York, Buf- 
falo. 

833 lailKir-Managcmciit Relations 

Sockell, Donna — The Legality of Employee- 
Participation Programs in Unionized Firms 
Although no cases have yet been heard on 
this preci.se question, the author analyzes lead- 
ing cases interpreting the scope of the exclusiv- 
ity doctrine and the definition of labor organi- 
zation, as well as the legislative histories of the 
National Labor Relations Act and the Labor 
Management Relations Act, to interpret the 
legal status of employee-participation pro- 
grams. She concludes that if a union filed a 
5(a)(5) charge against a unionized firm that is 
dealing with its employees in a nonunion fo- 
rum, this charge would probably be upheld; 
and as a remedy, the participation structure 
would probably be dissolved. She then suggests 
public policy changes. Ind. Lab. Relat. Rev., 
July 1984, 37(4), pp. 541-56. Columbia Univer- 
sity. 

840 Demographic Economics 

841 Demographic Economics 

Bouiier, Bryan L. and Rosenzweig, Mark R. — 
Schooling, Search, and Spouse Selection: 
Testing Economic Theories of Marriage and 
Household Behavior 


The implications of the economic theories 
of marriage and of household fertility behavior 
are tested in a framework in which educational 
investment, marital search, and marital 
matches are responsive to marriage market 
conditions and the personal traits of individual 
agents, some of which are unobserved by the 
econometrician. Implications are also derived 
and tested for the effects of longevity, attrac- 
tiveness, preferences, and labor market and 
marriage market conditions on schooling, mar- 
riage age, and spouse choice. The empirical 
results indicate that inattention to heterogene- 
ity and marital selection leads to a fal.se rejec- 
tion of the economic theory of marriage and 
to a false acceptance of the value-of-time fertil- 
ity hypothesis. / Polit. Econ., Aug. 1984, 92(4), 
pp. 712-32. George Washington University; 
University of Minnesota, Minneapolis. 

Newman, John L. and McCulloch, Charles 

E. — A Hazard Rate Approach to the Timing 

of Births 

Two approaches that economists have taken 
in analyzing the timing of births are discussed. 
An empirical model is developed that is based 
on hazard rates and is appropriate for models 
that use birth intervals as the unit of analysis. 
The technique uses all available information 
on a woman’s fertility history and corrects for 
cen.soring bias without generating selectivity 
bias. Allowing for heterogeneity across the 
population does appear important and the re- 
sults are, at least qualitatively, robust to differ- 
ent heterogeneity specifications. The useful- 
ness of the technique is demonstrated using 
household survey data from Costa Rica. Econo- 
metrica, July 1984, 52(4), pp. 939-61. Tulane 
University, New Orleans; Cornell University. 

Wolpin, Kenneth I. — An Estimable Dynamic 

Stochastic Model of Fertility and Child Mor- 
tality 

This paper develops a finite-horizon dy- 
namic stochastic model of discrete choice with 
respect to life-cycle fertility within an environ- 
ment where infant survival is uncertain. The 
model yields implications for the number, tim- 
ing, and spacing of children. A tractable esb- 
mation method is developed for the linear con- 
straint-quadratic utility case that is intimately 
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tied to the dynamic optimization problem, and 
the method is applied to Malaysian household 
data. Estimation is based on integrating the 
numerical solution of the dynamic program- 
ming model of behavior with a maximum like- 
lihood procedure. / Polit. Econ., Oct. 1984, 
92(5), pp. 852-74. Center for Human Resource 
Research, Ohio State University, Worthington. 

850 Human Capital 
851 Human Capital 

Hajpal, Cyula — Valuation of the Economic 
Role of the Human Factor 
The study deals with the human role in par- 
ticular stages of social reproduction and with 
the methodological questions of its valuation. 
The author focuses his attention on the details 
of the methodological problems connected 
with numerical analyses. Some possibilities for 
the improvement of economic analyses pro- 
vided by the computational results are also 
pointed out. Acta Oecan., 1983, 3/ (1-2), pp. 
23-36. 

Rosen, Sherwin — Specialization and Human 
Capital 

Incentives for specialization, trade, and the 
production of comparative advantage through 
investment are shown to arise from increasing 
returns to utilization of human capital. Indivisi- 
bilities imply fixed cost elements of investment 
that are independent of subsequent utilitiza- 
tion. Hence the rate of return is increasing in 
utilization and is maximized by utilizing spe- 
cialized skills as intensively as possible. Identi- 
cally endowed individuals have incentives to 
specialize their investments in skills and trade 
with each other for this reason, even if produc- 
tion technology exhibits constant returns to 
scale. J. Lab. Econ., Jan. 1983, 1(1), pp. 43- 
49. University of Chicago. 

900 Welfare Programs; Consumer 
Economics; Urban and Regional 
Economics 

910 Welfare, Health, and Education 
911 General Welfare Programs 
Brown, Mark G. and Johnson, S. R. — Equiva- 
lent Scales, Scale Economies, and Food 


Stamp Allotments; Estimates from the Na- 
tionwide Food Consumption Survey, 1977- 
78 

Allotment and economy-of-scale adjust- 
ments are important in determining benefit 
levels for households participating in the Food 
Stamp Program. Economy-of-scale factors ad- 
just levels of benefits based on the sizes of par- 
ticipating households. These economy-of-scale 
factors and the allotment are calculated cur- 
rently using diet status, income, and household 
size. This paper shows that food stamp allot- 
ments for different household sizes can be de- 
termined independent of diet status using 
standard demand theory and the age-sex com- 

po. sition of the household. The results indicate 
that scale adjustments now used are related 
more to household composition than true 
economies. Amer. J. A^r. Econ., Aug. 1984, 
66(3), pp. 286-93. University of Florida; Uni- 
versity of Missouri, Columbia. 

912 Economics of Education 

Wyckoff, James H. — The Nonexcludable Pub- 
licness of Primary and Secondary Public Ed- 
ucation 

Existing theoretical models of education, as 
with most practical applications of public good 
theory, suggest some form of joint public-pri- 
vate financing. Empirical work has only rarely 
addressed these theoretical considerations. 
Employing individual level observations, the 
author models and estimates the private and 
social demands for public education in a com- 
munity. An ordered probit model with known 
thresholds is used to obtain unique parameter 
estimates. The individual private and social de- 
mands are then employed to construct a mea- 
sure of the publicness of education at various 
quantities. / Public Econ., Aug. 1984, 24(3), 

pp. 331-51. University of Oklahoma, Norman. 

913 Economics of Health (including medical 
subsidy programs) 

Blomqvist, Ake and Horn, Fleiirik — Public 
Health Insurance and Optimal Income Taxa- 
tion 

If individuals differ not only in their inherent 
capacity to earn income, but also in the proba- 
bility that they will fall ill, can subsidized pub- 
lic health insurance be justified on the grounds 
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that it serv'es as an eEBcient tool to redistribute 
welfare? This question is analyzed in a model 
where the social welfare function is a weighted 
a\erage of individual expected utilities and 
M'here taxation is by a linear income tax. The 
answer is “yes," except in certain special cases. 
}. Public Econ., Aug. 1984, 24{3), pp. 353-71. 
University of Western Ontario, London, Can- 
ada; Institute for International Economic Stud- 
ies, Stockholm. 

Coyte, Peter C. — The Economics of Medicare: 
Equilibrium within the Medical Community 
This paper partially fills a theoretical void 
by developing an integrated model of the vari- 
ous branches of the medical community. A con- 
sistent and general framework is adopted to 
analyze ecjuilibrium within the market for 
medical .services under a stylized form of so- 
cialized medicine, without invoking demand 
shifting. The optimization problem faced by 
each agent is specified and the equilibrium is 
defined. The effect of various parameter 
changes upon the market for medical services 
is analyzed. The predictions are not contra- 
dicted by the stylized facts. J Lab. Econ., July 
1983, f(3), pp. 264-85. Simon Fraser Univer- 
sity, Burnaby, British Columbia. 

Freund, Deborah Anne — Equality of Opportu- 
nity and the Demand for Medical Care by 
Race 

In this article the author estimates the de- 
mand for medical care for eight groups de- 
lineated by sex and marital status. She uses 
the results to .simulate what will happen to 
blacks' demand for care if they are given equal- 
ity of opportunity with whites and the poten- 
tial impact on their health status. The findings 
suggest blacks’ demand (and therefore health 
status) may decrease with equality of opportu- 
nity because of lack of coordination in social 
programs. Quart. Rev. Econ. Bus., Spring 1984, 
24(1), pp. 42-55. University of North Carolina, 
Chapel Hill. 

Coddeeris, John H. — Insurance and Incentives 
for Innovation in Medical Care 
This paper considers the effect of medical 
insurance on incentives for the development 
of new medical technologies, assuming innova- 


tors are profit ma.ximizers. It is shown that in 
the presence of insurance, the ranking of a 
set of potential innovations by profitability dif- 
fers from the ranking by contribution to ex- 
pected utility. If willingness to pay for the use 
of medical innovations is independent of in- 
come, there is a bias under profit maximization 
toward innovations that increase medical ex- 
penditure. Somewhat surprisingly, if willing- 
ness to pay increases with income, the direc- 
tion of bias is not determinate. Southern Econ. 
/, Oct. 1984, 57(2), pp. 530-39. Michigan State 
University, East Lansing. 

916 Economics of Law and Crime 

Klevorick, Alvin K.; Rothschild, Michael and 
Winship, Christopher — Information Process- 
ing and Jury Decisionmaking 
The authors develop a model to explore the 
information processing function that jury de- 
liberation and its analogues perform. The cen- 
tral question is: How much belter could a jury 
possibly perform if it optimally uses the collec- 
tive information available to it than if it decides 
cases by a simple majority vote before any de- 
liberation or information sharing occurs? It is 
shown how the answer depends on a number 
of considerations, including the correlation 
among jurors' observations, the jurors’ assess- 
ments of the relative importance of Type I and 
Type II errors compared with society’s assess- 
ment of those errors, and differences in jurors’ 
abilities. J. Pub. Econ., Apr. 1984, 23(3), pp. 
245-78, Yale University; University of Califor- 
nia, San Diego; Northwestern University. 

Polinsky, A. Mitchell and Shavell, Steven — 
The Optimal Use of Fines and Imprisonment 
This paper examines the use of fines and im- 
prisonment to deter individuals from engaging 
in harmful activities. The.se sanctions are ana- 
lyzed separately as well as together, first for 
identical risk-neutral individuals and then for 
two groups of risk-neutral individuals who dif- 
fer by wealth. When fines are used alone and 
individuals are identical, the optimal fine and 
probability of apprehension are such that there 
is some “underdeterrence. ’’ If individuals dif- 
fer by wealth, then the optimal fine for the 
high wealth group exceeds the fine for the low 
wealth group. When imprisonment is used 
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alone and individuals are identical, the optimal 
imprisonment term and probability may be 
such that there is either underdeterrence or 
overdeterrence. If individuals differ by wealth, 
the optimal imprisonment term for the high 
wealth group may be longer or shorter than 
the term for the low wealth group. When fines 
and imprisonment are used together, it is desir- 
able to use the fine to its maximum feasible 
extent before possibly supplementing it with 
an imprisonment term. The effects of risk aver- 
sion on these results are also discussed. ]. Public 
Econ., June 1984, 24(1), pp. 89-99. Stanford 
University; Harvard University. 

917 bicononiics of Minorities; Economics of 
Discrimination 

Chiswick, Barry R. — An Analysis of the Earn- 
ings and Employment of Asian-American 
Men 

This paper analyzes the earnings and em- 
ployment of native-born Cihine.se, Japanese, 
Filipino, and white men. The Chinese and Jap- 
anese have higher levels of .schooling and earn- 
ings than white men, and the Japanese work 
more weeks. Ceteris paribus, there are no sub- 
stantive group differences in these variables 
or in returns from schooling. The Filipinos 
have a lower level of schooling, earnings, em- 
ployment, and returns from schooling. It is, 
therefore, not appropriate to view Asian- 
Americans as a single disadvantaged minority 
group. Also, the success of the C>hinese and 
Japanese challenges conventional wisdom re- 
garding the consequences of racial discrimina- 
tion. J. Lab. Ecou.. Apr. 1983, 1(2), pp. 197- 
214. University of Illinois, C^hicago. 

Lundahl, Mats — F^conomic Effects of a Trade 
and Investment Boycott against South Africa 
This paper deals with the effects of three 
types of economic sanctions on the South Afri- 
can economy: a boycott of South African export 
goods abroad, an oil embargo, and a reduction 
in foreign investment in South Africa. The im- 
pacts of these measures on white incomes are 
compared to the effects of reducing racial dis- 
crimination in the labor market. It is concluded 
that an effective sanctions strategy may not 
be an efficient weapon to combat discrimina- 
tion in the short run unless directed against 


agriculture rather than industry, since politi- 
cally influential groups have strong connec- 
tions with the former sector.. In the longer run, 
industrial sanctions may be more efficient, as 
agricultural interests move into industry to an 
increasing extent. Scand. J. Econ., 1984, S6(l), 
pp. 68-83. University of Lund, Sweden. 

McManus, Walter; Could, William and Welch, 
Finis — Earnings of Hispanic Men: The Role 
of English Language Proficiency 
The size and rapid growth of the Hispanic 
population in the United States raise many 
questions about the effects of language on the 
process of economic assimilation. This paper 
uses data on earnings for 1975 to explore the 
role of English language proficiency in the as- 
similation of Hispanic men into the U.S. labor 
market. The results are strong: differences as- 
•socialed with English language skills explain 
virtually all of the Hispanic wage differences 
usually attributed to ethnicity, national origin, 
and time in the United States. The analysis is 
completed by relating the measure of English 
language proficiency to assimilation-related 
variables. J. Lab. Econ., Apr. 1983, 1(2), pp. 
101-30. University of California, Los Angeles; 
Unicon Research Corporation, Los Angeles; 
University of California, Los Angeles. 

Smith, James P. and Welch, Finis — Affirmative 
Action and Labor Markets 
Affirmative action remains controversial. 
The controversy extends from the original anti- 
discrimination legislation and its interpretation 
to estimates of affirmative action’s effect on the 
labor market. This paper provides a progress 
report on the authors' recent efforts at detect- 
ing the impact of affirmative action on minority 
wages and employment. While the authors find 
a substantial increase in wages for black men 
and black women over the sample period, the 
timing of these wage changes is surprising. 
Most of the wage gains came prior to 1974, 
before the establishment of an effective moni- 
toring structure for affirmative action. Indeed, 
when the EEOC and OFCCP powers become 
largest, the wage effects for young blacks are 
somewhat perverse. Using EEO-1 reports, the 
authors find a major shift in black employment 
toward those firms most vulnerable to the mon- 
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itoring and potential sanctions of the affirma- 
tive action programs. As with wages, the shift 
in minority employment came prior to the ex- 
pansion in the powers and budgets of the 
EEOC and OFCCP. The authors are surprised 
by the timing of these changes and are con- 
cerned about the quality of the EEO-1 reports. 
J. Lab. Econ., Apr. 1984, 2(2), pp. 269-301. 
The Rand Corporation, Santa Monica; Univer- 
sity of (California, Los Angeles. 

920 CoNSUMEK EroNOMirs 

921 Consumer Economics; I,«vels and Standards 
of Living 

Dicks-Mireaux, Louis and King, Mervyn A. — 
Pension Wealth and Household Savings; 
Tests of Robustness 

A substantial literature exists on the impact 
of pension schemes, both public and private, 
on the level of hou.sehold saving. Yet there is 
no clear consensus on the impact of pensions 
on private saving. In this paper the authors 
show how beliefs about this displacement ef- 
fect are modified by prior beliefs, both about 
variables that might be relevant in an equation 
for private savings and about the magnitude 
of the displacement effect. Using data for 8,279 
Canadian households and estimates of pension 
wealth (both private and social security), which 
the authors construct for each household in 
the sample, the estimated displacement effects 
are found to be relatively robust with respect 
to both types of prior belief. /. Pub. Econ., 
Feb. /Mar. 1984, 23(1/2), pp. 115-39. National 
Bureau of Economic Research, Cambridge, 
Massachusetts; London School of Economics. 

Johnson, Paul — Life-Cycle Consumption un- 
der Rational Expectations: Some Australian 
Evidence 

Using Australian data, this note tests the sto- 
chastic implications of Robert E. Hall's (1978) 
rational-expectations life-cycle consumption 
model. The strong version of the hypothesis 
can only be rejected using lagged values of 
the change in the unemployment rate and a 
particular measure of disposable income. Econ. 
Rec., Dec. 1983, 59(167), pp. 345-50. Reserve 
Bank of Australia, New South Wales. 


Murray, Jane — Retail Demand for Meat in Aus- 
tralia: A Utility Theory Approach 
This paper examines Australian retail de- 
mand for meat for the post-war p>eriod 1949- 
50 to 1978-79. .Several systems of demand 
equations are estimated, each system (compris- 
ing equations for beef, mutton, lamb, pork, and 
chicken) being derived from an underlying 
static utility function. Model selection proce- 
dures are used to determine the preferred 
specification(s). The validity of the utility the- 
ory approach is investigated. Serial correlation 
does arise as a problem, but other results pro- 
vide support for the theory. Econ. Rec., Mar. 
1984, 69(168), pp. 45-56. Australian National 
University. 

930 Urban Economics 

931 Urban Economics and Public Policy 
Jones, Donald W. — Regional Economic Adjust- 
ment Mechanisms: Theory and Evidence 
from United States Cities, 1918-1931 

The paper develops an income-expenditure 
model of regional bank reserve response to 
events in commodity and short-term capital 
markets. A reduced form of the model is esti- 
mated for 20 U.S. cities with quarterly data 
from 1918-31. Increases in local interest rates 
(six-month first cla.ss commercial paper) usually 
send reserves out; increases in loans and dis- 
counts generally pull reserves in. Increases in 
a tradable goods (food) price index operated 
in both directions. There is evidence that there 
was extensive extraregional short-term lending 
during this period. J. Reg. Sci., Aug. 1984, 
24(3), pp. 391-402. (Jak Ridge National Labo- 
ratory, Tennessee. 

932 Housing Economics 

Daniel, Zsuzsa — Public Housing, Personal In- 
come and Central Redistribution in Hungary 
As a consequence of the lasting housing 
shortage, differences in dwelling circum- 
stances have become one of the most impor- 
tant differentiating factors of contemporary 
Hungarian society. A considerable redistribu- 
tion takes place through flats as compared to 
the distribution of original money incomes. In 
the article the redistributive effects of the allo- 
cation of highly subsidized rented flats on social 
groups and strata are measured and evaluated. 



Selected Abstracts 


503 


Acta Oecon., 1983, 31(1-2), pp. 87-104. Insti- 
tute of Economic Planning, National Planning 
Office, Budapest. 

Venti, Steven F. and Wise, David A Moving 

and Housing Expenditure: Transaction Costs 
and Disequilibrium 

The paper specifies and estimates a model 
of rental housing expenditure that explicitly 
incorporates moving transaction costs. Param- 
eter estimates reveal low income elasticities 
and substantial moving costs, which vary con- 
siderably among families. The model is em- 
ployed to evaluate the efiFects of proposed sub- 
sidy schemes. Simulated responses indicate 
that high moving costs deter many families 
from adjusting current rental expenditure to 
higher levels in response to subsidies. An addi- 
tional dollar of unconstrained subsidy payment 
will, on average, increase rental expenditures 
by only two to seven cents. Schemes with mini- 
mum rent requirements are also quite inelFec- 
tive and involve substantial deadweight loss. 
(Comparisons of the model predictions with es- 
timated program effects based on experimen- 
tal data are also included. / Pub. Ecori., Feb./ 
Mar. 1984, 23(1/2), pp. 207-43. Dartmouth 
College; Harvard University. 

933 Urban Economics 

Petretlo, Alessandro and Viviani, Alessandro — 
An Econometric Model for Cross-Section 
Analysis of the Production of Urban Trans- 
port Service 

The aim of this paper is to analyze the tech- 
nological structure of urban transport service 
production by means of “direct” estimation of 
the production function. For this purpose, a 
cross-section sample of 84 Italian public firms, 
with data referring to 1981, is used. The quan- 
titative analysis of these phenomena is carried 
out, first, by means of the specification of possi- 
ble theoretical production function models 
and, second, by means of their estimation, and 
finally by selecting the model considered most 
effective. The results show the role of environ- 
mental variables and their significant relation- 
ship with traditional productive factors in de- 
termining the production level of urban 
transport service. Econ. Notes, 1984, (1), pp. 
35-65. University of Florence. 


940 Recional Economics 
941 Regional Economics 

Molho, Ian — A Dynamic Model of Interre- 
gional Migration Flows in Great Britain 
Despite the theoretical importance of tem- 
poral factors in migration decisions, empirical 
models have generally adopted an essentially 
static approach, largely due to data constraints. 
In this study, a methodology was developed 
to analyze temporal fluctuations in gross migra- 
tion flows, and implemented using quarterly- 
sample data for Great Britain between 1975 
and 1979. Housing and job-related migrant 
streams were identified and analyzed sepa- 
rately. The results suggested that while na- 
tional unemployment reduced the overall vol- 
ume of migration and affected distance 
sensitivity over time, the main lasting labor 
market influence on the direction of job-re- 
lated movements was the rate of employment 
growth. / Reg. Sci.. Aug. 1984, 24(3}, pp. 317- 
37. University of Kent at Canterbury 

Ohta, Hiroshi — On the Neutrality of Freight 
in Monopoly Spatial Pricing 
This paper explores the conditions under 
which the optimal mill (uniform) price of a spa- 
tial monopolist remains independent of 
changes in freight rate. In particular, the paper 
extends some earlier works, which examine the 
influence of nonuniform consumer distribu- 
tions on freight neutrality. The earlier analy.ses 
show that the monopolist’s pricing decisions 
may be .sensitive to transport rate changes 
when consumers are unevenly dispersed. In 
contrast, the present paper identifies a class 
of noniiniform distributions which, under con- 
ventional conditions of spatial monopoly, pre- 
serve freight neutrality regardless of the form 
of the assumed basic demand. ]. Reg. Sci.. Aug. 
1984, 24(3), pp. 359-71. Aoyama Gakuin Uni- 
versity, Japan, and University of Houston. 

Plaut, Thomas R. — A Supply-Side Model of 
Texas Manufacturing Growth 
This paper reports on an attempt to imple- 
ment a supply-side model of regional manufac- 
turing growth for the State of Texas, Manufac- 
turing investment is explicitly modeled and 
the growth in manufacturing capacity is the 
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major determinant of the long-term growth 
in Texas manufacturing man-hours and output. 
The model i.s estimated on annual data for 15 
industries over the period 1958-78 and per- 
forms well in in-sample tests over this period 
The manufacturing model has been embedded 


in an overall economic-demographic forecast- 
ing model for the state, which is being actively 
used to forecast Texas economic and popula- 
tion growth over the next 25 years. / Reg. Sci., 
Aug. 1984, 24(3), pp. 373-89. University of 
Texas, Austin. 
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I. Introduction 

Tntehest in business cycles is itself 
subject to a wave-like movement, wax- 
ing during and after periods of turbulence 
and depression, waning in periods of sub- 
stantial stability and continuing growth.’ 
At times, confidence in government insti- 
tutions and actions persuaded many that 
cyclical instability had ceased to be a seri- 
ous problem. Thus in the early heyday of 
the Federal Reserve System, 1922-1929, 
monetary policies were expected to help 
maintain prosperity. In the 1960s, the late 
heyday of Keynesian economics, fiscal fine 
tuning evoked similar hopes. 

The present is another time of disillu- 
sionment — now extending to both types 
of stabilization policy. The sequence of se- 
rious worldwide recessions in the last de- 
cade soon refuted the perennially attrac- 
tive idea that business cycles had become 
obsolete. Beyond that, the credibility of 
both Keynesian and monetarist explana- 
tions has diminished. Once again, the ap- 
parent failure of old solutions prompts the 
profession to pay more attention to the 
continued existence of business cycles. 

The rediscovery of an important subject 
is always welcome, even if long overdue. 
However, much of the recent work has 
neglected the long history of both the phe- 
nomena of major economic fluctuations 
and their interpretations, concentrating 
instead on contemporary theoretical and 
policy controversies, mainly in the United 
States. An overview of selected literature 
will attempt to demonstrate that this myo- 
pia is costly and needs to be corrected. 

The study of business cycles is almost 
coextensive with short-term macrody- 

‘ This is well illustrated in the early literature, 
which focused on the episodes of commercial crises, 
but it is also reflected in the timing of later, classical 
studies of the nature and causes of business cycles 
at large. There is little doubt about the impetus pro- 
vided in this context by the major depressions of 
the late 1830s, 1870s. 1890s, 1907-1908, 1920-1921, 
and most strikingly the 1930s. 


namics and it has a large interface with 
the economics of growth, money, infla- 
tion, and expectations. The literature is 
huge, its level of difficulty is in general 
high. This survey attempts to provide a 
historical background and outline the evo- 
lution of thought leading to the recent de- 
velopments in theory and related evi- 
dence. The coverage is extensive, yet of 
necessity much is left out. This includes 
theories that are largely concerned with 
unemployment and inflation, much less 
with business cycles directly.* 

In particular, no attempt can be made 
here to discuss in any detail the statistical 
and historical work on the observed regu- 
larities and idiosyncrasies of business cy- 
cles and their possible long-term changes. 
This empirical literature is rich and impor- 
tant: it deserves a separate review. After 
all, it is the “stylized facts” which it pro- 
vides that ought to be explained by the 
theory. Those main facts are summarized 
in the next part (II), but with a minimum 
of references and commentary. 

Part III discusses the main elements of 
older theories, before and after the Great 
Depression, and proceeds to more recent 
models driven by changes in investment, 
credit, and price-cost-profit relations. 
Most of these theories and models are pri- 
marily endogenous and deterministic. PIx- 
ogenous factors and stochastic elements 
are introduced early in Part IV. 

The sections that follow deal, first, with 
the monetarist interpretation of business 
cycles, then with the newer equilibrium 
models with price misperceptions and in- 

* Two sets of writings should be mentioned in this 
context, namely the theories of the new radical econ- 
omists and those embodied in some of the recent 
"disequilibrium” models. For summaries or surveys, 
see Howard Sherman 1976, Edmond Malinvaud 
1977, and Allan Drazen 1980. 

Also, the early mathematical models and the more 
recent theories of the "political business cycle" re- 
ceive little attention in the present paper; mono- 
graphs surveying this literature are Nicholas Rau 
1974, James Gapinski 1982, and A. W. Mullineux 
1984. 
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tertemporal substitution. The route leads 
generally from “adaptive” to “rational” 
expectations. The approach is generally 
monetarist in the sense of relying on mon- 
etary shocks, but the emphasis shifts from 
nominal demand changes and lagged 
price adjustments to informational lags 
and supply reactions. Various problems 
and complications arise, revealed in large 
part by intensive testing and criticism. 
This leads to new attempts to explain the 
persistence of cyclical movements, the 
role of uncertainty and financial instabil- 
ity, real shocks, gradual price adjustments, 
etc. Conclusions are drawn in the last sec- 
tion (V), which stresses the need for a real- 
istic synthesis. 

II. Stylized Facts 

1. The Overall Aspects and Varying 

Dimensions of Business Cycles 

The term “business cycle” is a mis- 
nomer insofar as no unique periodicities 
are involved, but its wide acceptance re- 
flects the recognition of important regu- 
larities of long standing. The observed 
fluctuations vary greatly in amplitude and 
scope as well as duration, yet they also 
have much in common. First, they are na- 
tional, indeed often international in scope, 
showing up in a multitude of processes, 
not just in total output, employment and 
unemployment. Second, they are persis- 
tent — lasting, as a rule several years, i.e., 
long enough to permit the development 
of cumulative movements in the down- 
ward as well as upward direction. This is 
well established by the historical chronol- 
ogies of business cycles in the United 
States, Great Britain, France and Ger- 
many, a product of a long series of studies 
by the National Bureau of Economic Re- 
search (Arthur Burns and Wesley Mitchell 
1946, Geoffrey Moore 1961, 1983; Moore 
and Zarnowitz 1984). For all their diff^er- 
ences, business expansions and contrac- 
tions consist of patterns of recurrent. 


serially correlated and cross-correlated 
movements in many economic (and even 
other) activities. 

Seasonal movements, which are peri- 
odic but often variable in size and pattern, 
may obscure the cyclical developments to 
an observer of current changes in individ- 
ual time series. The same applies to short, 
erratic movements which are similarly 
ubiquitous. But, looking back across 
monthly or quarterly data representing 
many different variables, business cycles 
can be clearly distinguished from the 
other fluctuations in that they are as a rule 
larger, longer, and more widely difiPused. 
They dominate changes in the economy 
over spans of several years, in contrast to 
the seasonal and other variations which 
spend themselves over spans of a year or 
less. They reflect, and interact with, long 
growth trends which dominate develop- 
ments across decades. 

Peacetime expansions in the United 
States averaged about three years in the 
last half-century, two years in the earlier 
periods containing ten cycles each (Table 
1). Each of the wartime expansions was 
much longer. Contractions averaged close 
to one year since 1933, about twice as long 
in the earlier periods. Thus a definite shift 
toward longer and more variable expan- 
sions and shorter and more uniform con- 
tractions is evident since the “great con- 
traction” of the early 1930s. Before 1933, 
recessions were on the average only a few 
months shorter than expansions; since 
then, expansions lasted more than three 
times as long as recessions. The mean du- 
ration of full peacetime cycles remained 
approximately stable at four years. 

The individual phase and cycle dura- 
tions show considerable variability over 
time, as shown by the standard deviations 
in Table 1. However, when the relatively 
rare outliers are discounted, fairly clear 
central tendencies emerge. Thus the 
ranges of 1 Vi to 3 years, 1 to 2 years, and 
2 Vi to 5 years account for three fourths 
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TABLE 1 

AvKHAf.K Duration of Business Cyclis in the United States, 1854-1982 


Average Measures of Phase and Cycles Durations 


IVriod 

(VtMrs, r to I') 

Number of 
Business 
C’ycles 
(’overed 

F.xpaiision 

Uontraction 

Full Cycle 
(T to T) 

Mean 

S.D. 

Mean 

S.D. 

Mean 

S.D 


(i) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

18,54-1897 

10 

27 

9 

24 

17 

51 

24 

1897-19.3.3 

10 

23 

10 

20 

10 

43 

10 

1933-1982 

10 

49 

27 

11 

3 

60 

26 

193.3-1982, t-xol wars 

7 

37 

15 

11 

4 

48 

14 

18.54-1982 

30 

33 

20 

18 

12 

51 

22 

18,54-1982, excl. wars 

25 

27 

11 

19 

13 

46 

16 


Note. All means and standard deviations (S D ) are rounded to full months F^xpansions are measured fron 
troughs (T) to peaks (P). contractions from P to T. the full cycles from T to T Figures in line 4 excludt 
the expansions during World War II, the Korean War, and the Vietnam War and the immediately followin) 
contractions, Figures in line 6 exclude also the expansions during the t^ivil War and World War I and thi 
immediately following contractions. For references and underlying detail' Moore and Zarnowitz 1984 
It should be noted that the data available for identifying and measuring the historical business cycle 
are fragmentary and often weak. Much of the evidence relates to cyclically sensitive sectors and processes 
Hence some of the early fluctuations may have involved only slowdowns rather than absolute declines ir 
total output and employment, If so, the averages in lines 1 and 2 above should be somewhat larger foi 
expansions and smaller for contractions. This would reduce but moderately the contrast with the entrie: 
in line 3, without altering significantly the overall conclusions drawn in the text (Zarnowitz 1981). 


or more of the peacetime expansions, con- 
tractions, and full cycles in the United 
States, respectively. 

The amplitudes of cyclical expansions 
vary as much as their durations, with 
which they tend to be well correlated. The 
rates of change (velocities) and diffusion 
show less variability across the cycles. Ta- 
ble 2 provides some evidence in support 
of these generalizations. 

In the 20 years between the two world 
wars three major depressions occurred, in- 
cluding the uniquely deep one of 1929- 
1933. Since then no general declines of 
comparable magnitude happened, not- 
withstanding the gravity of recent condi- 
tions of rising and high unemployment 


in some countries such as the United King 
dom. On the whole recessions became nol 
only much shorter but also shallower anc 
less diffused. Table 3, using a sampling ol 
measures for the U.S. business contradic 
tions of 1920-1982, illustrates the con 
trasting dimensions of major depressions 
vs. other declines and the much smalle 
but consistent differences between the 
“severe” and “mild” recessions. 

2. Main Features of Cyclical Behavior^ 

Most industries and sectors of the econ- 
omy participate in the general business 

’ This section is based primarily on studies of U.f 
economic history, but many of the qualitative fea 
tures of cyclical behavior summarized here are founo 
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TABLE 2 

Selected Characteristics of Seven Expansions. 
United States, 1949-1982 


Line 

Statistic 

Largest 

Value 

Smallest 

Value 

Mean 

Standard 

Deviation 



' (1) 

m 

'W 

(4) 

1 

Real GNP. 

Duration (months) 

106 

12 

46 

30 

2 

Total increases {%) 

49.2 

44 

21.1 

147 

3 

Rate of increase (% per year) 

6.4 

35 

47 

1.0 

4 

Unemployment rate. 

Total decline (% points) 

-5.3 

-06 

-2.7 

1.5 

5 

Nonfarm employment: 

Percent of industries expanding 

lUO 

73 

89 

9 


Note The entries in column 1 refer to the expansion of 2/1961-12/1969 (lines 1-3) and 10/1949-7/1953 
(lines 4 and 5) The entries in column 2 refer to the expansion of 7/1980—7/1981. The entries in columns 
3 and 4 cover all seven expansions Line 5 shows the maximum percentage of nonagricultural industries 
with rising employment, based on changes over six month spans. 

Sources and detail: Moore and Zarnowitz 1984, Table 6 


cycles with substantial regularity, that is, 
they exhibit high conformity or coher- 
ence, but some do not (e.g., agriculture, 
which depends heavily on the weather, 
and production of naturally scarce re- 
sources). Durable producer and consumer 
goods tend to have high conformity and 
large amplitudes of cyclical movements 
in production, employment, and invento- 
ries. The amplitudes are much smaller for 
nondurable goods, and still smaller for 
most of the (nonstorable) services. Manu- 
facturers’ sales move with greater ampli- 
tudes than wholesalers' sales, and the lat- 

as well in the data for other mgjor industrialized 
countries with private enterprise and free markt‘ts: 
Mitchell 1913, 1927; Joseph Schumpeter 1939, Ed- 
win Frickey 1942, Burns and Mitchell 1946, Moses 
Abramovitz 1950, Mitchell 1951, Arthur Gayer, 
W W. Rostow, and Anna Schwartz 1953, Erik 
Lundberg 1953, R. C. O. Matthews 1959, Moore 
1961, Robert A. Gordon 1961, Friedman and 
Schwartz 1963b, Thor Hultgren 1965, Burns 1969, 
Martin Bronfenbrenner 1969, Zarnowitz 1972, 1973; 
Moore 1983, Zarnowitz and Moore 1984, Moore and 
Philip Klein forthcoming. 




ter with greater amplitudes than retailers' 
sales. In many industries, particularly 
manufacturing of durables, production is, 
in large measure, guided by advance or- 
ders which show large fluctuations fol- 
lowed with variable lags by much smaller 
fluctuations in outputs and shipments. The 
resulting changes in backlogs of unfilled 
orders and average delivery lags are them- 
selves procyclical. 

Private investment expenditures, while 
much smaller in the aggregate than con- 
sumer spending, have much larger cycles 
in percentage terms. Aggregate produc- 
tion typically fluctuates more widely than 
aggregate sales, which implies a procycli- 
cal behavior of inventory investment. 
Business profits show very high conform- 
ity and much greater amplitude of cyclical 
movements than wages and salaries, divi- 
dends, net interest and rental income. 

The level of industrial prices tends to 
have wider fluctuations than the levels of 
retail prices and wages. Virtually all U.S. 
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TABLE 3 

Average Duration, Deffh, and Difitjsion of 
Thirteen Contractions, United States 1920-1982 


LiUie 

Slatislic 

Great 

Depression 

^(1) 

Two Major 
Depressions 
(2) 

Six Severe 
Recessions 

(3) 

Four Mild 
Recessions 

(4) 

1 

Average duration (months) 

43 

16 

12 

10 

2 

Percentage decline- 
Real GNP 

-32 6 

- 13.4 

-3.3 

- 1.7 

3 

Indu.slrial production 

-.53 4 

-32.4 

- 13.1 

-7.8 

4 

Nonfarm employment 

-31.6 

- 10.6 

-3.8 

- 1.7 

5 

UneiTipIoyment rate 

Total increasSe {% points) 

21.7 

9.6 

3.8 

2.3 

6 

Nonfarm employment- 

Percent of industries contracting 

100 

97 

88 

77 


Note. The contrations of 8/1929-3/1933 is referred to as the Great Depression; the contractions of 1/1920- 
7/1921 and 5/1937-6/1938 as the major depressions. The dates of the six severe recessions are 5/1923-7/ 
1924, 11/1948-10/1949, 7/1953-5/1954, 8/1957-4/1958, 11/1973-3/1975, and 7/1981-11/1982. The dates 
of the four mild recessions are 10/1926-11/1927, 4/1960-2/1961, 12/1969-11/1970, and 1/1980-7/1980. 
Sources and detail: Moore and Zarnowitz 1984, Table 7. 


business contractions before World War 
II were associated with declines in whole- 
sale prices.^ However, the last recession 
to be accompanied by a significant defla- 
tion was that of 1948-1949. Since then the 
price level never fell cyclically, but each 
of the seven U.S. recessions of 1953-1982 
resulted in a temporary reduction of the 
rate at which prices rose, that is, in some 
disinflation. But, in contrast to the general 
price indexes for consumer and producer 
goods, prices of industrial commodities 
and new materials traded in organized 
auction markets continued to show high 
sensitivity to business cycles, often turning 
down early in slowdowns as well as con- 
tractions. 

Narrowly- and broadly-defined mone- 

*This is true for both the periods of long-term 
inflationary trends (1843-1864, 1896-1920) and for 
those of long-term deflationary trends (1864-1896, 
1920-1932). 


tary aggregates usually experience only 
reduced growth rates, not absolute 
declines, in connection with ordinary re- 
cessions. Only in cycles with severe con- 
tractions do substantial downward move- 
ments interrupt the pronounced upward 
trends in these series. The income velocity 
of money, i.e., ratio of income to the stock 
of currency and commercial bank deposits 
held by the public, tends to move procycli- 
cally (up in expansions and down in con- 
tractions), allowing for its long trends 
(downward before World War II, then up- 
ward for some time). 

Short-term interest rates display high 
positive conformity and generally large 
amplitudes of movements relative to their 
average level in each cycle. However, 
when measured in basis points, cyclical 
changes in these series are typically small 
when the interest-rate levels are low. 
Long-term rates usually lag behind the 
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short-term rates, have much lower con- 
formity and much smaller amplitudes. 
The relative movements in both short- 
term market rates and bond yields in- 
creased significantly in the recent past as 
compared with their historical averages. 
Near cyclical peaks, short rates tend to 
come close to or exceed the long rates; 
near cyclical troughs, they tend to be 
much lower. 

Along with these conformity and ampli- 
tude characteristics, the recurring fea- 
tures of business cycles include an array 
of timing sequences. Months before total 
employment, output, and real income 
turn down, activities marking the early 
stages of investment processes begin to 
decline. These include the formation of 
new business enterprises; corporate ap- 
propriations for capital expenditure; con- 
tracts for commercial and industrial con- 
struction; new orders for machinery and 
equipment; new bond and equity issues. 
Investment realizations — construction put 
in place, deliveries and installations of 
equipment — keep increasing long after 
the decline in these investment commit- 
ments as work continues on the backlog 
of orders accumulated during the busiest 
stages of expansion. Indeed, business ex- 
penditures for new plant and equipment 
often peak when the overall economic 
contraction is already well underway. At 
business cycle troughs, with lower levels 
of capacity utilization, the delivery lags 
are generally shorter, but investment 
commitments still tend to lead and expen- 
ditures coincide or lag. 

Long before the downturn in total sales, 
profits per unit of sales decline. Total prof- 
its (a product of margins times sales) also 
lead, but by shorter intervals. Stock prices 
move early as well, reflecting expected 
changes in corporate earnings. Bond 
prices tend to turn earlier yet (bond yields 
are generally lagging). 

Labor productivity (output per hour) 
fluctuates procyclically around a secularly 


rising trend, generally with leads. Money 
wages often rise less than prices in recov- 
eries and more than prices in late expan- 
sion stages. This combines with the 
marked and persistent productivity 
changes to induce a procyclical and lag- 
ging movement in labor costs per unit of 
output. 

Net changes in consumer installment 
credit and in mortgage credit outstanding 
have similar procyclical, leading behavior 
patterns. So has the net change in bank 
loans to business, but here the leads tend 
to be shorter and less consistent. Com- 
pared with the overall credit flows, the 
rates of growth in monetary aggregates 
show, in general, lower cyclical conformi- 
ties and amplitudes and more random vari- 
ations. They have historically led at busi- 
ness cycle turns by highly variable but 
mostly long intervals. Indeed, these leads 
are often so long as to produce strong ele- 
ments of inverted behavior in the mone- 
tary growth rates: that is, extended de- 
clines during expansions and rises during 
short recessions. 

Consumers’ “sentiment,” i.e., anticipa- 
tions concerning their economic and fi- 
nancial fortunes, also has a predominantly 
leading pattern. Recent recessions in the 
United States have been preceded, more 
often than not, by downturns, and recov- 
eries by upturns, in consumer buying 
plans and actual expenditures on automo- 
biles, housing and related durable goods. 
Residential construction commitments, 
such as new building permits and housing 
starts, have particularly long leads at peaks 
and often also at troughs of the business 
cycle. Here the gestation periods are fairly 
short so that the expenditures themselves 
show sizable leads. 

Change in business inventories not only 
conforms positively to cycles in general 
economic activity but is highly sensitive 
and volatile, often leading, albeit by varia- 
ble and, on the average, short intervals. 
Total manufacturing and trade invento- 
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ries, on the other hand, are dominated by 
long trends and tend to lag. Inventory in- 
vestment plays a very important role in 
short and mild cycles, whereas fluctua- 
tions in fixed investment acquire a greater 
weight in the longer and larger cycles. 

Table 4 provides a conspectus of the 
timing relationships found to be typical 
of business cycles. 

3. Some International Aspects and 

Recent Developments 

Busine.ss cycles hav'e tended to be 
.shorter in the United States than in Eu- 
rope (e.g., the 1854-1938 period wit- 
ne.ssed 21 U.S. cycles averaging four years 
and only 16 British cycles averaging 5^ 
years). However, before World War II, 
more than 60 percent of the cyclical turn- 
ing points can be matched for all four 
countries covered by the NBER chronolo- 
gies, and only 10 percent cannot be 
matched at all (Moore and Zarnowitz, 
1984). After World War II, an era of great 
reconstruction, in Western Europe and Ja- 
pan, set in, which witnessed, first, a restora- 
tion of sound currencies and free markets, 
then rapid growth. For some time cyclical 
setbacks in these countries assumed the 
form of retardations of growth rather than 
absolute declines. However, these slow- 
downs and the intervening speedup 
phases continued to show a high degree 
of international diffusion. Then growth 
slackened and the “classical” business 
cycles (with absolute declines in total out- 
put and employment) reappeared every- 
where in the 1970s. The tendency for 
these cycles to be roughly synchronized 
across the major trading countries became 
visible again, even without allowances 
for discrepancies in the longer growth 
trends.® 

In a large economy dominated by pro- 
duction for domestic markets, business cy- 

‘ These events rekindled interest in business cycles 
of larger dimensions and essentially endogenous na- 
ture; see Paul Volcker 1978. 


cles are likely to be induced primarily b 
internal mechanisms (e.g., fluctuations ■ 
spending on durable goods endogenous! 
and elastically financed) but they are the 
transmitted abroad through the mov< 
ments in imports that are a positive fun( 
tion of production and income. For sma 
and, particularly, less developed coui 
tries, fluctuations in exports usually ca 
the tune. Of course, foreign influences ca 
be critical, at times, for even the large: 
and relatively least open economy. Th 
is well illustrated by the adverse effec 
on the United States of the OPEC oil pric 
boosts in 1973-1974 and 1979-198 
through increased costs and prices (lef 
ward shifts in the aggregate supply sche 
ule) and reduced real disposable incom 
(hence, presumably also, some leftwar 
shifts in the aggregate demand schedule 
Such worldwide supply shocks, althoug 
clearly of major importance in the conte.- 
of contemporary problems of product!’ 
ity, growth and development, are new an 
rare phenomena whose role in busine; 
cycles generally is modest but in dange 
of being overemphasized.® The more pe 
sistent effects come from changes on th 
demand side. Thus the volume, price 
and value of U.S. exports show fluctuatior 
that correspond well to cycles in the dollf 
value of imports by the outside world (Ils 
Mintz 1967). The demand changes ar 
powerfully reinforced when the linl 
among the major countries convert the 
independent cyclical tendencies into fluf 
tuations that are roughly synchronize 

These links result not only from inte 
national trade — current-account transac 
tions in goods and services — but also froi 
international lending and investmei 

“James Hamilton, 1983, writes about the role • 
changes in crude oil prices in the U.S. recessioi 
after World War II It should be noted that mar 
recessions are preceded by upward cost pressun 
and supply restrictions associated with the boon 
and-slowdown sequence of mid- and late-expansio 
stages. On the developments during 1973-1976, se 
Zarnowitz and Moore 1977. 




SoU: Series marked • are in nominal terms (some have the same average timing properties when deflated). All other series are in real terms (ccmstant dollars, physical units) or 
related indexes and ratio numbers. The selection is based on U.S. indicators published in Business Conditions Digest (BCD), a monthly report by the Bureau of Economic Analysis, 
U.S. Department of Commerce. The timing relations among corresponding series for other countries are in many respects similar {Moore 1983, Ch. 6). 

Abbreviations: mfg. = manufacturing, mtls. = materials 
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capital-account transactions in assets. The 
latter factor became particularly impor- 
tant in recent times when asset markets 
became highly integrated worldwide. In- 
terest rates (adjusted for the anticipated 
exchange rate movements) are now linked 
across the open economies and capital 
flows are extremely sensitive to the risk- 
adjusted differentials in expected rates of 
return. 

Partly because of the increased capital 
mobility, tht> shift from fixed to flexible 
exchange rates in the early 1970s pro- 
vided much less insulation against foreign 
disturbances than was hoped for, and also 
much less autonomy for effective national 
macroeconomic policies. The price levels 
adjusted for exchange rates (that is, the 
“real exchange rates”) show large and per- 
sistent movements over time; the pur- 
chasing power parity does not hold over 
time spans relevant for the study of busi- 
ness cycles. The recent fluctuations in real 
economic activity show a very considera- 
ble degree of international convergence, 
which presumably reflects not only the ex- 
posure to common disturbances but also 
the increased interdependence among 
(openness of) nations.'' 

In the 1960s, when it appeared that 
business contractions in Europe and Japan 
were being replaced by mere retarda- 
tions, there was a revival of interest in 
cycles defined in terms of deviations from 
long trends rather than levels of economic 
aggregates. For lack of a better term, the 
alternations of above-trend and below- 
trend growth phases came to be called 
“growth cycles.” These short fluctuations 
are defined by the consensus of detrended 
indicators just as business cycles are de- 
fined by the consensus of the same time 
series with no allowance for their long- 
term trends. The trends are estimated 
only to be eliminated from each series sep- 

'See Marina Whitman 1976, P. A. Klein 1976, 
Moore 1983, Ch. 6. 


arately. Growth cycles in this sense are 
thus sharply different from, and should not 
be confused with, any fluctuations in the 
long-term growth rates themselves. 

They also need to be clearly distin- 
guished from business cycles. Most persis- 
tent and pervasive economic slowdowns 
begin with much reduced but still positive 
growth rates, then develop into actual de- 
clines — recessions. Thus the high-growth 
phase typically coincides with the business 
cycle recovery and mid-expansion, the 
low-growth phase with late expansion and 
contraction. But some slowdowns stay in 
the range of positive growth rates and is- 
sue in renewed expansion, not recession. 
Thus growth cycles are more numerous 
than business cycles and more symmetri- 
cal, being measured from rising trends. 

One can imagine a lengthy period of 
low, positive growth that would be associ- 
ated with as much deterioration in busi- 
ness conditions and rise in unemployment 
as a short and moderate recession — and 
more. But it is also possible for a slowdown 
mainly to reduce inflationary excess de- 
mand created in the preceeding boom, 
without causing much surplus capacity 
and real hardship. The policy implications 
of such a deceleration in economic growth 
are entirely different from those of a re- 
cession which always depresses real in- 
comes and spending, outputs and employ- 
ment. 

In actual experience, those decelera- 
tions in growth that have not led to abso- 
lute declines in aggregate economic activ- 
ity (in recent U.S. history: 1951-1952, 
1962-1964, and 1966-1967) occupy an in- 
termediate position between the two hy- 
pothetical cases considered above. Their 
adverse effects were felt primarily in areas 
of particular sensitivity, notably as de- 
clines in housing activity and stock prices. 
Unemployment would cease falling rather 
than rise substantially, and profits would 
weaken rather than tumble. Thus the 
overall impact of any of these slowdowns 
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on economic activity was definitely less 
than even the mildest of recent recessions. 

Some economists focus on the nature 
and sources of expansions and contrac- 
tions, that is, on the business cycles. Oth- 
ers, by abstracting from the long-run 
trend, actually address growth cycle phe- 
nomena while aiming at an analysis of 
business cycles; that is, they fail to diflFer- 
entiate between the two categories. The 
latter treatment, frequently implicit in 
the theoretical literature of recent years, 
may not be a good practice. General busi- 
ness contractions need to be distinguished 
from periods of low but positive growth. 
However, mild recessions and severe de- 
pressions are also quite diflFerent. Also, 
many important regularities described in 
the previous section are observed, to a 
large extent, in the context of growth cy- 
cles as well. Thus, when the series that 
tend to lead at business cycle turns are 
adjusted for their own long trends, the 
resulting detrended series are generally 
found to be leading at growth cycles turns. 
An analogous statement can be made for 
the roughly coincident and lagging indica- 
tors. Systematic diflFerences among the se- 
ries with respect to their conformity and 
amplitude characteristics are likewise 
largely retained after the necessary trans- 
formations. 

III. Theories of Self-Sustaining Cycles 

1. Disparities and Common Elements 

in Some Early Theories 

The classics of business cycle literature 
made lasting contributions to the descrip- 
tion and analysis of the motion of in- 
dustrialized market economies. They 
addressed the cumulative processes of in- 
flationary expansions and deflationary 
contractions induced by bank credit fluc- 
tuations constrained by the availability of 
reserves under the gold standard (Ralph 
Hawtrey 1913). The role of discrepancies 
between the market and the “natural” in- 


terest rates in this process was much ex- 
plored following Knut WickseU, [1898] 
1936. At below-equilibrium market rates, 
excessive bank credit creation produces 
over-investment in capital goods indus- 
tries and imposes “forced saving” on those 
whose incomes lag behind inflation (Fried- 
rich A. von Hayek 1933). But banks will 
have to curtail the supply of credit and 
individuals will tend to restore their old 
consumption standards. As the demand 
and resources shift back to consumer 
goods industries, undersaving — real capi- 
tal shortage and losses to the producers 
of capital goods — results, causing a decline 
in these industries which cannot be com- 
pensated elsewhere in the short run. A 
deflationary downturn cannot be avoided. 
Here the monetary changes are linked to 
real “vertical maladjustments”: that is, im- 
balances between production of capital 
and consumer goods or between aggre- 
gates of investment plans and savings de- 
cisions (Mikhail Tugan-Baranovskii [1894] 
1913; Arthur Spiethoff [1925] 1953). 

Other writers worked out the impor- 
tance of long gestation and life periods 
of capital goods and developed some cycli- 
cal aspects of the acceleration principle 
(Albert Aftalion 1913, John M. Clark 1917, 
1934). Schumpeter (1939) saw economic 
growth itself as a cyclical process, reflect- 
ing technological progress and spurts of 
innovations — opening up and temporary 
exhaustion of opportunities for new, prof- 
itable investment. Related factors include 
the failure of foresight, intersectoral shifts, 
and changes in relative prices. Thus, un- 
der uncertainty, interdependent expecta- 
tions of businessmen generate widespread 
errors of optimism in expansions and pes- 
simism in contractions (A. C. Pigou 1927). 
Unpredictable shifts in demand or supply 
lead to “horizontal maladjustments” — say, 
overinvestment in a particular sector, 
which involves indivisible and durable 
fixed capital, high costs of adjustments, 
and temporary but cumulative depressant 
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effects (D. H. Robertson 1915). Unit costs 
of labor and production tend to rise rela- 
tive to output prices before and after the 
downturn, and they tend to fall before and 
after the upturn, reflecting changes in ca- 
pacity utilization and productivity; as a re- 
sult, business profits show large fluctua- 
tions which help explain the cyclical 
movements in investment and output 
(Mitchell 1913, 1927). 

This capsule summary can merely illus- 
trate the broad range of views held by 
these early students of business cycles. It 
is clear that there are important disagree- 
ments among their theories, particularly 
with respect to the relative importance 
of monetary and real factors, long a major 
point of contention. But the dominant 
tone is one of awareness that what matters 
most is the interaction of changes in 
money and credit with changes in eco- 
nomic activity, particularly those con- 
nected with business investment. Most of 
the writers considered business cycles to 
be caused and conditioned by a number 
of factors and circumstances, and so their 
theories typically overlap and vary mainly 
in the emphasis accorded the different el- 
ements (Gottfried Haberler 1964). 

Not surprisingly, there is much in these 
individual theories that is unsatisfactory, 
unduly restrictive, or out-of-date. Here we 
must abstract from the detail and note 
that it is the high degree of consensus and 
achievement that is much more remarka- 
ble from the present point of view. 

The first aspect of essential agreement 
is that the theories are mainly endoge- 
nous. That is, they purposely concentrate 
on internal dynamics of the system (inter- 
relations and lagged reactions among its 
components). The authors generally held 
that contemporary industrial economies 
are, as a result of such dynamics, subject 
to recurrent fluctuations with major regu- 
larities that can be explained economi- 
cally. They believed that “the cyclical 
movement has a strong tendency to per- 


sist, even where there are no outstanding 
extraneous influences at work which can 
plausibly be held responsible.” Hence 
they viewed the role of the exogenous 
forces as secondary, even though acknowl- 
edging that the latter continually act “as 
the originators or disturbers of endoge- 
nous processes, with power to accelerate, 
retard, interrupt, or reverse the endoge- 
nous movement of the economic system.”® 

Second, these economists all basically 
adhered to the standard economic theory 
of their times, which is what Keynes later 
labeled the “cla.ssical school”; indeed, the 
latter is well personified by some of them. 
At the same time, they generally appreci- 
ated the seriousness of the problem of eco- 
nomic instability. The business cycles of 
their principal concern were major fluctu- 
ations measured in years of cumulative ex- 
pansions and contractions. The recurrent 
phases of widespread unemployment and 
underutilization of productive capacities 
did (and still do) present a deep puzzle 
to the classical doctrine according to 
which the economy is always in, or at least 
tending closely to, the general equilib- 
rium. Thus, for a long time, business cycles 
were simply ignored by most economic 
theorists or, at best, were viewed as 
merely temporary “frictional” interfer- 
ence with, and departure from, equi- 
librium. But students of the subject, in- 
cluding those who were themselves 
committed to the equilibrium theory, 
have done much to counteract this evasive 
and untenable position. 

Third, in the historical periods ad- 

* Both quotations above are from Haberler, op. cit., 
p. 10. This characterization is strongly confirmed by 
numerous passages in works by Robertson (1915, in 
particular Part 11, Ch. IV), Mitchell (1927, esp. Chs. 

1 and V), Hayek (1933, esp. Ch. IV), and Pigou (1927, 
Chs. VI-VIII, XXI). For Schumpeter, the basic mech- 
anism of credit-financed innovations is of much 
greater intrinsic interest than the multitude of di- 
verse “external factors,” no matter how important 
the latter may be on any particular occasion (1935, 
1939, Vol. I. Chs. I-IV). 
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dressed by these studies the level of prices 
tended to move up during the general 
business expansions and down during con- 
tractions. The positive correlation be- 
tween cyclical movements in broad price 
indexes and real activity measures implied 
that fluctuations in total nominal expendi- 
tures parallel the fluctuations in the aggre- 
gates of real income, employment, and 
output. This was generally accepted as a 
central characteristic of business cycles by 
the early theories in which the fluctua- 
tions in aggregate money flows of income 
and spending play a large, proximately 
“causal” role. Of course, for these fluctua- 
tions to produce cyclical movements in 
real variables, it is necessary that wages 
and prices adjust with some sufficient lags 
rather than being highly flexible. Some- 
times this condition was assumed explic- 
itly but it was not much discussed and of- 
ten only implied.® 

2. Uncertain Expectations, Un- 
stable Investment, and Long 

Depression Cycles 

Keynes (1936, Ch. 22, esp. pp. 314-15) 
attributed to the trade cycle a sudden, 
sharp downturn, a protracted decline, and 
a gradual, sluggish upturn. These are all 
characteristics of the 1929 peaks and the 
depressions and recoveries of the 1930s 
in Great Britain and the United States; 
also, in part, of the British experience in 
the depressed early 1920s. They are not 
typical of most cycles in these countries 
and elsewhere. 

The sharp downturn or "crisis” is ex- 
plained mainly by “a sudden collapse in 
the marginal efficiency of capital.” During 
a boom the supply of new capital goods 

’ Haberler 1964, pp. 459-61 In term.s of the 
present-day conventional macroeconomic model, let 
irs add, the positive correlation of fluctuations in 
prices and real variables would indicate that shifts 
in aggregate demand dominate the shifts in aggre- 
gate supply over the business cycle. If this sounds 
rather alien to the early theories, it is because the 
latter are typically more disaggregate. 


and the cost of their production and fi- 
nancing rise, with growing adverse effects 
on the current returns on investment. The 
inducement to invest is further weakened 
if the current costs come to be viewed 
as higher than the probable future costs. 
Optimism about the always uncertain fu- 
ture returns lingers for some time, but 
sooner or later doubts arise about the reli- 
ability of the hopeful expectations engen- 
dered by the boom. 

Investment expectations are highly vol- 
atile because even those forecasts of long- 
term profitability of specific business 
projects which are viewed as most proba- 
ble inspire little confidence. Observable 
frequencies of past outcomes are not gen- 
erally a source of reliable knowledge in 
these matters. Keynes’ world is thus one 
of pervasive uncertainty which is sharply 
distinguished from calculable and insura- 
ble risk (as in Frank Knight 1921). 

It is easier and more rewarding to pre- 
dict the short-term movements in the 
stock market, which are strongly affected 
by “mass psychology,” than to divine 
the long-term prospects for individual 
business concerns. The market reacts 
promptly to news on fluctuating business 
profits with revaluations which inevitably 
exert a decisive influence on the rate of 
current investment. A new business will 
not attract investors if a similar existing 
one can be acquired on the exchange at 
lower costs (Keynes 1936, p. 151). 

This last insight gave rise to an influen- 
tial theory of James Tobin (1969), which 
makes investment in new plant and equip- 
ment an increasing function of q, the ratio 
of the value placed by the security mar- 
kets on the existing firm to the replace- 
ment cost of its capital. This approach has 
several advantages: it is relatively simple, 
uses observable variables, and provides an 
analytically attractive linkage between in- 
vestment and the expectations of the fi- 
nancial asset markets. Implicitly, it also 
relates the expected profit rate to the re- 

'i <• '-‘^T I.' ’ ’* ■' I 
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quired rate of return on capital in the 
stock market and, hence, to the interest 
rate. However, the hypothesis has not 
fared well in empirical tests (George von 
Furstenberg 1977, Peter K. Clark 1979, 
Olivier Blanchard and Charles Wyplosz 
1981, Andrew Abel and Blanchard 1983, 
R. J. Gordon and John Veitch 1984). This 
is perhaps partly because of the use of av- 
erage q instead of the theoretically more 
appropriate marginal but more likely 
because of various simplifying restrictions 
used in this work: homogeneous capital 
and perfect financial markets with no li- 
quidity constraints on firms. These ideali- 
zations are poorly suited for an analysis 
of cyclical movements in investment and 
they certainly clash with the Keynesian 
views on the instability of financial mar- 
kets (Section IV-6, below).** 

Once aroused, the doubts about profita- 
bility of planned and current investment 
projects spread rapidly, bringing down in 
“disillusion” the stock market which is re- 
vealed to have been overoptimistic and 
overbought. As the pendulum swings to 
overpessimism, the demand for broadly 
defined money will increase, raising the 
rate of interest and hence seriously aggra- 
vating the crisis. The revival of investment 
will require a “return of confidence . . . 
an aspect of the slump which bankers and 
businessmen have been right in emphasiz- 
ing . . .” (Keynes 1936, p. 317). But confi- 

*“ This is the ratio of the increase in the value of 
the firm from acquiring an additional unit of capital 
to the marginal cost of that unit (which, in contrast 
to the measured average q, is an ex ante and not 
directly observable quantity). 

“ The same observations apply a fortiori to the 
"neoclassical" investment theory dating from Jor- 
genson, 1963, which concentrates on the average 
long-term behavior as determined by the require- 
ment that the expected returns over the life of a 
project exceed its costs. The short-run deterrent ef- 
fect on investment of the rising flow supply price 
of capital goods (stressed in Keynes 1936, Ch. 11) 
is not well captured in this approach, and the expec- 
tational lags are not distinguishable from the gesta- 
tion periods or delivery lags (Abel 1980). For recent 
tests of this and other investment theories, see also 
Charles Bischoff 1971, and Richard Kopcke 1977. 


dence, once severely shaken, takes time 
to mend. Also, the propensity to consume 
is adversely affected by the fall in the 
value of equities. 

Only as the downswing develops will 
it bring the level of interest rates down. 
This decline will not be as prompt and 
large as would be necessary to counter 
the “collapse” of investment. For, the de- 
mand for money is interest-elastic, highly 
so at low levels of the rates, because of 
bearish speculation in the face of basic un- 
certainty as to future changes in the rate 
of interest. The conclusion here is that a 
recovery from a severe slump is possible 
only after the capital stock of business has 
been reduced suflBciently to restore its 
profitability. This may take several years, 
through use, wear and tear, or obsoles- 
cence (Keynes 1936, p. 151). 

It might appear that overbuilding is the 
cause of the downturn and long slump but 
Keynes insists that it is not. Rather, the 
effective private demand fails to sustain 
full employment because investment is 
too unstable and the propensity to 
consume is stable but too low. It is only 
relative to the deficient demand that 
“overinvestment” can occur; there is no 
saturation of profitable investment oppor- 
tunities at full employment. 

Keynes’ concern was with long and se- 
vere depressions characterized by very 
large declines to low levels of both real 
investment and stock market values. Such 
major depressions have occurred at inter- 
vals of a few decades through the 1930s 
but most business contractions were al- 
ways much milder and shorter. Even in 
long contractions the stock of capital usu- 
ally continues to increase, although at 
much reduced rates; also, an abrupt col- 
lapse of investment is rare.** Consumer 
spending is much less stable in the short 

” These points were made early by Bums (in his 
collected essays, 1954, pp. 3-25, 207-35). On the 
dispersion of peaks in various categories of invest- 
ment commitments and expenditures, see Zarnowitz 
1973, Ch. 4. 
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run than Keynes assumed (but also much 
more stable and supportive of growth in 
the long run). As for the demand for 
money, there is a mass of evidence that 
its interest-elasticity tends to be relatively 
low (David E. W. Laidler 1969). These ob- 
l servations raise serious questions about 
I some elements of Keynes’ theory. 

3. Wage and Price Dynamics 
in Business Cycles 

I Despite the great rise and persistence 
of unemployment, real wages increased 
throughout the 1930s thereby failing to 
provide one classical cure for the apparent 
disequilibrium in the labor market.** 
Keynes (1936, Chs. 19 and 21) did not ar- 
gue that money wages are entirely rigid 
downward but rather that they adjust but 
sluggishly to excess supplies of labor. Such 
slow wage declines are apt to reduce in- 
i comes, consumption, tind prices before 
' they begin to improve profitability and 
stimulate investment. When the resulting 
gradual deflation becomes widely antici- 
pated, people would repeatedly postpone 
purchases, mainly of durable goods, while 
waiting for prices to fall further. The de- 
mand for money increases at the expense 
of the demand for goods and equities. 

Moreover, unexpected deflation in- 
j creases the burden of accumulated debt 
- which falls most heavily on businesses and 
individuals with high propensities to bor- 
; row, invest, and spend. The activities of 
these units are severely curtailed as their 
bank credit lines are cut. Business failures 
and personal bankruptcies rise in numbers 
and size. Irving Fisher (1932, 1933) 
ascribed the depth of the depression to 
the confluence and mutual reinforcement 
of deflation and “overindebtedness” in- 

' ” In the United States, average hourly earnings 

>n rnanufacturing divided either by the consumer 
price index or by the wholesale price index rose ap- 
proximately 20 percent between 1929 and 1934, for 
example. Money wage rates declined less than prices. 
Hours of work fell along with the number of the 
employed workers: Peter Temin 1976, pp. 138-41. 


herited from the boom. (This suggests 
overinvestment as the cause of the down- 
turn.) His policy prescription was mon- 
etary reflation, a reversal of the price 
decline. 

A one-time large drop in the general 
wage level is a theoretical but hardly a 
practical alternative in a large decentral- 
ized economy with numerous, strongly 
differentiated labor markets and a com- 
plicated structure of relative wages. A 
spreading depression in an open system 
threatens a competition among the econo- 
mies in reducing their export prices, with 
deeply damaging overall consequences. 

The actual and expected changes in the 
rates of change in wages and prices can 
certainly be of great importance in busi- 
ness-cycle dynamics. The effects on aggre- 
gate demand of changes in the levels of 
wages and prices, on the other hand, are 
believed to have their main roles in com- 
parative statics and the long run.“ The 
static and dynamic elements were never 
clearly distinguished by Keynes and his 
immediate critics; the debate proceeded 
for a long time in the framework of com- 
parative statics, which obscured the essen- 
tially dynamic disequilibrium nature of 
Keynes’ theory (Axel Leijonhufvud 1968). 

After World War II inflation became, 
for the first time, a chronic condition in 
peacetime, drawing attention away from 
the concurrent, relatively mild recessions 
and at the same time making their under- 
standing apparently much more difficult. 

•* The reference here is, first, to the "Keynes ef- 
fect” (at lower prices, a given quantity of money 
represents a larger real quantity) and the “Pigou 
effect” (at lower prices, a given quantity of net nomi- 
nal private wealth represents a larger real quantity). 
The former would raise investment through lower 
interest rates, the latter would raise consumption. 
To stimulate the economy in the short run both re- 
quire downward flexibility of prices generally. The 
Keynes effect depends inversely on the interest-elas- 
ticity of the demand for money. The Pigou effect 
depends positively on the magnitude of net private 
wealth, which is probably small in relative terms. 
Deflationary expectations and distributional shifts 
may also weaken greatly this process (Pigou 1947, 
Don Patinkin 1948). 
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The old problem of depression-cum-defla- 
Uon was replaced by the new problem 
of unernployment-curn-inflatioii. The fa- 
mous “Phillips curve” emerged first as a 
nonlinear and invesrse dependence of the 
rate of change in nominal wages (w) on 
the rate of unemployment (U) and was 
rationalized by relating U to the excess 
supply of labor (A. W. Phillips 1958, Rich- 
ard Lipsey 1960). Soon the rate of inflation 
(p) was .similarly related to U, on the 
ground that p and w normally differ by 
a steady rate of growth in labor productiv- 
ity (Paul Sarnuelson and Robert Solow 
1960). 15 

The classical view of an aggregated la- 
bor market posits the existence at any 
time of a unique equilibrium or “natural” 
unemployment rate (U'^) as a function of 
real wages (Milton Friedman 1968). An 
inflation that has lasted for some signifi- 
cant time will be expected to persist at 
some positive average rate (p'). Changes 
in the price level that are generally and 
correctly anticipated are matched by 
wage changes and hence cannot cause de- 
viations of V from U^. Only unanticipated 
inflation, i.e., forecast errors {p^ — p), can 
cause such deviations. Equilibrium re- 
quires that p*" = p, hence a stable long- 
run tradeoff between p and U cannot ex- 
ist (the “natural rate hypothesis”-NRH: 
Friedman 1966, 1968; Edmund Phelps 
1967). A short-run Phillips curve, associ- 
ated with unanticipated or disequilibrium 
inflation, stays in place only as long as p^ 
remains unchanged.'® 

The initial reaction of most economists 
to the Friedman-Phelps critique was to 
embrace the NRH without questioning 

“ It should be noted that from the cyclical {jer- 
spective it is far from innocuous so to substitute price 
for wage inflation. As will be shown in Section III- 
6 below, labor productivity and the related price 
and cost variables undergo partly systematic changes 
over the cycle. 

“The general form for the original equation is 
Wi =/(t/i); for the "expectations-augmented” equa- 
tion satisfying the NRH it is w, = f (U,) -i- p'. 


the existence of an inverse relationship 
between inflation and unemployment in 
the short run. This was because they as- 
sumed expectations to be “adaptive,” that 
is, backward-looking and involving only 
partial and lagging corrections of past 
errors.*’ Indeed, it was frequently as- 
sumed that the errors of inflation forecasts 
are fully eliminated only on the average 
over the business cycle. On this permissive 
interpretation of a “long run,” the NRH 
is entirely consistent with continuing par- 
allel fluctuations in inflation and real eco- 
nomic activity around their (uncorrelated) 
long-trend movements. 

The expectations-augmented but only 
slowly shifting Phillips curve appears in 
Tobin’s 1975 analysis of Keynesian models 
of cyclical contractions, with the qualifica- 
tion that this does not imply a full accep- 
tance of the NRH. In this dynamic model, 
output (Q) moves in reaction to changes 
in aggregate real demand {E). In the 
short run the two variables can difiFer: say, 
E < Q when Q is rising because of lags 
in consumption and unintended inven- 
tory changes. E depends positively on Q 
and the expected price change p'’ and 
negatively on the price level P. Actual in- 
flation p (= rate of change in P) adjusts 
to changes in p^ and in Q relative to 
(the full-employment output). Finally p' 
reacts to the divergencies of p from p'. 
The equilibrium conditions are E — Q, 
Q = and p = p'. The main inference 
from the model is that “a strong negative 
price-level effect on aggregate demand, 
a weak price-expectations effect, and a 
slow response of price expectations to ex- 
perience are conducive to stability” (To- 
bin 1975, pp. 199-200). Large adverse 
shocks to E can push the economy into 
a depression, and market price adjust- 

•’A simple model of this type is P( ~ 
k (Pi-i - P’-i)’ where 0 < 1: < 1. 

The early locus classicus for adaptive expectations 
is Phillip Cagan 1956; also John Muth 1960, Marc 
Nerlove and S. Wage 1964 and Jacob Mincer 1969. 
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merits will provide no reasonably prompt 
and eflFective remedy under conditions 
where the price-change eflFects on E are 
stronger than the price-level effects.'® 

4. Disequilibrium Models with 

Capital Accumulation 

Keynes’ analysis is only implicitly and 
partially dynamic. Since net investment 
varies, so does total capital, which influ- 
ences output, investment, and savings. 
But these effects are ignored and the 
stocks of production factors and technol- 
ogy are treated as constant. The older ac- 
celeration principle has no role in the 
General Theory, and indeed is not even 
mentioned. But the 1930s and 1940s saw 
a proliferation of formal models of e.ssen- 
tially endogenous cycles in aggregate out- 
put, which use various versions of the 
investment accelerator and the consump- 
tion multiplier and let the two interact 
(Roy Harrod 1936, Michael Kalecki 
1937, Samuelson 1939, Lloyd Metzler 
1941, John Hicks 1950). 

In most of these formulations, net in- 
vestment is a function of changes in out- 
put, which implies that fluctuations in con- 
sumption are transmitted with increasing 
amplitudes to the higher stages of produc- 
tion — the derived demand for intermedi- 
ate and producer goods. This contrast in 
amplitudes is broadly consistent with the 
evidence (Section 11-2, above), which has 
long made the acceleration principle at- 
tractive to business cycle theorists. Yet it 
is clear from the data that investment se- 
ries have much higher persistence or 
serial correlations than the series of first 
differences in output or sales. The 
simultaneous relationship between these 
variables over short unit periods is weak, 
not surprisingly, since investment de- 
pends on expectationjtl and financial fac- 

** Tobin, 1980, Ch. I has a more recent reassess- 
ment, with similar conclusions concerning the cycli- 
cal effects of deflation. 


tors as well as on changes in technology, 
cost of labor, etc.'® 

With consumption lagging behind in- 
come and induced investment behind 
change in output, the multiplier-accelera- 
tor interaction can produce a model of 
fluctuating output in form of a second-or- 
der difference equation. Small values of 
the coefficient of acceleration result in 
damped cycles, large values in explosive 
cycles. When a trend is added reflechng 
continuous technological change embod- 
ied in “autonomous” investment, the cy- 
cles are slanted upward around a line 
whose slope represents the equilibrium 
rate of the economy’s real growth. In the 
potentially explosive case, fluctuations in 
actual output are constrained between a 
“ceiling” along which the (growing) re- 
sources are fully utilized and a "floor” set 
by the non-negativeness of gross invest- 
ment (Hicks 1950). This model uses distri- 
buted lags in consumption and investment 
functions and suspends the accelerator 
during a steep downswing, with the result 
that the slump is both cushioned and pro- 
longed as the excess stocks of capital de- 
preciate but slowly down to the levels 
required by the low production at the 
floor. 

A closely related but more general class 
of models is based on the capital stock ad- 
justment (or “flexible accelerator”) princi- 
ple: current investment equals some frac- 
tion of the gap between the desired and 
the actual capital. The desired stock varies 
directly with output (taken, questionably, 
as a proxy for the expected demand for 

‘•The theory of the production function of the 
firm includes the acceleration effect but also, m the 
general case of variable factor proportions and 
prices, a substitution effect (e.g., Capinski 1982. Chs 
2 and 4). Net investment cannot decline in any pe- 
nod by more than the capital stock can be worn 
out, which suggests asymmetrical behavior between 
upswings and downswings. In principle, it is in the 
long run, along the rising trend of capacity output, 
that the simple accelerator -nvakitvg net investment 
proportional to the change in output should work 
best, not in the short run of cyclical analysis. 
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output that the capital is to help produce). 
Net investment therefore depends posi- 
tively on output and inversely on the ini- 
tially available stock of capital. This formu- 
lation (used early in Kalecki 1935, 
Nicholas Kaldor 1940, Richard Goodwin 
1951) is capable of being improved with 
some significant advantages. Since profita- 
bility should depend positively on the out- 
put-capital ratio, the role of profits in the 
investment function (stressed by many au- 
thors, particularly after Jan Tinbergen 
1939) is given at least an indirect consider- 
ation. The fraction of the capital gap 
closed in the short unit period (the speed 
of adjustment) may be made a function 
bf the interest rate and, more generally, 
he costs of capital. The costlier the speed, 
he more gradual will be the optimal ad- 
ustment; this opens the way to a poten- 
ially useful dynamic analysis. On the 
bther hand, the cyclical changes in capital 
!tock, being relatively small (and rarely 
negative), have probably rather weak 
jhort-term effects on investment and out- 

3Ut. 

The dynamics in the models under re- 
.new come from lags, nonlinearities, or 
both. Nonlinearities are likely to be very 
common in economic relationships, in 
Dart because the numerical values of cer- 
:ain important parameters should vary 
vith the phases of business cycles which 
'Over a wide variety of macroeconomic 
conditions. Yet, few theoretical models of 
he cycle make important use of nonlin- 
carities. In Kaldor (1940), investment (/) 

' a sigmoid function of output (Q) with 
nuch lower positive slopes at both ex- 
•emes than in the broad middle range 
f the Q scale. I is deterred by both sur- 
>lus capacity in slumps and rising con- 
Tuction and financial costs in booms. Sav- 
ng (S) has a converse shajbe, with higher 
ositive slopes at both extremes than in 
le middle range of Q: people stabilize 
bnsumption over time by temporarily re- 
ucing (raising) the average rate of savings 


when their incomes are unusually low 
(high).*® Given Q, I depends inversely and 
S depends positively on the capital stock 
K. There are three possible equilibria, two 
of which are stable. The result is a self- 
sustained cycle in the real aggregates, 
from stable to unstable to another stable 
equilibrium.*^ 

The substantive uses of nonlinearities 
in the theory of business cycles are yet 
to be systematically explored. There are, 
to be sure, various nonlinearities in mathe- 
matical and econometric models but they 
are, on the whole, scattered and treated 
mainly as technical detail. The early mod- 
els by Kaldor, Hick.s, and Goodwin remain 
influential in this literature.** 

Recently, some methods of the “singu- 
larity” and “catastrophe” theories, new 
branches of applied mathematics, began 
to be applied to the analysis of large eco- 
nomic fluctuations involving crises, de- 
pressions, and rapid recoveries. The the- 
ory is concerned with the interaction of 
“fast” and “slow” variables in dynamic sys- 
tems described by differential equations, 
where the short-run equilibrium may 
Jump from one region of the state space 
to another. For example, the rate of 
change in output may depend on the level 

“ The argument seems to anticipate the more re- 
cent theories of consumption if one adds the assump- 
tion that people perceive larger proportions of their 
incomes as being transitory in booms and slumps 
than in the more "normal” times closer to the trend. 
Transitory income is taken to be largely saved, per- 
manent income consumed. 

The path of output is dQ/dt = alI(Q,k) — 
with a > 0 denoting the speed 6f adjust- 
ment. The equilibria are defined by /( • ) = S( • ); they 
are stable when 8S/SQ > 8I/6Q, which occurs at 
both low and high levels of Q, and unstable when 
8S/8Q < 81/ 80- which occurs in an intermediate 
position. The responses of Q, i.e., movements along 
the I or S curves, are speedier than the shifts of 
these curves caused by the changes in K. 

** A list of some references must suffice; Shinichi 
Ichimura 1954, Hugh Rose 1967, Stanley Bober 
1968, Winston Chang and David Smyth 1971, Rich- 
ard Kosobud and William O’Neil 1972, V. Torre 
1977, Brian Scarfe 1977, Ch. 4, Gapinsld 1982, Chs. 
4-6, Carry Schinasi 1981, 1982. 
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of output, a “fast” variable, and physical 
capital and financial assets, “slow" varia- 
bles (expectations or other parameters 
may also be treated as slow variables). An 
illustration using a modified Kaldor model 
is offered by Hal Varian (1979). This is an 
interesting approach, though still in its in- 
fancy. 

While innovative in their dynamics, the 
models discussed here are severely lim- 
ited in their contents. They slight or ig- 
nore the monetary, financial, and expecta- 
tional factors which, theory and evidence 
suggest, are particularly important in ma- 
jor cycles, crises, and depressions. Most of 
these models, too, neglect the role of new 
technology as a determinant of invest- 
ment (Goodwin, 1951, is a notable excep- 
tion). These criticisms have been made 
early in the heyday of the endogenous in- 
vestment theories of the cycle (Burns 
1952, Haberler 1956, Lundberg 1958). Al- 
vin Hansen, [1951] 1964, viewed the ac- 
celerator as relatively weak and stressed 
the driving force of autonomous invest- 
ment related to innovations which require 
more capital per worker. 

However, it is also clear that the models 
in question contain important elements 
and are capable of being expanded and 
improved, in particular by incorporating 
monetary factors. Indeed, Hicks (1950) 
added to his main real model a monetary 
subsystem which could aggravate some 
downturns.*® Tobin’s 1955 model has simi- 
lar cycles but also explicit roles for the 
supply of monetary assets and the inflexi- 
bility of money wages. More recently, 
Laidler (1973a) makes the desired capital 
stock depend on the lagged real interest 
rate as well as the lagged output, thereby 

“ See Hicks 1950, Chs. XI and XII. The "monetary 
complication” takes the form of a cobweb cycle in 
the IS-LM space, with rather complex lags and non- 
linearities. A quarter-century later, Hicks (1974) 
revised his views, stressing the need for greater 
reliance on monetary factors and autonomous 

investment. 


modifying Hicks’ equation for induced in- 
vestment so that it includes monetary 
effects. Inflation expectations, formed 
adaptively, appear in a Phillips-type rela- 
tionship which complies with the NRH 
but permits gradual price adjustments. 
This model retains an accelerator-multi- 
plier mechanism and can generate fluctu- 
ations in output and prices. However, un- 
like in Hicks, the cycles are here damped, 
and exogenous changes in either the nom- 
inal interest rate or autonomous expendi- 
tures may be required to move the econ- 
omy off either the floor or the ceiling.** 

5. On Causes and Consequences of 

Fluctuations in Inventory Investment 

Inventories have a much shorter ex- 
pected life span than fixed capital and can 
be adjusted much more quickly to the de- 
sired levels. Nevertheless, the success of 
attempts at such adjustment is by no 
means assured as it depends partly on ac- 
curate sales forecasts and partly on how 
promptly production reacts to unan- 
ticipated sales changes. Some of the ob- 
served inventory investment is plaimed, 
and some is unintended. 

It is difBcult to use stocks as a buffer 
protecting output from the variation in 
sales, except when the changes in demand 
are small and short, calling for no altera- 
tion in production. In the more persistent 
business-cycle movements, inventory in- 
vestment tends to be, on the contrary, 
destabilizing, as shown by the already 
noted fact that aggregate output fluctu- 
ates more widely than final sales. 

An early and influential theory of inven- 
tory cycles was developed in Metzler’s 
(1941, 1947) multiplier-accelerator mod- 
els. Here the desired level of stocks of con- 
sumer goods varies with anticipated sales 

** Laidler considers, alternatively, the nominal 
rate of interest and the money stock as exogenous. 
Output is systematically related not to inflation or 
deflation but to the rate of change in either. 
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to consumers which reflect sales observed 
in the recent past. Output lags behind 
consumption, which is proportional to 
contemporaneous income. An initial rise 
in the level of noninventory investment, 
which is treated as autonomous, depletes 
inventories; hence businessmen attempt 
to increase them. But inventory invest- 
ment has the feedback eflFect of raising 
income and consumption, which reduces 
the stocks still more. This causes further 
rounds of increase in inventory invest- 
ment, output, and sales. However, at some 
point during the expansion the rates of 
increase in sales, and hence also in inven- 
tory investment, will start falling. De- 
clines in income and consumption will ul- 
timately result, reducing the desired stock 
levels. Again, the very efiForts to get rid 
of the unwanted stocks depress income 
and consumption further and are thus 
temporarily self-defeating, but eventually 
the rate of decline in sales and the disin- 
vestment in stocks will begin to diminish, 
and an upturn in income and consumption 
will initiate a new cycle. 

Several papers report generally favora- 
ble tests of Metzler’s model based on an- 
nual and quarterly data, mainly for the 
U.S. in the first two decades after World 
War II (Dennis Coppock 1959, 1962, 1965; 
Claude Hillinger 1966, 1979). The period- 
icities are heavily concentrated in the 3- 
4 years range and are not seriously dis- 
turbed by inclusion of random error 
terms, but there is substantial damping. 
Anticipated values are derived from dis- 
tributed lags (adaptive expectations). The 
techniques include cyclical (NBER) mea- 
sures, regression, and spectral analyses. 
The hypothesis that fluctuations in non- 
farm business inventory investment and 
nonresidential fixed investment are essen- 
tially periodic, with cycles of about 3-5 
and 7-10 years, respectively, has been re- 
cently revived by Hillinger (1982, 1983). 
However, the unconventional methods 
used in this work are subject to serious 


doubts and the results are yet to be fully 
described and evaluated.*® 

Metzler’s hypothesis, like other cyclical 
investment models of the multiplier-ac- 
celerator type runs entirely in real terms 
and pays no attention to price adjustments 
and monetary and financial factors. Also, 
it fits best the finished goods inventories 
subject to changes reflecting errors in sales 
forecasts. But studies which disaggregate 
inventories by stage of fabrication and 
type of production (Abramovitz 1950, 
Thomas M. Stanback, Jr. 1962, Michael 
Lovell 1964, Ruth Mack 1967, Zarnowitz 
1973, Joel Popkin 1984) show that for good 
reasons the behavior of stocks varies sys- 
tematically between these categories. 
Thus finished goods inventories are im- 
portant primarily in production to stock; 
in production to order, which plays a very 
large role in durable-goods and particu- 
larly capital-goods industries, inventories 
consist mainly of goods-in-process which 
depend positively on the rate of output, 
and materials, which are strongly influ- 
enced by cyclical changes in supply condi- 
tions (delivery periods, availability). The 
stocks of materials can be promptly ad- 
justed in the ordering stage. Of course, 
it is difficult to allow for such details in 
aggregate models but an important lesson 
here is that desired inventories depend 
importantly on other variables in addition 
to sales. 

6. The Role of Changes in Prices, Costs, 

and Profits 

In his 1913 volume, Mitchell linked the 
major changes in business activity to the 
outlook for profits or (in time of crisis) the 
quest for solvency. Prospective profits de- 
pend on sales experience and expectations 
and on the price-cost relation which is it- 

“ Cycles are estimated by cosine functions applied 
to residuals from polynomial trends. The latter lack 
a theoretical rationale and are limited to the period 
of estimation. The paucity of annual observations 
presents another grave problem of statistical nature. 
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and on the price-cost relation which is it- 
self changing with the rate of employment 
and capacity utilization. Business costs 
tend to rise faster than product prices in 
the late stages of expansion, which de- 
presses profit margins and expectations. 
Accordingly, new investment commit- 
ments are curtailed well before sales flat- 
ten. Income receipts and consumption ex- 
penditures weaken, inventories pile up, 
and production cuts multiply' particularly 
in durable-goods industries. Pessimistic 
expectations spread and are confirmed 
and worsened when output and employ- 
ment turn down. In the contraction that 
follows, similarly, price-cost margins and 
profits first deteriorate and then improve, 
excess stocks and other imbalances are 
gradually liquidated, and new investment 
orders, sales, and output eventually re- 
vive. 

When Mitchell first developed a theo- 
retical account of these developments, he 
had little empirical knowledge of them 
from the very inadequate data then in ex- 
istence. By now, however, there is much 
evidence that the relations he stressed are 
generally consistent with the “stylized 
facts” discussed in Part II above. (On their 
validity, see Solomon Fabricant 1959, 
Hultgren 1950, 1965; Edwin Kuh 1960, 
Moore 1962, 1975; Zarnowitz 1973, 
Moore and John Cullity 1983, Ernst 
Boehm 1982.) What is particularly well es- 
tablished and important is the typically 
procyclical but lagging pattern in labor 
costs per unit of output, which reflects pri- 
marily the positive conformity and lead- 
times of labor productivity (output per 
hour of work). Real wages, on the other 
hand, normally do not show large devia- 
tions from trend that are consistently asso- 
ciated with business cycles.*® 

” Countercyclical movements in real wages are 
implied by the classical marginal productivity theory 
of the demand for labor, which was accepted by 
Keynes, and they are also suggested by the view 
that prices generally are more flexible and procycli- 
cal than money wages. However, the evidence is 


In a 1967 model of Rose, employment 
and labor supply fluctuate relative to the 
stock of capital which grows with net in- 
vestment. The rates of change in wages 
(w) and prices (p) are equal in the long- 
run equilibrium but differ in the short run, 
reflecting these fluctuations. During a re- 
cession, the ratio of labor supply to capital 
increases, the rate of employment falls, 
and prices start rising faster than wages. 
The improvement in profitability leads to 
an upturn in the rate of employment. Dur- 
ing the recovery, the condition p> w per- 
sists, but gradually investment revives and 
growth of capital accelerates. First em- 
ployment and then capital start growing 
faster than the labor supply. The upswing 
eventually causes wages to overtake 
prices. In the new phase where p < w, 
the profit rate and the employment-capi- 
tal ratio turn down. Investment is re- 
duced, the rate of employment declines, 
and a new recession begins. 

The model has debatable implications 
for the real wage movements and its short- 
comings are apparent, given the lessons 
of the recent inflationary era.*^ But all for- 
mal models are heavily restricted and the 
aspect covered here, namely the cyclical 
role of changes in the relative input /out- 

mixed and nol conclusive: It varies with the choice 
of the deflator, the characteristics of the period co\’- 
ered, methods and dates (e.g., the intracycle changes 
may not show up well in regressions with annual 
series). A few studies favor the countercyclical hy- 
pothesis (Salih Neftci 1978, Thomas Sargent 1978), 
but there is more support for either procyclical be- 
havior (John Dunlop 1938, Lorie Tarshis 1939, 
Franco Modigliani 1977, Alan Stockman 1983, Mark 
Bils 1985) or no significant relationship between real 
wages and employment (Kuh 1960, Ronald Bodkin 
1969, P. T, Geary and J. Kennan 1982). 

*’ Under perfect competition, Rose’s hypothesis 
has real wages increasing in the boom and early con- 
traction, decreasing in late contraction and recosery. 
Under imperfect competition, however, real wages 
could be either invariant or procyclical, depending 
on the elasticities of demand and margiruil costs. .A 
single nonlinear Phillips wage-employment curve is 
involved; shifts in it would have to be introduced, 
lest the model be applicable at best to a short period 
before any endogenous expectations of inflation 
changes develop and take eJ^t. 
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put prices, is important enough to make 
the attempt interesting. Earlier theories 
of this type, although not worked out 
mathematically, are in some respects 
broader and more satisfactory." 

The price-cosl-profit nexus can and 
should be combined with monetary ele- 
ments, since, as stressed by Mitchell, busi- 
ness cycles arise only in a “money econ- 
omy” in its late stage of development and 
are incompatible with pure barter. (For 
one interesting attempt in this direction, 
see Rose 1969.) In moderate cycles, the 
effective limit on the volume of transac- 
tions is set by demand, whereas in “in- 
tense booms” a higher limit of monetary 
nature is reached." 

IV. Theories of Cyclical Response to 
Monetary and Real Disturbances 

1. Exogenous Factors, Stochastic 

Elements, and Types of Theory 

Part III discussed mainly the work of 
economists who attribute business cycles 
to the modus operandi of industrialized 
private-enterprise economies. Here the 
cycle itself is the principal source of the 
stresses and imbalances that keep it going. 
A nonlinear model that requires only a 
single initial disturbance to produce self- 
sustaining cycles has maximum endo- 
geneity." 

“ Krelle, 1981, shows the similarity of Rose’s the- 
ory to that of Erich Preiser, 1933. The main differ- 
ence is that Preiser had a two-sector (consumer- 
goods, producer-goods) model, whereas Rose has a 
simpler one-sector model. 

” For example, an expansion can be halted by the 
constraint on a further rise in bank credit imposed 
by the gold standard, as in Hawtrey (Mitchell 1927, 
Ch. 2). On Mitchell’s efforts to synthesize real, mone- 
tary, and expectational factors in viewing both the 
causes and effects of business cycles, see Milton 
Friedman 1952, and Zarnowitz 1968 and 1972. 

Fluctuations that are neither damped nor explo- 
sive but self-sustaining are simply not credible in 
linear models. It would be extremely unlikely, e.g., 
for the accelerator always to assume that precise 
middle value which is needed to keep the system 
in a constant cycle. With random shocks imposed 


In reality, of course, the economy is al- 
ways influenced by outside factors (e.g., 
weather) so that a comprehensive expla- 
nation of its motion cannot be purely en- 
dogenous. But no outside influences can 
by themselves produce the recurrent se- 
quences of expansions and contractions; 
in the first place, this presumably requires 
the particular dynamics of an interdepen- 
dent economic system. A really satisfac- 
tory theory, therefore, should explain how 
business cycles are generated by the inter- 
nal mechanism of an economy exposed to 
the impact of a great many potentially rel- 
evant external events. What matters, 
then, is the relative role of the inside and 
outside factors, not the extreme cases. 
Nevertheless, a mainly endogenous mod- 
el of business cycles differs in principle 
sharply from a mainly exogenous one. 

The specific events and variables that 
are usually treated as exogenous include 
wars, changes in population, technology, 
weather, government spending, tax laws, 
etc. They clearly can and often do have 
major economic consequences that affect 
cyclical behavior. In addition to these fac- 
tors which usually show considerable per- 
sistence over time (are serially correlated), 
there are also the random shocks — uncor- 
related disturbances of various kinds 
which impinge upon the structure of eco- 
nomic relationships. Both the white noise 
and the identifiable exogenous factors play 
important roles in the early, linear and 
dynamically stable model by Ragnar 
Frisch (1933). Here a low value for the 
accelerator is assumed but also a suflB- 
ciently close succession of erratic impulses 
which keep the system fluctuating. That 
is, the response of the economy to random 
but continual disturbances is such that 


upon such a model, the cycles would increase over 
time (Samuelson 1947, pp. 268-69). ’This does not 
apply to nonlinear models which can produce recur- 
rent cycles with bounded variances, as shown for a 
Kaldor-type model by Lawrence Klein and R. S. Pre- 
ston (1969). 
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what would be otherwise damped (fading) 
oscillations are converted into the recur- 
rent business cycles. This hypothesis 
(which was suggested earlier by Wicksell 
and E. Slutsky) gained much recognition 
in recent theoretical writings and it partic- 
ularly influenced the work of macroecon- 
ometric model builders. 

Several econometric models of the U.S. 
economy in the post- World War II period 
have been found generally noncyclical in 
the absence of outside disturbances, as 
shown by simulation studies (Irma Adel- 
man and Frank Adelman 19.59, Hickman 
1972). But random shocks applied to the 
more recent quarterly models proved to 
be insufiBcient to generate movements 
with the observable cyclical properties; to 
induce fluctuations in these models, it was 
necessary to use serially correlated distur- 
bances (Zarnowitz, Charlotte Boschan, 
and Moore 1972, E. Philip' Howrey 1972). 
Moreover, even the best simulations show 
only residual cyclical elements, much 
weaker than those found in the historical 
series used in the estimation of the mod- 
els. This could be due to errors in either 
the structure of the models or the esti- 
mates of the disturbances or both.^* 

It should be noted that the large macro- 
econometric models used primarily for 
short-term forecasting are frequently and 
extensively revised, and the more recent 
versions of them may well be substantially 
more cyclical. Simulation of one commer- 
cially successful model suggests that ran- 
dom noise from equation errors accounts 
for only 7 percent of an overall measure 
of “cyclicality” and that some two-thirds 
of the latter would remain even with sta- 

The models estimate as constant parameters that 
may well vary with changes in policy regimes (Rob- 
ert E. Lucas, Jr. 1976), the structure of the economy, 
and mgjor departures from average cyclical patterns. 
Models estimated with data from periods with mild 
business cycles such as those of the 1950s and 1960s 
are known to be unable to reproduce much more 
violent fluctuations such as those of the 1930s (Arnold 
Zellner and Stephen Peck 1973). 


ble monetary policy, no financial disin- 
termediation “crunches,” and no oil price 
shocks (Otto Eckstein and Allen Sinai 
1984). 

The validity of the efvidence from 
macroeconometric models which appear 
to refute the endogenous cycle and favor 
the random-shock theory is, for these and 
other reasons, open to doubts. Thus John 
Blatt (1978) constructed artificial time se- 
ries on income, consumption, and invest- 
ment based on Hicks’ model with a high 
accelerator implying unstable behavior. 
An econometric analysis of these data 
shows that they are seemingly well ex- 
plained by a linear model with random 
shocks, which has a low accelerator yield- 
ing stable conditions. The problem is at- 
tributed to the limitations of linear models 
(Hicks’ theory is essentially nonlinear).^* 

Business cycles interact with long-term 
trends in varied and subtle ways so the 
separation of the two is diflBcult conceptu- 
ally and empirically (Zarnowitz 1981). De- 
compositions using purely deterministic 
(say, log-linear) trends ignore such interac- 
tions: e.g., the imprint that major cycles 
leave on the growth rates for some consid- 
erable time. Cyclical analyses based on de- 
viations from such trends are suspect on 
statistical grounds (Charles Nelson and 
Charles Plosser 1982). The proposed alter- 
native is to use stochastic trends approxi- 
mated by random walks, but this means 
in practice that most of the contractions 
as well as expansions are included in such 
trend constructs, whereas the residual 
components labeled the “cycle” are 
largely pure noise (Stephen Beveridge 
and Nelson 1981). There is no good eco- 

Further, Blatt (1980) argues that the random 
shock theory is inconsistent with the evidence that 
deviations of many economic time series from 
smooth long-term trends show a pronounced asym- 
metry; the rises tend to be longer than the declines 
and also smaller per unit peric^. The measures are 
based on long monthly time series examined in 
trend-acjjusted form by Bums and Mitchell (1946, 
Ch. 7). 
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nar/n't:' th&ory to Justify this way oi looking 
at the world. 

The regularities reviewed in Part II ol 
this paper cannol be reconciled with the 
suggestion made by Irving Fisher in 1925 
and reviewed by J. Huston McCulloch 
(1975, p. 303) that business cycles resem- 
ble “the cycles superstitious gamblers be- 
lieve they can discern in their luck at casi- 
nos like the one at Monte Carlo.” As 
shown by McCulloch, once an expansion 
or contraction has exceeded its minimum 
historical duration, the probability of its 
being reversed in a given month is inde- 
pendent of its age. But that is merely a 
proof of nonperiodicity, not of random- 
ness, of the fluctuations called “business 
::ycles.” Endogenous processes can still 
bring about the downturns and upturns, 
but they interact with all types of random 
and serially correlated outside events, 
which makes the timing of the reversals 
unpredictable (cf. Matthews 1959, pp. 
99-205).3=' 

Certainly, the processes and relations 
economists study are in general stochastic, 
and purely deterministic explanations of 
macroeconomic movements cannot be 
suflBcient. But purely stochastic explana- 
:ions have no theoretical content, and it 
s the factors which can be integrated in 
an economic theory that are naturally of 
arimary interest to any economist who at- 
smpts to understand the nature and 
causes of business cycles. 

In the generally prosperous times after 
.^orld War II, however, business cycles 
ilipped way down in the public and pro- 
essional interest. The weight of the public 
jctor increased greatly throughout the 

” Such processes include those arising from partic- 
ilar historical and institutional developments, e.g., 
be "raisintermediation” practice of banks and thrift 
nstitutions which McCulloch elsewhere (1977, 1981) 
isserts are a cause of financial instability and recur- 
ent, if non-periodic, business fluctuations. Similarly, 
•ving Fisher’s debt-deflation hypothesis of the 1930s 
reals the business cycle problem much more seri- 
tusly than his writings in the 1920s. 


x-oM and government ac 

tions and policies attracted growing Blten- 
tion as a likely source of large macroeco- 
nomic effects, notably the rising inflation. 
The idea that business contractions are 
also policy-induced and episodic rather 
than a part of self-sustaining cycles 
seemed increasingly plausible. 

Even while the style of macroeconomic 
analysis and policy remained predomi- 
nantly “Keynesian,” the theory soon 
veered sharply away from the unstable ac- 
celerator-multiplier models to concepts 
that imputed much more stability to the 
private sector. This evolution shows up 
strongly in James S. Duesenberry (1958).^^ 
The notion of strong cyclical effects from 
high values of the accelerator and multi- 
plier was further deflated by new theoreti- 
cal developments, the permanent income 
and life-cycle hypotheses of consumption 
and the “neoclassical” models of invest- 
ment. Used along with adaptive expecta- 
tions reacting but gradually to past events, 
these formulations suggested relatively 
stable trends in private demands. The rise 
of monetarism (see next section) worked 
in the same direction. 

Historically, the main substantive differ- 
ences among the theories centered on the 
relative importance of real vs. monetary 
factors. This can be linked to the distinc- 
tion between the impulses and the propa- 
gation mechanism, introduced formally 
by Frisch in 1933. There can be models 
with monetary shocks and real propaga- 
tion, models with real shocks and mone- 
tary propagation, and various mixtures of 
the two. Even in the largely endogenous 
theories it is sometimes possible to differ- 
entiate in a somewhat similar manner be- 
tween the mainly originating factors and 

” In this relatively disaggregate and complex the- 
ory, growth is explained by the interaction of a capi- 
tal-adjustment process with autonomous investment, 
downturns by the operation of various exogenous 
factors, and upturns by the corrective forces inher- 
ent in the basically stable system. 
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the mainly conditioning or response 
factors.®* 

In sum, the several dichotomies encoun- 
tered in modern business-cycle dynamics 
intersect in various ways, and the extant 
theories actually represent many of the 
possible resulting combinations. They 
generally resist being neatly character- 
ized by these categories, but even at- 
tempts at approximations can be instruc- 
tive. A few illustrations for some theories, 
lightly treated above, are given in Table 
5. (See the first four cases; the others refer 
to materials to be discussed later.) 

2. The Monetarist Interpretation 

of Business Fluctuations 

In the 1960s, the rise of monetarism 
mounted a frontal challenge to Keynesian 
economics, starting from the simple quan- 
tity-theoretic proposition: Changes in the 
stock of money are the main determinant 
of changes in nominal income. The de- 
mand for money is a relatively stable func- 
tion linking real balances to wealth or per- 
manent income and to expected rates of 
return on money and alternative assets. 
Given significant lags in wage and price 
adjustments, sequences of alternating 
phases of high and low growth rates in 
the quantity of money lead to correspond- 
ing fluctuations in aggregate demand and 
real economic activity relative to the secu- 
lar trends. Sufficiently long periods of low 
but predominantly positive monetary 
growth rates are likely to produce business 
slowdowns or recessions; sufficiently long 
periods of negative monetary growth 
rates lead to depressions (Friedman and 
Schwartz 1963a and b).®* 

^®The idea is found in Pigou 1927, p. 8. Hansen 
(1964, Chs. 17 and 18) applies it to the work by Wick- 
'iell, Aftalion, Pigou, and J. M. Clark. 

Of course, monetarism (like Keynesianism) has 
Pome to denote a broad assortment of theoretical 
concepts and empirical propositions attributed to 
economists who agree in some respects and disagree 
'n others. Here there is need only for a selective 
treatment of these characteristics inasmuch as they 


The lags of output behind the monetary 
changes are seen as variable but, on the 
average, lengthy. This is so because, say, 
an accelerated increase in the quantity of 
money must first alter the relative prices 
or yields on a broad range of assets. The 
resulting discrepancies between the ac- 
tual and the desired portfolios prompt the 
banks and the public to take corrective 
actions. The stimulus would eventually 
spread to product markets, causing rises 
in payments for services of, and the invest- 
ments in, nonfinancial assets. As spending, 
income, and prices rise, interest rates will 
snap back from their earlier decline. If 
price expectations are adaptive, i.e., sub- 
ject to lagged error corrections, people 
will tend to underestimate the rising 
prices; hence they will overestimate their 
real money balances for some time. This 
will induce more transitory spending to 
liquidate the extra amounts of “redun- 
dant” money and, in the process, the rates 
of rise in prices and nominal income will 
overshoot the new equilibrium paths for 
these variables.®^ Thus, even in the case 
of a single shock, some cyclical (presum- 
ably damped) reaction may well occur. 

The rate of growth of output or real in- 
come corresponding to full employment 
(or the "natural unemployment rate”) is 
exogenous in this model, being deter- 
mined by real factors. The monetarist the- 
ory of macroeconomic fluctuations deals 
with deviations of output from this trend, 
that is, with “growth cycles.”®* 

bear on ihe evolution of the work on business cs eles. 
(For comprehensive surveys, see R. J. Gordon, ed 
1974, Jerome Stein, ed. 1976, Mayer et al. 1978.) 

’’ These paths would run parallel but higher than 
the new equilibrium path for the money stock, be- 
cause at a higher rate of price rise less money in 
real terms would be demanded relative to wealth 
and income: Friedman and Schwartz 19(>3a, and 
Friedman 1970. 

The equilibrium or trend level of output in this 
sense is associated with less than full utilization of 
re-source."!; hence it can be either higher or lower 
than the actual level of output at any time. This is 
unlike the concept of a “ceiling” imposed on output 
by full employment (as in Hicks 1950). 
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A Synopsis of Selected Business Cycles Theories 
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I’he early and still influential versions 
of this theory, due largely to Friedman, 
treat monetary changes — growth rates or 
deviations from trend of the quantity of 
money — as if they were predominantly 
autonomous, i.e., having strong one-way 
effects on movements in total spending, 
income, and output. The reverse effects, 
from business activity to money, are rec- 
ognized to exist but only as secondary 
“feedbacks.” The main source of critical 
monetary disturbances is thus located out- 
side the private economy, in policy actions 
and institutional changes. Private expen- 
ditures, including business investment, 
are viewed as essentially stable, except 
when affected by the money shocks; when 
undisturbed, they tend to be consistent, 
in real terms, with the natural rates of em- 
ployment and output. 

This is a new emphasis. Earlier mone- 
tary theories generally gave most atten- 
tion to private sector instabilities, particu- 
larly credit fluctuations. The diflFerences 
are highlighted in Table 5 above (see, also. 
Section III-l passim). 

This brings us to the subject of the de- 
terminants of money supply. Under the 
present fiduciary standard, money consists 
of currency and, mainly, deposits in pri- 
vate banks. Monetary authorities can af- 
fect the quantity of money only indirectly 
and over time, by trying to control the 
monetary base (bank reserves plus cur- 
rency). Subject to legal or regulatory con- 
straints, banks vary their reserve-to-de- 
posits ratios and the public their currency- 
to-deposits ratios in response to actual and 
expected changes in interest rates, real in- 
come, and probably some other indicators, 
e.g., those of business and consumer confi- 
dence. In principle, then, a supply func- 
tion for money in nominal units can be 
derived, involving the policy-related base 
and a few endogenous determinants of the 
money multiplier (ratio of the money 
stock to the base). The stability of this 
function is an empirical question on which 


there is significant disagreement.®® Hov 
ever, there is a substantial consensus, nr 
only among monetarists, that any efiFec 
that interest rates, wealth, or income ma 
have on the nominal money supply ar 
much weaker and less consistent than tf 
effects of these variables on the deman 
for real balances. Moreover, monetari. 
studies argue that central banks have tf 
power and tools to exercise the dominar 
influence upon the money stock, excep 
in the very short run. 

The potential for an autonomous monc 
tary policy is generally overestimated b 
analysts who concentrate on Unite 
States, the only large market econom 
in which balance-of-payments considei 
ations could long be treated as secondar 
even under fixed exchange rates, b'or an 
small economy under this regime, th 
nominal money supply depends o: 
changes in the available foreign exchang 
reserves; it must tend to be consistent wit 
prices and incomes that will balance th 
country’s international payments, ani 
hence cannot be determined indeper 
dently by domestic authorities. Under th 
gold standard, a business expansion wouf 
come to a halt when the drain of cash an( 
shortage of gold reserves forced the bank 
ing system to curtail credit on a sufficient! 
large scale. This was the ultimate sourc 
of the relatively large and regular Britisl 
cycles in the 19th century to Marshal 
Hawtrey, and Lavington. 

An early expectation that the monetai 

Cagan, 1965, shows that high-powered mone 
fluctuated more erratically than, and often opposit 
to, the currency and reserve ratios. One source c 
the interrelation is indirect — common response t 
business cycles; another is direct — central bank opei 
ations designed to stabilize the economy. He find 
that “the dependence of the money stock on price 
and business activity, as well as on other variable; 
is strong but is neither rigid, uniform, nor immed; 
ate” (p. 16). Friedman stresses that “neither interes 
rates nor real income have a consistent and sizabi 
influence on the nominal quantity of money su 
plied” (1982, p. 35). On the other hand, Karl Brunne 
and Allan Meltzer argue that an empirically stabl 
money-supply function exists (1968, 1972). 
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ist approach may ultimately produce a 
theory of “a partly self-generating cyclical 
mechanism . . . including a feedback in 
the rate of change in money itself’ (Fried- 
man and Schwartz 1963a, p. 64) has re- 
mained unfulfilled. The feedback or “re- 
flex influence” running from business 
activity to monetary growth has not been 
analytically developed and integrated into 
a theory of how money, prices, and real 
factors interact in the short run. The ap- 
proach produced instead an essentially ex- 
ogenous and monetary model of the busi- 
ness cycle. Yet the same studies that show 
an important, independent role of money, 
particularly in major inflationary booms 
and severe deflationary slumps, also find 
much evidence that fluctuations in the 
monetary variables reflect those in real 
aggregates, particularly in mild cycles 
(summarized by Cagan 1965, p. 294). The 
primacy of the monetary effects cannot be 
established by the less-than-compelling ar- 
gument that, since money plays a key role 
in the major cycles, it should also be impor- 
tant in the minor cycles which are just 
“less virulent members of the same spe- 
cies” (Friedman and Schwartz 1963a, p. 55). 

The idea that cyclical instability is 
mainly policy-induced is not an integral 
part of, or a necessary inference from, the 
monetarist theory. It is an empirical judg- 
ment held by some monetarists as well 
as other economists.*” The popularity of 
this view rose in the late 1960s and 1970s, 
when both inflation and unemployment 
drifted upward, the Phillips curve moved 
north-to-northeast through a series of 
clockwise cycle-related loops, and failures 

"Consider the following statement by authors 
who contributed much to the development of the 
money supply function; "Our version of monetarism 
does not deny that if exogenous shocks take the form 
of government policies, including fiscal policies, the 
system may oscillate or even’ explode into inflation 
or cumulative deflation. Our proposition asserts that 
cyclical instability is mainly the product of govern- 
ment policies that are imposed on a stabilizing pri- 
vate sector” (Brunner and Meltzer in J. Stein, ed. 
1976, p, 180). 


of attempted stabilization policies were 
evident. Rather paradoxically, the 1970s 
also witnessed the culmination of belief 
in the power of macroeconomic policies 
that took the conceptual form of a “politi- 
cal business cycle,” which is not of mone- 
tarist origin.** 

Monetarist models can acquire some 
cyclical dynamics by combining an expec- 
tations-augmented Phillips curve with the 
quantity-theoretic demand for money 
function. Laidler (1973b) presents an in- 
tentionally simple model of this type, with 
exogenous monetary growth and the full- 
employment output rate, and adaptive ex- 
pectations of inflation. The causation runs 
from lagged and current money growth 
rates and current inflation to the change 
in output, then back to inflation, and so 
on, recursively. The model generates a 
cyclical movement in output and inflation 
(relative to their natural and expected 
values, respectively) in response to a sin- 
gle shift in the rate of monetary expansion. 
Laidler notes that its simulations leave 
much to be desired, probably in large part 
because of the missing variables, particu- 
larly the interest rate.** 

3. Price Misperceptions and 

Intertemporal Substitution of Labor 

Adaptive expectations often imply long 
lags of adjustment and persistence of ap- 

The political models of business cycles maintain 
several strong and questionable assumptions (1) Poli- 
cymakers know the structure of the economy, the 
public does not. (2) The inflation-unemployment 
short-run tradeoff can be exploited effectively by the 
party in power. (3) Voters are myopic and concerned 
with the current electoral period only. Thus the gov- 
ernment is capable of fine-tuning the economy peri- 
odically. It is not surprising that these models, though 
ingenious, find little support in facts. The related 
evidence is mixed and generally inconclusive; Wil- 
liam Nordhaus 1975, Assar Lindbeck 1976, Duncan 
MacRae 1977 -, also. Rending Pels 1977, Moore 1977a, 
and Exlward Tufte 1978. A very useful, balanced 
overview is given in James Alt and Alec Chrystal 
1983, especially, Ch. 5. 

** For a corresponding theoretical analysis of a 
model for a small open economy under fixed ex- 
change rates, see Laidler 1975, Ch. 9. 
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patently systematic errors. Critics regard 
models that yield such results as ad hoc 
and inconsistent with optimizing behav- 
ior. They accept instead the view that “ex- 
pectations are essentially the same as the 
predictions of the relevant economic the- 
ory” (Muth 1961, p. 316). Application of 
this “rational expectations” hypothesis 
(REH) to macroeconomics was part of a 
new, ambitious program of work under- 
taken in the 1970s by several economists 
following the initiative of Lucas 1972. The 
objective was to develop a general busi- 
ness-cycle theory in strict adherence to 
the basic principles of the analysis of eco- 
nomic equilibrium: consistent pursuit of 
self-interest by individuals and continuous 
clearing of all markets by relative prices.^* 

Under REH, the route of the older mon- 
etarist theory which used adaptive expec- 
tations to help explain the duration of 
cyclical movements is foreclosed. E)xpec- 
tations are now taken to be free of any 
bias and subject to random errors only. 
All persistent monetary changes, inas- 
much as they are predictable, will be cor- 
rectly anticipated and met directly by pro- 
portional changes in prices and related 
nominal variables. Only random mone- 
tary impulses can lead to price surprises 
and miscalculations which, in this view, 
are necessary to explain any cyclical 
movements in real variables. 

The short-run aggregate supply func- 
tion for labor (Lucas and Leonard Rapping 
1969) is upward-sloping relative to the de- 
viations of the current level of real wages 

« Lucas 1973, 1975, 1977; Sargent and Neil Wal- 
lace 1975, 1976; Sargent 1976a, Robert Barro 1976, 
1980; Lucas and Sargent 1978. Lucas 1977, p. 7, cites 
Hayek, 1933, as an "intellectual ancestor” who posed 
the problem of explaining the business cycle as part, 
not a contradiction, of the equilibrium theory. This 
was indeed Hayek's intent, but it is also correct to 
characterize his solution as a theory of monetary 
disequilibrium and an unstable cumulative process, 
with excessive credit creation causing distortions of 
relative prices and the structure of production (as 
Hayek 1932, 1933, are commonly interpreted). 


from their expected (discounted future) 
level. It is seen as typically elastic, reflect- 
ing strong competitive incentives to take 
advantage of temporarily higher rates ot 
real return. Since the substitutability of 
leisure over time is high, a small change 
in the return on the current work effort 
can induce a large change, in the same 
direction, in the amount of work done. 
This intertemporal substitution hypothe- 
sis (ISH) plays a central role in the recent 
attempts to explain employment fluctua- 
tions as an aggregate result of individual 
choices on the supply side of the labor 
market. 

By an analogous argument, firms are ex- 
pected to vary their output positively in 
response to transitory changes in their 
selling prices, provided that these are seen 
as relative or real price changes and not 
equated with general inflation. But they 
would likewise vary their output inversely 
in response to transitory changes in the 
relative prices of their inputs, particularly 
labor. The basic equilibrium model of 
business cycles disregards this complica- 
tion by simply combining workers and 
firms into a single group. The representa- 
tive worker-entrepreneur then generally 
supplies more (less) of both labor and out- 
put when faced with an unanticipated rise 
(fall) in selling prices. 

This approach, by eliminating other 
prime suspects of earlier business-cycle 
theories (including real disturbances, 
which are viewed as dispersed and local- 
ized) places a heavy explanatory burden 
on a single causal chain: Random mone- 
tary shocks induce price misperceptions 
which induce wrong production decisions. 
By assumption, prices other than those in 
one’s own market are known to anyone 
only with a lag of one unit period of un- 
specified length. Agents have complete 
and timely local information but only in- 
complete and lagging information about 
other “island” markets (Phelps 1970) and 
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about economy-wide aggregates such as 
the money stock and the overall price 
level. Suppose now that an unanticipated 
acceleration in monetary growth occurs, 
raising prices in general; then the repre- 
sentative worker-entrepreneur first ob- 
serves a higher selling price than he ex- 
pected, takes it to be in some part a 
temporary increase in his relative price 
or real rate of return, and raises his output 
in accordance with the ISH. These reac- 
tions prevail whenever the observed 
prices turn out to be higher than the level 
most producers had expected on the basis 
of previous information. In the opposite 
situation of prices having proved lower 
than expected, output is, on the average, 
reduced. The random forecasting errors 
are unavoidable and can be recognized 
only in time, after the outside price data 
becomes available. However, by then 
many erroneous decisions will already 
have been taken, and the necessary revi- 
sions and corrections, too, will involve 
time and costs. 

The model of the “representative pro- 
ducer," with its fusion of worker and em- 
ployer, assumes that labor and business 
recognize that their interests generally co- 
incide, or at least act as if they did. This 
is not consistent with the strong evidence 
of significant patterns of cyclical behavior 
in cost-price-profit relationships (Parts 11 
and III-5, above). These observations can 
best be interpreted on the common-sense 
assumption that firms and workers pursue 
their own interests in reacting rationally 
to changing business and labor market 
conditions.** 

The issue of the relative timing of out- 
put prices vs. input costs can be reduced 
to an informational problem in a number 
of ways. It might be assumed that firms 

** To be sure, the interests of workers and employ- 
ers may coincide in some respects and are reconciled 
•n negotiated or implicit contracts (Section IV-7(c) 
below). 


have more immediate knowledge of price 
changes than workers or, more generally, 
that the representative producer unit 
(firm or worker) knows the prices of things 
it sells better than the prices of things it 
buys (Friedman 1968). If so, then inflation 
will be stimulative because it is largely un- 
anticipated by workers or buyers (or, 
which is much the same, because it is rec- 
ognized sooner in output prices than in 
input costs). Some critics view any of these 
assumed informational asymmetries as ar- 
bitrary specifications (Benjamin Fried- 
man, comment on Lucas and Sargent 
1978, p. 76, Tobin 1980, p. 42). 

The equilibrium approach to business 
cycles can be explained well in general 
terms (Lucas 1977) and restated simply. 
(See the text above and the capsule de- 
scription in Table 5.) The individual mod- 
els based on the REH and the ISH, how- 
ever, are much too diverse, experimental, 
and complex to lend themselves to such 
verbal summarization. Some of them use 
changes in current prices relative to the 
next period’s expected price level to in- 
duce intertemporal substitution on the 
supply side (Lucas 1972, 1973; Sargent 
and Wallace 1975). Others allow for the 
existence of assets that earn a nominal in- 
terest rate and add that rate to the above 
price surprise term to obtain a measure 
of anticipated one-period real rate of re- 
turn. This relative price variable then ap- 
pears with a positive sign as a determinant 
of supply and with a negative sign as a 
determinant of demand (Barro 1980a and 
b).** 

The general criticism of the price-mis- 
perception hypothesis is that it requires 
long informational lags which are even 

" The net effect of a rise in this composite variable, 
then, will be to stimulate output if, on the aggregate 
across the markets, the induced increase in supply 
is larger than the induced decrease in demand. This 
formulation takes into account the debate about the 
direction of informational asymmetries noted in the 
preceding paragraph of the text. 
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ess likely under rational than under adap- 
ve expectations. Ample, frequent, and 
3w-cost monetary and price statistics are 
low available, so informational confusion 
if the type here hypothesized can only 
le short-lived and associated with random 
hanges, not persistent cyclical fluctua- 
ions, in output and employment (Hall 
975, 1980a; Tobin 1977, Modigliani 
977). True, this argument is partly count- 
red by the observation that there are in- 
eed serious deficiencies in these and 
ther important data on the economy, 
/hich in many cases are reduced only 
trough a time-consuming sequence of re- 
isions. This can distort initial expecta- 
ons and delay successful signal detection 
)r several months (Zarnowitz 1982). Still, 
formational lags are surely much shorter 
lan the average cyclical movements, so 
ley alone cannot account for the dura- 
on of the observed fluctuations (Arthur 
>kun 1980) or, one may add, for the large 
ze of procyclical fluctuations in corpo- 
ite profits and stock prices. Beginning 
ath an economy at full employment,*® 
lost errors caused by temporary misper- 
sptions of monetary and price changes 
'ould be detected and corrected before 
ley could give rise to large cumulative 
icome movements in either direction. Fi- 
ally, the knowledge of the nominal inter- 
5t rates, a set of timely and global varia- 
les, may convey information about the 
nobserved part of money growth (Robert 
ing 1983, Barro 1980).*’ 

The criticism of the ISH centers on ob- 
;rvations said to be inconsistent with con- 
nuous equilibrium in the labor market 

“ It is against the spirit of the new equilibrium 
eory (and some older scholars such as Hayek and 
her Austrians) to start an attempted explanation 
business cycles from postulating an initial state 
recession. 

■’This prompts Barro (1981b, p. 51) to observe 
at the “stress on confusions between temporary 
i permanent monetary shocks has been overdone, 
le real effects of temporary, but perceived, money 
ocks would be eliminated by the appropriate ad- 
itment in the nominal rate of return.” 


(e.g., Okun 1980). Thus during recessions 
and depressions, indefinite layofi^s and in- 
voluntary separations account for most of 
the rise in unemployment. More people 
are looking for work at current (or even 
lower) wages over longer average time pe- 
riods. Fewer people quit their jobs as va- 
cancies drop. 

General critiques, however, have lim- 
ited power of persuasion, particularly 
against strong priors of the economic equi- 
librium theory. It is therefore particularly 
important that the hypotheses under con- 
sideration have been subjected to various 
tests, in large part by their proponents. 

In one set of tests, the reaction function 
of monetary authorities was estimated by 
regressing the rate of growth in money 
on its own past values and selected lagged 
variables, and identifying the residuals 
from this regression with the “unantici- 
pated” component of monetary change 
(Barro 1977a, 1978; Barro and Mark Rush 
1980). These tests could not reject the 
joint hypotheses of rationality and neutral- 
ity of money, but many doubts were raised 
about the specification and identifiability 
of Barro’s reaction function as well as its 
consistency with private and public ra- 
tional behavior.*® 

The neutrality hypothesis that antici- 
pated money growth has no real eff^ects 
is strongly rejected by tests reported in 
Frederic Mishkin (1982). Here, antici- 
pated as well unanticipated money 
growth influence output and unemploy- 
ment with lags of up to 20 quarters.** 

“See the comments by Blinder, R. J. Gordon, R. 
Weintraub, and Fischer in S. Fischer, ed. 1980, pp. 
49-72 and 219-21. On the related basic problems 
of “observational equivalence” and testability, .see 
al.so Sargent 1976b, and Christopher Sims 1980a. 

** It is these longer lags that are primarily responsi- 
ble for Mishkin’s conclusion being the opposite of 
that reached in the Barro papers, where lags of two 
years or ten quarters are used. No attempts to ration- 
alize the persistence of such long distributed lags 
under the HEH are made in any of these reports. 
See also Nelson 1981, on the dependence of unem- 
ployment on lagged values of nominal GNP, 
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Data on monetary aggregates are availa- 
ble promptly and often (now weekly) but 
they are also repeatedly revised. The revi- 
sions are frequently large relative to the 
average rates of money growth but, on 
the whole, they appear to be random. 
They are interpreted as “components of 
unperceived monetary movements” and 
found to have no significant real effects 
(Barro and Zvi Hercovitz 1980). Economic 
agents should not be assumed to be igno- 
rant of the current monetary values for 
which they do have usable approxima- 
tions. And, contrary to the RE-IS models 
in which prices are fully flexible, output 
is in fact positively associated with these 
measured and knowable values of the 
money stock (King 1981, John Boschen 
and Herschel Grossman 1982, Bennett 
McCallum 1982). 

The early tests by Lucas and Rapping 
(1969) favor the ISH but they are based 
on adaptive expectations. When re-esti- 
mated by Joseph Altonji (1982) under 
rational expectations and a variety of al- 
ternative assumptions about agents’ infor- 
mation sets, the results generally fail to 
support the ISH.*° Weak negative effects 
of a price surprise term on the unemploy- 
ment rate are reported in Sargent (1976a) 
but disputed in Ray C. Fair (1979); there 
are simultaneity problems with these esti- 
mates, as shown in Barro (1980). These 
and other tests (Hall 1979) are admitted 
to be rudimentary and on the whole in- 
conclusive; all participants in this work 
stress that it presents great difficulties. 
Still, for the most part, other recent tests 
addressed to certain manageable aspects 
of the problem have produced negative 
results (Kim Clark and Lawrence H. Sum- 
mers 1982, N. Gregory Mankiw, Julio J. 
Rotemberg and Summers 1982). 

“"For most specifications, the current real wage, 
the expected future real wage, and the exjjected 
real rate of interest are either insignificantly related 
to unemployment and labour supply or have the 
Wrong sign” (Altonji op. cit, p. 784; Altoryi and Orley 
Ashenfelter 1980). 


To sum up, the evidence can be fairly 
described, on balance, as unfavorable to 
the theories here considered. This has led 
to some reassessments on the part of their 
authors. Thus, Barro (1981b, p. 74) ex- 
presses “doubts about the explanatory 
value for business cycles of currently avail- 
able equilibrium theories.”®* McCallum 
(1982, p. 4.) argues that the evidence re- 
quires abandonment of “flexible-price 
equilibrium models” but not of the “equi- 
librium approach to macroeconomic 
analysis,” which can rationalize sticky or 
slowly-adjusting wages and prices. 

4. Cyclical Persistence and Extensions 

of the Equilibrium Models 

Can random monetary shocks produce 
persistent fluctuations of real aggregates 
in an economy with market clearing and 
incomplete information? Those who deny 
it attack mainly the ISH as leading to mis- 
guided attempts to represent business 
cycles as a “moving equilibrium” (Mo- 
digliani 1977, Tobin 1977, 1980; Solow 
1980). Some expect that the postulate of 
continuous marketing clearing will hav'e 
to be abandoned in the RE models (Okun 
1980, Robert J. Gordon 1981). 

Equilibrium theorists recognize that the 
basic ingredients of their models are not 
sufficient to produce the persistent move- 
ments in output and employment which 
occur during the business cycle. However, 
they point out that random shocks to ag- 
gregate demand can be converted into 
persistent movements by suitable propa- 
gation mechanisms, as in Frisch (1933). 
Further, Lucas and Sargent (1978, pp. 65- 
67) argue that some devices of this type 
have already been incorporated in the 

He hastens to add that these doubts “do not con- 
stitute support for Keynesian disequilibrium analy- 
sis," which is incomplete and even more ques- 
tionable. His argument implies that there are only- 
two sides to the debate, the "new classical macroeco- 
nomics” and “Keynesian macroeconomics." This is 
a widespread but mistaken and, in rny opinion, much 
too restrictive point of view-. 
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equilibrium models and others are likely 
to be developed. 

The first of these propagation mecha- 
nisms relates to the familiar observation 
that rapid adjustments of employment 
and production rates are costly. Accord- 
ingly, firms respond with lags to the rela- 
tive price signals they perceive.®* In prac- 
tice, modeling the cost-of-adjustment 
effects takes the form of making the de- 
mands for factors of production depend 
partly on their own lagged values. It is 
important to note that this mechanism is 
entirely different from and extraneous to 
that of the random price-misperception 
effects. The latter should not be spread 
over time by the old device of distributed 
lags. The unit period here is defined by 
the lag of data on the nominal aggregates 
which was already shown to be relatively 
short. The logic of this approach seems 
to leave no good reasons for extending the 
lag to more than one period and so open- 
ing up the possibility of autocorrelated 
forecast errors. Cost-of-adjustment models 
may provide a rationale for more complex 
and longer lags. However, in a world with- 
out uncertainty about the probability dis- 
tributions governing the future (see next 
section), where markets clear continu- 
ously, leaving no unexploited opportuni- 
ties for gain, there should be little ground 
for any sizable distributed lags in eco- 
nomic decision making (William Poole 
1976). 

Another propagation device incorpo- 
rates a form of an investment accelerator 
(Lucas 1975). Positive price surprises in- 
duce not only increases in current em- 
ployment and output but also acquisition 
of additional capital. Capacity is supposed 
:o increase promptly during a period 
when the nature of the shock is not yet 

It should be noted that such lags could also ra- 
tionalize a dynamic model of fluctuations in 
employment and output that is purely "real”, i.e., 
independent of the behavior of money and prices 
(Sargent 1979, pp. 370-79). 


recognized. This increment to the stock 
of capacity raises labor productivity and 
temporarily increases the demand for la- 
bor and the supply of commodities; it 
also retards the general price increase, 
thereby delaying the recognition of, or ad- 
justment to, the initial shock. Thus a per- 
sistence effect is created. 

This formulation also poses some major 
problems. Many capital investment pro- 
jects involve indivisibilities, high costs and 
risks, and gestation periods measured in 
years and quarters, not months. They are 
unlikely to be decided upon isolated sig- 
nals that could well prove false after a 
short information lag (Robert J. Gordon 
1981, p. 510). Not surprisingly, random 
monetary disturbances and price misper- 
ceptions have not attracted much atten- 
tion in the literature as potentially impor- 
tant determinants of investment; instead, 
expectations have — based on systematic 
changes in demand, profits, credit, and 
cost of capital. In this class of models ne- 
glect of these factors deprives the treat- 
ment of business capital investment of 
much interest. 

Furthermore, because of the reladvely 
long ordering and construction lags, in- 
vestment will tend to add to demand be- 
fore it adds to capacity. The effects of in- 
creased capacity on supply, prices, and the 
anticipated real rate of return on capital 
are delayed. It must be recalled, too, that 
capacity itself normally continues to in- 
crease during recessions; it is investment 
and the rate of capacity utilization that 
are highly sensitive, cyclically. In models 
that concentrate on monetary and price 
effects on the stock of capital, which is 
presumably optimally uHlized throughout 
(as is the stock of labor), the role of the 
reformulated “accelerator” would seem to 
be quite limited. 

In models with lagging information, the 
effects of purely random monetary-price 
shocks do not cumulate: the responses 
peak in the first period and decline gradu- 
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ally thereafter (Lucas 1975, p. 202). This 
feature is not changed by the introduction 
of investment as long as new capital is in- 
stalled with a lag of one period only. But 
these timing specifications are very un- 
realistic. There is strong evidence that in- 
vestment in plant and equipment re- 
quires, on the average, about seven 
quarters to complete, with few projects 
taking less than one year (Mayer 1960, 
Zarnowitz 1973, pp. 505-19, Hall 1977). 

Finn Kydland and Edwin Prescott 
(1980, 1982) use the “time to build” new 
capital stocks as a feature of technology 
which dictates the number of periods 
needed to produce durable producer and 
consumer goods. These lags are treated 
as policy-invariant and constant for a 
given type of capital. (This is unlike the 
observed delivery lags on these goods 
which vary procyclically with backlogs of 
orders: Popkin 1965, Zarnowitz 1973, Part 
III, Dennis Carlton 1979.) Time to build 
contributes to the persistence of output 
movements over the multiple periods re- 
quired to produce the finished capital 
goods (unfinished goods are not part of 
the productive stocks). The models used 
in this work rely on an intertemporal labor 
supply function and are driven basically 
by real shocks that aflFect technology and 
the productivity of the representative 
worker.®* 

Investment realizations are a distrib- 
uted-lag function of investment plans. But 
the series of new capital appropriations 
and contracts and orders for plant and 
equipment that proxy for investment 
plans are also serially correlated like the 
expenditures that follow them, only less 
so (e.g., Zarnowitz 1973). Hence they lack 

‘’The real shocks have permanent (autocorre- 
lated) and transitory components: the former also 
contribute to the cumulative movements or "mo- 
mentum" in employment and output. The 1980 pa- 
per by Kydland and Prescott includes random shocks 
to nominal wages as well, but these monetary distur- 
bances are secondary. The 1982 model contains real 
shocks only. 


the random-shock property which the 
equilibrium theorists look for in “an essen- 
tial propagator of business cycle fluctua- 
tions” Gohn Taylor in Fischer, ed. 1980, 
p. 192). Nevertheless they are an impor- 
tant link in the cyclical process. The lag 
of investment expenditures behind invest- 
ment decisions is an essential element in 
several otherwise quite different theories 
of business cycles (Mitchell 1913, Kalecki 
1935, Hicks 1950). 

Inventory investment provides still an- 
other potential channel for persistence ef- 
fects in equilibrium models. In BUnder 
and Fischer (1981), an unanticipated rise 
in money and prices leads firms to sell out 
of inventories at the same time as they 
increase output. In subsequent periods, 
production is gradually raised to restock 
the depleted in\’entories. More specifi- 
cally, inventory investment depends posi- 
tively on the excess of the desired stock 
of inventories over the available stock 
(Nf — Nt) and inversely on the price-sur- 
prise term (pt — pf_,). The aggregate sup- 
ply function has Qt vary positively with 
QJ' and the same price surprise (as in Lu- 
cas 1972, 1973) but now also with {N* — 
Nt). The desired inventory N* will stimu- 
late activity, but a rise in Nt relative to 
N* will discourage it. Even with N* a 
constant, this model can account for 
some serial correlation of output. With 
interest-sensitive N*, larger fluctuations 
would result since even fully anticipated 
changes in money would have some 
real effects (Blinder and Fischer 1981, 
Sec. 5). 

This approach draws on some old ideas 
about the aggregate sales-inventory-in- 
come nexus in business cycles (Section III- 
5, above) and combines them with ele- 
ments of the new equilibrium models for 
a rather uneasy match. It needs to be re- 
called, too, that the role of inventory ad- 
justments is large during mild recessions 
and slowdowns, such as prevailed in the 
post-World War II period, but is otherwise 
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supporting rather than central (Blinder 
and Douglas Holtz-Eakin 1984). 

Summing up, the cost-motivated adjust- 
ments lags, durability and long gestation 
periods of capital goods, and desired in- 
ventory effects have all been long recog- 
nized as important in studies of business 
cycles. These elements, however, do not 
exactly mesh with the basic core of the 
equilibrium model. The random mone- 
tary shocks and price surprises have 
smaller and less intelligible parts to play, 
while the real factors in the “propagation” 
processes move to the center of the stage. 
These extensions, indeed, may undermine 
the quantitative role of underlying inter- 
temporal substitution mechanism as the 
ba.sis for fluctuations in output and em- 
ployment” (Barro 1981b, p. 49). 

5. Rationality, Knowledge, and 

Uncertainty 

To be “rational” in a technical sense, 
expectations must be consistent with the 
structure of the given model. Unless they 
are self-fulfilling, on the whole, the model 
of behavior assumed to be ruled by them 
is vitiated. Given the relevant information 
set, it may be possible to solve a RE model 
for its equilibrium path over all future. 
As new information becomes available, 
the forecast-solution is updated. Used as 
a principle of modeling dynamic stochas- 
tic equilibria, RE gained wide popularity 
and produced important new insights.** 
However, even in relatively simple lin- 
ear models, the computational problems 

These include the criticism of some aspects of 
macroeconometric models, the analysis of competi- 
tive markets with imperfect information, and work 
on the consequences of endogenous expectations for 
the effectiveness of economic p>olicies (Lucas 1976, 
Poole 1976). These matters lie outside the scopie of 
this paper. Assessments of the RE models abound 
(Robert ShiUcr '1978, Brian Kantor 1979, S. Fischer, 
ed. 1980, McCellum et al. 1980). For surveys of the 
literature it^.references, see David Begg 1982, Ste- 
ven Sheflffta 1983, and Roman Frydman and Phelps, 
eds. 1983. 


posed by this radically logical approach 
are often formidable. Using RE as a model 
of actual behavior cannot mean imputing 
to economic agents generally the ability 
to solve such problems. Rather it is the 
markets that are supposed to work as if 
they somehow approximated this capac- 
ity. This could be interpreted along the 
lines of what may be called a weak version 
of the REH: Market incentives and penal- 
ties favor the dominance of optimal or 
cost-eflBcient predictions. Firms and indi- 
viduals whose forecasts are consistently 
poor will not be able to survive economi- 
cally. The anticipations of those who do 
survive will tend to come true. This im- 
plies that predictively valuable informa- 
tion, on which such anticipations are 
based, is scarce so that collecting it is a 
profitable activity (Sanford Grossman and 
Joseph Stiglitz 1980). 

Such propositions, when applied to 
well-functioning individual markets, seem 
simply good, standard economics. In the 
aggregate, they need not imply more than 
a long-run tendency toward equilibrium, 
promoted by learning from experience 
but inhibited by limited opportunities for 
controlled experiments. Thus no firm link 
is established between the type of model 
and the expectational hypothesis used. In 
particular, RE models have been built 
without the property of continuous mar- 
ket clearing. In principle, various types 
of disequilibria could be expected by peo- 
ple and modeled with the aid of RE meth- 
odology; or, if expectational confusions 
prevail, no unique solutions should be 
found. 

The REH of the macroeconomic litera- 
ture in the 1970s, however, is a strong 
version which adds to the reasonable 
premise of rational use of costly informa- 
tion another assumption, namely that the 
available data and models provide su£B- 
cient knowledge about the future so that 
the prevailing expectations are free of any 
systematic errors and consistent with con- 
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tinuous aggregate equilibrium. Economic 
behavior is guided by subjective probabili- 
ties which agree, on the average, with the 
true frequencies of the events in ques- 
tion. Unlike in Frank Knight (1921) and 
Keynes (1936) there is no uncertainty 
as to what these objective probabilities 
are.*® 

Now there seem to be no good a priori 
reasons why this should generally be so; 
indeed, the belief that it is not accounts 
for most objections to the REH. It is evi- 
dent that there is no agreement on what 
is the “objective” probability distribution 
of future outcomes for the economy at any 
; time, since different theories and models 
■ coexist. Another reason why forecasts dif- 
fer across people, firms, etc., is that skills 
to acquire and use information are not 
evenly distributed. 

Attempts to form rational predictions 
of any macro-variable that depends on an- 
ticipatory actions of many or all agents 
in the economy involve adjustments 
through a learning process in which not 
only the individual foreceister’s own be- 
liefs but also those of others are continu- 
ally evaluated. Each agent, then, tries to 
predict the average forecast, or what oth- 
ers are likely to predict that average will 
be, and so on. This is the difficult “infinite 
regress” problem, well known from the 
“beauty contest” example of Keynes 
(1936, p. 156). Although increasingly and 
ingeniously attacked, this problem is still 
far from being fully tractable or under- 
stood. However, an important result that 
is strongly suggested by this work is that 
a unique, stable RE equilibrium path, 
along which prices continually clear all 
markets, entails the collective consistency 
of individual plans. But individual ration- 
ality (the cornerstone of modern micro- 


** Indeed, Lucas (1977, p. 15), argues that "In cas( 
of uncertainty, economic reasoning will be of r 
value.” For the REH to apply, business cycles mu 
represent "repeated instances of essentially simiL 

events ...” 


economic analysis) does not necessarily 
imply such a consistency.®* 

In a stochastically stationary environ- 
ment that has persisted long enough to 
be familiar, agents are assumed to have 
learned all they can about the probability 
distributions they face.®’ In the economy 
as it is, however, change is to a large extent 
unanticipated and learning is perpetual. 
In models with learning and disparate ex- 
pectations, convergence to the RE equi- 
librium requires that agents know no less 
than the laws governing the change in the 
key parameters of the economy and the 
effects of exogenous shocks. Learning it- 
self can act as a cyclical propagator mecha- 
nism by including serial and cross correla- 
tions in forecasts (Robert M. Townsend 

1978, 1983a and b). 

The strong assumptions of prior knowl- 
edge, are implausible but there seems to 
be no alternative to them that would be 
satisfactory from the RE point of view,** 
Some simple but flexible rules of adaptive 
expectations (AE) may be consistent with 
optimal learning (Taylor 1975, B. Fried- 
man 1979) and some models with a com- 
mon, simple rule converge to an equilib- 
rium solution (e.g., Margaret Bray 1983). 
But the collective adherence to a rule 
which, if individually followed, would 
yield biased forecasts is in conflict with 
the idea of the optimizing representative 
agent in a decentralized market economy. 

It is important to distinguish between 
the critique of the RE and the critique 
of the particular market-clearing models 
with RE (e.g.. Fair 1978). Many critics 
agree that the pre-RE treatments of ex- 
pectations are generally arbitrary and, at 

•• See several essays and the introductory chapter 
by the editors. Frydman and Phelps 1983. 

Most of the early basic RE) models, constructed 
on this premise, simply contain no learning pro- 
cesses. 

“Without some such assumptions, convergence 
may not occur even in single-market contexts (Rich- 
ard Cyert and Morris DeGroot 1974, B. Friedman 

1979, Stephen DeCanio 1979). 
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least in principle, inferior (Tobin 1980, pp. 
28-29, Meltzer 1982, p. 3). Further ad- 
vances in the intensely used and studied 
RE methodology are to be expected (as 
argued, a.o., in Lucas and Sargent 1978, 
Lucas 1981, S. Grossman 1981). Still, the 
claim to general validity of the strong 
form of the REH as applied to market- 
clearing macromodels is now rejected by 
a wide range of economists (Kenneth Ar- 
row 1978, Tobin 1980, 1981; Laidler 1981, 
pp. 11-15, Friedman 1982, p. 630). 

In the present context, the critical ques- 
tions concern the stationarity and predict- 
ability of the processes observed during 
business cycles. Their recurrent and se- 
quential nature is indeed well established, 
but so is their lack of periodicity and the 
large inter-cycle differences in durations 
and amplitudes (Part 11. above). The separ- 
ability of business cycles from the long 
trends can by no means be taken for 
granted. These are arguments against the 
applicability of the RE methods. In a non- 
stationary world with a mixture of random 
and serially correlated disturbances, un- 
certainty in the sense of Knight and 
Keynes is pervasive, even under the (em- 
pirically dubious) premises of no structural 
change and stable policy regimes. 

The monetarist models with AE may be 
interpreted to contain uncertainty.*® 
Meltzer (1982) distinguishes between un- 
certainty, which is associated with varia- 
tions in nonstationary means resulting 
from “permanent” changes in levels or 
growth rates, and risk, which is associated 
with transitory, random deviations around 
stable trends. He argues that the current 
RE models err in ignoring uncertainty 
which is essential to an explanation of the 
persistence of cyclical contractions, Mod- 

*• See Friedman 1972, pp. 923-24, on uncertainty; 
Muth 1960, Jacob Frenkel 1975, Michael Mussa 1975, 
Brunner, Ale* Cukierman, and Meltzer 1980; and 
Friedman 1982, pp, 415 and 447, on the rationality 
and empirical usefulness of AE. 


els of business cycles should allow perma- 
nent changes to occur but not to be iden- 
tified immediately. Stochastic shocks, 
whether monetary or real, have perma- 
nent and transitory components which 
cannot be reliably separated (new infor- 
mation reduces but does not eliminate the 
confusion). The rational response to the 
shocks is adaptive, taking the form of grad- 
ual adjustments of beliefs about the per- 
manent values of the endogenous vari- 
ables.*® 

What is the evidence of how people ac- 
tually form their expectations? Recent 
work using survey data has been preoccu- 
pied with tests for the rationality of infla- 
tion forecasts. Typically, actual values are 
regressed on predicted values, and the 
forecasts fail the tests when (1) the sample 
intercept and slope estimates are signifi- 
cantly different from zero and one, re- 
spectively, and/or (2) the residual errors 
are significantly autocorrelated. Data 
from the semiannual surveys of economic 
forecasters conducted since 1947 by Jo- 
seph A. Livingston, a syndicated financial 
columnist, reject the REH according to 
most of these and related tests (James Pe- 
sando 1975, John Carlson 1977, Paul 
Wachtel 1977, Moore 1977b, Douglas 
Pearce 1979, Edward Gramlich 1983; 
more favorable results are reported by 
Donald Mullineaux 1978). Tests of individ- 
ual forecasts confirm those of the group 
average forecasts, and the results from the 
quarterly NBER-ASA economic outlook 
surveys are consistent with those obtained 
for the Livingston surveys (Stephen 

" Note that this is a general approach, compatible 
with Keynesian, monetarist, and other theories. It 
is used in the 1980 model of Brunner et al., in which 
monetary shocks affect only the price level and the 
rate of interest, while unemployment is caused by 
errors due to the inability of workers to distinguish 
between permanent and transitory real productivity 
shocks. This model is subject to all doubts concerning 
the hypotheses of complete neutrality of money and 
intertemporal substitution in labor supply 
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Figlewski and Wachtel 1981, Zarnowitz 
1985)«» 

Studies of consumer survey data from 
the Survey Research Center of the Uni- 
versity of Michigan show mixed but, in 
large measure, negative results (F. Tho- 
mas Juster 1979, John Huizinga 1980, 
Richard Curtin 1982, Gramlich 1983). The 
same applies to surveys of business ex- 
ecutives (Frank deLeeuw and Michael 
McKelvey 1981) and European and 
Japanese surveys (Karl Aiginger 1981, 
FYancesco Papadia 1982, Ignazio Visco 
1984).62 

Few authors have tested data on antici- 
pations for variables other than inflation. 
U.S. manufacturers’ sales expectations 
have been on the whole negatively as- 
sessed in a comprehensive study by Albert 
Hirsch and Lovell (1969), more positively 
by B. Peter Pashigian (1964) and R. Owen 
Irvine, Jr. (1981). For pyofes.sional eco- 
nomic forecasters, including econometric 
service bureaus, there is strong evidence 
that predictions of inflation in the 1970s 
have been generally biased, while those 
of other important aggregates (growth in 
nominal and real GNP, the unemploy- 
ment rate) pass the rationality tests much 
more frequently and better (Stephen K. 
McNees 1978, Zarnowitz 1985).®^ 

The REH finds the strongest support in 
the “efficient markets” literature (Fama 



The relevant literature on the properties of cx- 
pectational data is voluininous and can be only 
l)riofty summarized here. For a more comprehensive 
review of the evidence, see Zarnowitz 1984 

All these surveys collect largely qualitative re- 
sponses (on the direction and in some cases range 
rather than the precise size of the expected price 
movements). The conversion of these data to the 
quantitative form required for the tests presents 
some difficult problems. 

For many early forecasts of U S. aggregate series, 
there is evidence of significant bias (Mincer and Zar- 
nowitz 1969). The most common pattern is underes- 
hmation of growth and, less frequently, of cyclical 
changes (Henri Theil 1958, Zarnowitz 1967). There 
are indications of adaptive learning behavior (Mincer 


5f 

1970, Poole 1976). This is readily unde 
standable since financial assets and com 
modifies are traded in well organized an^ 
informed competitive auction market. 
However, some tests of forecasts by activ 
participants in these markets reject th 
REH, as shown in the survey of Wall Stree 
predictions of interest rates by B. Friec 
man (1980). This could merely mean tha 
this survey was not adequately represer 
tative of the most successful traders an^ 
hence of the market.®* 

Expectations which fail the rationafit 
criteria in ex post tests may well prov 
entirely consistent with optimizing 
ante behavior once the consequences c 
uncertainty, unique events, defectiv 
models, and fragmentary or costly info 
matron are taken into account (Zarnowi 
1982). Also, they need not be adaptive c 
otherwise backward-looking only. In fac 
it appears that time-series models rarel 
explain statistically much more than ha 
of the variance of expectational data. (Se 
several papers in Mincer, ed. 1969, Ai^ 
inger 1979.) The evidence suggests thi 
economic expectations are neither mer 
projections of the past nor Hashes of inti 
ition about the future but combinatior 
of both extrapolative and autonomoi 
components. Predictions of real growl 
and inflation are usually diversified an 
uncertain, .seldom demonstrably self-fu 
filling. Anticipatory action is often inhil 
ited by prior commitments incurred i 
part to reduce uncertainty. Thus not a 
past is bygones and expectations are m 
all-important. Yet they matter a great de 


•* Indeed, Mishkin (1981al constructs forecas 
from the bond market data which fail to reject ll 
rationality tests for interest-rate expectations. Bi 
the concurrent bond-market predictions of mflatic 
fail the tests. The argument that this reflects tt 
unusual character of the 1960s, a period of risii 
inflation, is not really persuasive. The inflation for 
casts in the perhaps even more "unusual" 197 
seem generally worse yet. Long periods of tranqu 
ity are hard to find. 


562 


Journal of Economic Literature, Vol. XXIII (June 1985) 


and are a proper subject for empirical as 
well as theoretical studies.®® 

6. Models of Financial Instability 

Speculative excesses or “manias” have 
attracted the attention of contemporaries 
and economic historians at least since the 
Dutch Tulip Bubble of 1625-1637. Fi- 
nanced by credit expansion and character- 
ized by “overtrading” in real or financial 
assets, e.g., gold, land, or securities, they 
have been associated with more than two- 
dozen major booms in business activity, 
often involving many countries (Charles 
Kindleberger 1978). Historically, they 
tended to be followed by “panics,” that 
is, distress selling of the same assets to re- 
acquire money and repay debt, and 
crashes in the prices of the now illiquid 
objects of the speculation. The resulting 
financial crises accompanied or aggra- 
vated downturns in the business cycle. 

In asset markets, as a rule, the current 
price depends positively on its own ex- 
pected rate of change. Expectations are 
influenced by outside events as well as the 
“market fundamentals” — economic de- 
terminants of the rates of return. The mar- 
kets may react to the events by adopting 
such price anticipations as would drive the 
actual prices away from the path consis- 
tent with the fundamentals. In this view, 
accepted much more readily by practi- 
tioners than theorists, anticipations of a 
strong market trend are occasionally capa- 
ble of causing speculative “bubbles” — cu- 
mulative, even explosive, fluctuations in 
prices of selected assets. 

Very recently, these ideas, long mis- 
trusted by most contemporary econo- 

“The evidence from surveys has certain impor- 
tant limitations and must be assessed with caution, 
but the consensus of careful independent tests based 
on such dats Should be taken seriously; indeed, the 
materials now available are rich and in need of much 
further exploration (Tobin 1980, p. 29). Lessons from 
such work con usefully counter and correct the freely 
speculative analysis that treats expectations as being 
inevitably "unobservable.” 


mists, began to receive support 
writers using rigorous techniques of 
librium analysis. Shiller (1981a and b' 
eludes that stock price movements ar 
large to be explained by an efiBcient- 
kets model which incorporates future 
dends, capital gains and inflation. Bli 
ard and Mark Watson (1982) argue 
bubbles can occur in eflBcient ma 
with new entry and no unexploited 
trage opportunities; also, that they 
potentially strong real effects, on rel 
asset prices, wealth, and aggregate 
mand.®® 

Much of the recent work in this 
uses the overlapping-generations 
proach due to Samuelson (1958; 
Kareken and Wallace, eds. 1980). Mi 
of this type, with markets continu 
cleared by price movements, typ 
have a multiplicity of RE solutions, a 
proportion of which may involve flui 
tions prompted by arbitrary but self-f 
ing shifts in anticipations (Costas Azai 
1981). Thus, if the belief that sunspot; 
diet future prices were widely held, r 
individuals would act on it so as to 
out their expectations. David Cass 
Karl Shell (1983) argue that RE equi 
generally can be influenced by extr 
uncertainty, i.e., random phenomena 
as “animal spirits” or “market psy 
ogy,” which do not affect the basic pa 
eters of the economy (endowments, 
erences, technologies). The condi 
under which this would not be the 

•® The problems of indeterminacy and insti 
of RE equilibria are now well recognized and 
studied. Conditions under which bubbles may 
eluded from the RE paths of the price level 
been specified for some monetary models (e.g 
liam A. Brock 1975). Tests for the German hy 
Sabon of the early 1920s reported by Robert 
and Peter Garber (1980) give no support to t. 
pothesis that a price-level bubble occurred ii 
extreme episode. But it is easy to see that ex 
tions alone Cannot account for a long or rapid 
tion in the absence of persistent or very high 
of money creation. Clearly, bubbles are much 
likely in speculative markets for financial asse 
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are so unrealistic as to be devoid of any 
empirical interest.®’ 

These abstract treatments rationalize 
the role in financial crises of “sunspots,” 
but they do not tell us how much these 
interacting and self-fulfilling expectations 
matter. The crises are seldom isolated 
phenomena; rather they form a part of 
some business cycles and are thus related 
to the monetary, institutional, and real 
factors involved in these cycles. Market 
psychology plays a large role in some 
crises, mainly the major ones. 

Mild financial crises of recent U.S. his- 
tory, called “credit crunches,” are associ- 
ated by some observers primarily with re- 
duced availability of credit, not high 
interest rates (Albert Wojnilower 1980). 
Credit rationing by banks is linked to im- 
perfect information about the borrowers' 
default risk (Stiglitz and Andrew Weiss 
1981, Blinder and Stiglitz 1983). When 
banks refuse to renew their loans, the 
high-risk borrowers and many small firms 
will be unable to secure credit elsewhere 
and will be forced to curtail investment 
and perhaps current operations. The re- 
trenchment may or may not be caused 
by restrictive open-market policies of the 
central bank. Under fractional banking, 
loans and deposits are highly collinear, so 
it is difficult to use the data to distinguish 
between this “credit” hypothesis and a 
“money supply” hypothesis of a down- 
turn. Since the early 1950s, broad credit 
aggregates such as the total debt of U.S. 
nonfinancial sectors have been closely and 
stabily related to GNP — better or not 
worse than the money stock and monetary 
base series (B. Friedman 1983). 

In several collected papers, Hyman 
Minsky (1982) argues that long periods of 

•''They include (1) strong RE — unanimity of be- 
liefs, (2) complete markets — there are markets for 
all types of contingent claims, and (3) unrestricted 
access to these markets for all agents at all times — 
across the “generations.” (1) and (2) are merely im- 
probable; (3) is altogether impossible. 


prosperity interrupted only by mild reces- 
sions or slowdowns breed overconfidence, 
excessive short-term financing by banks 
of long-term business projects, investment 
booms interacting with stock market 
booms, growing indebtedness and il- 
liquidity. Innovative practices and new in- 
struments are used to increase the availa- 
bility of investment finance: money shoulc 
be broadly defined and is endogenously 
determined. Its supply, however, be- 
comes at some point inelastic as uncer- 
tainty grows and banks increasingly deem 
it prudent to retrench (or monetary au- 
thorities act to constrain inflation). The de- 
mand for credit to finance planned anc 
progressing investment projects never- 
theless continues to rise. It takes sharp in- 
creases in interest rates and declines in 
the present value of expected net return: 
on capital assets to check and reverse the 
expansion in new investment. Busines! 
cash-flows and profits decline and eventu- 
ally so do total sales, output, and employ- 
ment. The resulting losses force man’^ 
industrial concerns and financial interme- 
diaries into refinancing of debt and liqui- 
dation of assets to raise cash; many re- 
trench, some fail. When a sufficiently large 
number of these units experience inade- 
quate cash flows from current operations 
and declining ability to sustain debt, a fi- 
nancial crisis must occur, unless the cen- 
tral bank intervenes, injecting sufficient 
money into the system and preventing 
large bank defaults and business failures. 
If a crisis is averted and stimulative mone- 
tary and fiscal policies continue, a mile' 
recession may ensue but another inflation- 
ary and eventually destabilizing invest- 
ment boom will soon follow. 

This is a disequilibrium theory with 
strong endogenous elements. The origi- 
nating factors are real, but monetary anc 
credit changes have much to do with the 
propagation of the cycle and are primaril'^ 
responsible for its worst manifestations 
(see, also, the summary in Table 5). This 
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is the opposite of some recent theories 
(such as that of Lucas) which have mone- 
tary shocks and real propagation mecha- 
nisms. Minsky’s hypothesis predicts the re- 
currence of financial crises and business 
depressions, which invites controversy. It 
deserves to be carefully evaluated, but it 
is difficult to test (in part inevitably so 
since financial crises and depressions are 
rare and complex events). In general 
terms, however, the account provided by 
Minsky tends to be consistent with the his- 
tory of speculative investment booms, fi- 
nancial crises, and deep depressions in the 
United States (Burns and Mitchell 1946, 
Ch. 11, Sec. VI; Kindleberger 1978, Ho- 
mer Hoyt 1933). It also has interesting 
connections with several diverse business 
cycle theories.®* 

7. Demand and Supply Shocks and 

Responses: A Search for New Concepts 

Dissatisfaction with the results ob- 
tained by using random money sup- 
ply shocks and price misperceptions 
prompted some economists to experiment 
with different models (while retaining the 
basic RE methodology in most cases). Ab- 
stracting from numerous detail, one can 
distinguish the following approaches. 

(a) Focus on interest rates and related 
factors. These received much attention 
in the literature from Wicksell and the 
Austrians to Keynes. Monetary interven- 
tion or excesses of credit creation were 

“ Minsky credits primarily Keynes, whom he in- 
terprets as having a dynamic analysis that does not 
rely on price rigidities, but his emphasis on the insta- 
bility of credit flows and business debt relative to 
income recalls the Austrians and draws on Fisher. 
Some complementarity may even exist between ele- 
ments of the Kindleberger-Minsky hypothesis and 
the monetarist approach, particularly with respect 
to accounting for financial crises on an international 
scale (Michael Bordo 1984). Another linkage is to 
the “corridor-effects” suggested by Leijonhufvud; 
deflationary shocks large enough to produce financial 
crises and waves of bankruptcies may throw a nor- 
mally stable system into a deep depression in which 
disequilibrating forces prevail for some time (Peter 
Howitt 1978). 


seen as causing interest rates to deviate 
from their equilibrium levels so that the^ 
fail to coordinate saving and investmen' 
decisions. Inconsistencies arise in the ag- 
gregate between the expectations of those 
who make these decisions and the expec- 
tations of the financial intermediaries 
Monetarists opposed these ideas on the 
ground that investment and savings de- 
pend on the real interest rates which can- 
not be affected by the banking system, 
except transitorily. In the early RE mod 
els, too, interest rates had no important 
roles to play. However, fluctuations in 
credit and interest, which have been so 
pronounced in recent years, are receiving 
renewed attention in the literature since 
the late 1970s (Leijonhufvud 1981, Ch. 7 
and in PTyBrnan and Phelps, eds. 1983 
Ch. 10). 

This includes some new departure; 
along the incomplete-information line o 
approach. McCulloch (1977, 1981) argue; 
that business fluctuations are associatec 
with unanticipated changes in interes 
rates that misdirect real investment deci 
sions toward a wrong mix of capital good, 
and so distort the intertemporal produc 
tion process (as in the real part of the theo- 
ries of Hayek and Mises).®® In an equilib- 
rium model by Grossman and Laurence 
Weiss (1982), random real shocks affec 
productivity and the real interest rate 
causing investment and output to fluctu- 
ate. Random monetary shocks affect infla- 
tion and the nominal interest rate, with 

"The novel element is the stress on "misin- 
termediation” rather than on the money-creating 
function of the banks (the two are closely connected), 
Banks and other intermediaries, by borrowing short 
and lending long, are said to mismatch asset anc 
liability maturities and to add to the uncertainty 
about interest rates by creating imbalances in theii 
term structure. This hypothesis and the related esti- 
mates deal only with nominal, not with real rates 
besides posing other problems that caimot be dis- 
cussed in the available space; but it does address 
an important and long-recognized institutional as- 
[>ect of financial instability (to which the previous 
section also briefly referred). 
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the eflFect of amplifying the cycle. Agents 
make errors in trying to infer the ex ante 
values of the real rate and inflation from 
the nominal rate (which includes the two) 
because the latter’s movements contain 
much random noise. The critical gap in 
information concerns the relative rates of 
real return (on own compared with other 
investments). The model involves only 
supply decisions, with the role of demand 
being purely passive.™ 

Recent empirical work suggests that 
output (real GNP or industrial production) 
interacts with price-level indexes, com- 
prehensive credit aggregates, interest 
rates, and narrow money aggregates. 
None of these variables is definitely exoge- 
nous relative to all the others; in particu- 
lar, money adds to the incremental pre- 
diction of the real variables along with 
credit and interest rates, but it is not pre- 
determined or predominant (Sims 1980b, 
B. Friedman 1983).’* 

These results are interesting and may 
prove robust, but they should be inter- 
preted with much caution. Nominal inter- 
est rates may matter because their 
changes are read as signals of changes in 
the stock of money and inflation. But they 

™ Investment here is equated to the process of 
transforming labor input into next period’s output. 
No durable goods are produced. The nominal shocks 
take the form of disturbances to money demand. 
These simplifications are made to allow some difficult 
problems in the dynamic equilibrium theory to be 
rigorously analyzed, but they also deprive the model 
of some highly relevant characteristics of the modern 
capitalist economies which experience business cy- 
cles. This is, to be sure, not uncommon in the recent 
theoretical literature. 

” These exogeneity tests ask whether, say, the 
lagged values of money help explain or predict out- 
put in a regression equation containing the lagged 
values of output itself and of the other variables. 
This question is answered for each variable in the 
system in terras of all variables included. This 
method of variance decomposition or accounting for 
the interactions among the "innovations” (serially 
uncorrelated residuals) of the series in question 
avoids some m^jor shortcomings of simple distrib- 
uted-lag regressions but encounters some difficult 
problems of its own (see the references in text, 
above). 


may also be important in their own right 
as the major part of the true costs of credit. 
Historically, their adjustments to inflation 
(and deflation) were sufficiently sluggish 
and incomplete to suggest that people 
treated the nominal rates as if they were 
adequate proxies for the real ones. Evi- 
dence going back to the 1860s shows that 
this condition continued to prevail at least 
well into the 1950s; only thereafter did 
the relationship between interest and in- 
flation strengthen to become rather close 
in the 1960s and 1970s. More recently, 
it weakened again considerably.™ 

The ex post real interest rates, pre- and 
post-tax, have small cyclical variations, 
which makes it difficult to detect how they 
are correlated with movements in real 
variables, but this is rightly seen as a prob- 
lem in measurement rather than evidence 
of no significant relationships (Mishkin 
1981b). Real rates rose sharply to unusu- 
ally high levels in the early years of the 
Great Depression and again in 1980-1982, 
a period of severe recession and strong 
disinflation. It is only reasonable to view 
these changes as mainly unanticipated 
and their probable net effects as seriously 
adverse.^* The measured real rates are in- 
versely correlated with lagged inflation. 
Increased money growth, then, by raising 
inflation, lowers the real rate; but the evi- 
dence for a short-term effect of monetary 
pohcy, independent of inflation, is mixed 
and weak (Shiller 1980, Mishkin 1981b). 

” These findings refer to the United States; for 
the United Kingdom the corresponding relation was 
much weaker throughout. See Friedman and 
Schwartz 1982, Ch. 10. According to Summers, 1983, 
the impact of inflation on inter^t rates has been 
much smaller throughout the post-World War II pe- 
riod than a general equilibrium model would predict 
on clasacal assumptions, particularly when properly 
allowing for the dfective tax rates (see, also, Martin 
Feldstein 1976). 

” But note that the real rates stayed relatively high 
in 1983-1984 without visibly obstnjcting a vigorous 
recovery. Presumably, once the economy afliusted 
to the htf ge changes, the smaller ones have bat weak 
effects. 
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(b) Focus on real factors. Consider two 
polar models, (i) Exogenous fluctuations in 
real investment cause the business cycle. 
Banks meet the borrowers’ demand for 
money and the depositors’ demand for 
money as the monetary authority provides 
them with the necessary reserves at any 
given level of interest rates, (ii) Exogenous 
fluctuations in money supply cause the 
business cycle. The demand for money 
adjusts continuously to the supply through 
changes in permanent income associated 
with much larger changes in measured 
real income or output. 

Tobin (1970) sets the two models up so 
that (i) implies a consistent pattern of early 
cyclical timing for monetary growth rates 
3r deviations from trend, while (ii) does 
not. Friedman denies that these examples 
:ast doubt on his views. The two debaters 
agree that evidence on leads and lags 
alone cannot prove any hypothesis about 
causation (though it can disprove some); 
Iso, that both of the above models are 
ar from adequate. Indeed, (i) is an over- 
simplification and partial distortion of 
"'.eynes, (ii) of Friedman. The widely-used 
general IS/LM-AD/AS framework can ac- 
:;ommodate some of the ideas of some of 
he Keynesians and monetarists with re- 
pect to the efiFects and interactions of 
30th autonomous expenditure and mone- 
ary changes.’^ But this long-ruling para- 
iigm was designed for comparative statics 
f exogenous interventions with a station- 
iry environment; its adaptation to dy- 
lamic and expectational processes con- 

IS and LM relate output and interest rates, AD 
ind AS (aggregate demand and supply functions) re- 
ate output and the price level. It is assumed that 
he IS and AO curves slope downward, the LM and 
S curves upward. The Keynesian view is often asso- 
iated with relatively steep IS and flat LM, the mone- 
arist view with relatively flat IS and steep LM 
urves. But this interpretation is by no means univer- 
ally acceptable; even if accepted, it leaves open 
ither important issues in the controversy. The IS/ 
..M-AD/AS model evolved from Hicks 1935, 1937, 
trough a long series of writings including, notably, 
atinkin [1954] 1965. 


fronts a host of difficult and unresolved 
problems. 

Earlier sections contain several diverse 
illustrations of recent work oriented to- 
ward nonmonetary (real, psychological, 
institutional) explanations of macroeco- 
nomic instability. Other such efforts relate 
to the old idea (preceding Keynes, though 
often associated with him) that both 
money and real activity respond to the 
common factor of fluctuations in aggre- 
gate demand and the corresponding 
changes in interest rates and the value of 
existing assets. Sims (1980b), referring to 
Tobin (1970), urges the development of 
a stochastic version of this theory. Some 
new historical studies also emphasize the 
importance of factors other than the inde- 
pendent influence on business conditions 
of changes in the stock of money. 

It remains to take note of the most radi- 
cal reactions against monetarist and mon- 
etary-shock theories by some strong be- 
lievers in general-equilibrium modeling 
and the neutrality of money. Here the 
main idea is that unanticipated changes 
in tastes and technology cause intersecto- 
ral shifts of human and physical capital 
associated with much friction and tempo- 
rary idleness. Unemployment generated 
by a large number of partly independent 
shocks to different sectors will persist for 
considerable time because rapid transfers 

” Thus Temin, 1976, attributes the 1929 downturn 
to a decline in "autonomous" spending (interest- 
ingly, mainly in consumption and exports rather than 
investment). For monetarist counterarguments, see 
the essays by Schwartz and Brunner (Brunner, ed. 
1981); for a view that both money and investment 
(and other spending) mattered, see R. J. Gordon and 
James Wilcox in the same volume. 

King and Plosser, 1964, examine the possibility 
that the positive correlation between the rates of 
growth in output and monetary aggregates reflects, 
in large part, the causal chain running from business 
activity to “inside money," i.e., bank deposits. 

Ben Bemanke, 1983, produces evidence linking 
the sharp drop in output during the early 1930s to 
the reduced quality and higher real costs of credit 
intermediation ser^ces, a result of the institutional 
weakness and crises of banking. 



Zamowitz: Recent Work on Business Cycles 


567 


of resources are costly, the more so the 
greater the specialization of the produc- 
tion factors (Fischer Black 1982).''* But 
changes in tastes and technology will tend 
to penalize some sectors and benefit oth- 
ers, causing numerous shifts in relative 
prices and outputs; they may occasionally 
have significant net favorable or adverse 
effects on growth but can hardly be re- 
sponsible for recurrent sequences of ex- 
pansions and contractions 'in aggregate 
economic activity. 

The most restrictive formal model of 
purely real “business cycles” (John B. 
Long and Plosser 1983) abstracts not only 
from money and government but also 
from technological change, durable goods, '' 
and adjustment costs; it assumes RE, com- 
plete information, and stable preferences. 
There are random shocks to outputs of 
the many commodities, each of which can 
be either consumed or used as input in 
the production of any other commodity 
during each unit period. The optimal allo- 
cation rule is such that when the t-th out- 
put is unexpectedly high (low), the simul- 
taneous inputs of i in all its productive 
uses are increased (reduced). It is shown 
that this works to propagate the effects 
of the output shocks both forward in time 
and across the sectors of the economy. The 
model is intended to serve as a benchmark 
for evaluating the importance in actual 
business cycles of the many factors it 
omits, but it admittedly presents serious 
problems and the approach itself is 
questionable.'’' 

This recalls the “horizontal maladjustments," 
which were treated as a potentially important aggra- 
vating factor, but not a prime cause, in clas.sical writ- 
ings. See pp. 533-34, above. 

” In particular, the model has constant employ- 
ment of labor while the commodity outputs fluctu- 
ate. Simulations based on a 1967 input-output table 
for six mgjor industry divisions result in output series 
that show considerable comovements and two com- 
plete quasi-cycles in runs of 100 unit periods of unde- 
fined length. It is not clear whether the fluctuations 
due to the output shocks are separable from those 
due to other factors. 


(c) Focus on the causes and effects of 
contractual wage and price setting. Re- 
cent literature is much concerned with 
the specification of economic reasons for 
the existence of explicit or implicit multi- 
period contracts that limit the flexibility 
of wages and prices in response to unanti- 
cipated shifts in demand and supply.'* The 
“contract-theoretic” models based on this 
work drop the assumption of market clear- 
ing and the reliance on price errors and 
intertemporal substitution effects. They 
restore the changes in aggregate demand 
to their old role as a direct determinant 
of fluctuations in the real aggregates by 
delaying the adjustments in the contractu- 
ally predetermined wages and the wage- 
related prices. 

The main models of this type are mone- 
tarist in the original sense of relating 
short-run fluctuations in output to mone- 
tary policy operating via changes in de- 
mand. This is so even where the policy 
is based on a fixed feedback rule known 
to the public, because the money stock 
can be changed more frequently than the 
wage is renegotiated (Phelps and Taylor 
1977, Fischer 1977a, Taylor 1980a). The 
authors work with staggered contracts in 
which wages are linked to expectations 
that are rational (i.e., model-consistent; 
see p. 61, above). Fischer relates wages 
to price level forecasts; his contracts are 
(frustrated) attempts to keep real wages 
from falling in the face of inflationary pol- 

’• One hyjxjthesis is that fixed-wage, vanable em- 
ployment contracts sell risk-averse workers partial 
insurance against the variability of their incomes 
(Martin Baily 1974, Donald F. Gordon 1974, Aza- 
riadis 1975). Another is that labor contracts or under- 
standings treat incomes os normal returns on the 
loyalty and efficiency of long-term employees and 
protect large investments in firm-specific human 
capital (Hall 1980b, Okun 1981, Chs. 2 and 3). Steady 
pricing policies are used to reduce the costs of shop- 
ping and attract steady customers (Okun, op cit , 
Ch. 4). In sum, contracts are attempts to deal eco- 
nomically with a variety of “transaction” (informa- 
tion, negotiation, adjustment) costs in the face of 
price instability and general uncertainty. For sur- 
veys, see R. J. Gordon 1976, Barro 1981. 
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icy, Taylor relates wages to other past and 
anticipated wage settlements; the degree 
of inertia in these interrelations helps ex- 
plain the persistence of unemployment. 
These models have attracted much atten- 
tion and criticism.''® 

According to the “credibility” hypothe- 
sis (F’ellner 1976, 1980), a consistent policy 
of adhering to pre-announced moderate 
money growth targets can deter inflation- 
ary wage and price setting and reduce in- 
stability in the long run. A correlate is that 
unions will push for higher wages in labor 
contract negotiations and business will re- 
spond by raising prices if both parties ex- 
pect the monetary authorities to "ratify” 
their decisions through accommodative 
policies. This view diflFers in some impor- 
tant respects from monetarism and the 
newer RE and contract theories, but it 
also incorporates some of their elements. 
It recognizes that, in practice, systematic 
policy components are often weak and 
only belatedly detectable (cf. Sims 1982). 
It is related to the idea of “coordination 
failures” (Leijonhufvud 1981) in a game- 
theoretic form; it is possible for expecta- 
tional impasses to develop, e.g., a reces- 
sion-cum-inflation may continue while the 
central bank waits for wage demands to 
moderate and business and labor wait for 
a resumption of monetary expansion 
(Phelps 1981). All this certainly raises is- 
sues that are very important in dealing 
with inflation; how much bearing it has 
here depends on how strongly policy-in- 
duced changes in monetary growth and 
inflation influence business cycles. The no- 
tion that such changes are the principal 

"The issues include the consistency of the as- 
sumed contract features with rational behavior 
(Barro 1977b, Fischer 1977b) and the reasons why 
wages are not fiiliy indexed under anticipated infla- 
tion (Brunner and Meltzer eds. 1977). For a detailed 
^tique of Fischer and Taylor, and a proposed im- 
>roved model, see McCallum 1982. For some evi- 
dence and further discussion, see Taylor 1980b and 
1983. 


cause of the cycles (which many now ac- 
cept as if it were self-evident) is not sup- 
ported by the long record of cyclical insta- 
bility coexisting with alternating extended 
periods of inflations and deflations. It is 
also countered by the argument that busi- 
ness contractions, whatever their causes, 
have deflationary or disinflationary ef- 
fects. 

Most recent RE models, including those 
of the contract-theoretic type, consider 
only one determinant of aggregate de- 
mand, the real money balances, and con- 
centrate on the eflFects of monetary policy. 
But shifts in aggregate demand may be 
due to real and expectational as well as 
monetary factors. They may reflect the in- 
stability of any of the major expenditure 
components of real GNP. Neither theory 
nor evidence support the focus on nomi- 
nal demand shocks and real supply shocks 
alone. In recent times, at least, consumer 
capital outlays have been no less cyclical 
than business investment (cf. Gordon and 
Veitch 1984). Indeed, new models of con- 
sumption which embrace RE have con- 
sumers respond promptly and strongly to 
any new information that revises their 
forecasts of future income. This in itself 
would tend to increase the sensitivity of 
consumption, and hence of income, to un- 
anticipated changes in aggregate demand 
or “autonomous expenditures” (compared 
with the earlier models which used adap- 
tive rather than rational expectations in 
the calculation of permanent income). 
The increased instability on the demand 
side is offset only when the REH is com- 
bined with speedy clearing of the markets 
and a highly stable and inelastic aggregate 
supply curve, i.e., in the new “classical” 

*" None of this, of course, is to deny that the infla- 
tionary bias of government actions and the reactions 
to it have economic consequences of great impor- 
tance; what is questioned is the view (going far be- 
yond the credibility hypothesis) that these conse- 
quences include the business cycle. 
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I equilibrium models (Bilson 1980, pp. 279- 
83, and comment by Hall, p. 301).** 

V. Conclusion; The Needed Synthesis 

■ Business cycles belong to the history of 
modern economies with interdependent 
— markets, free enterprise, and private own- 
ership of financial assets and capital goods. 
They developed in the era of great growth 
of industry, banking and credit. They are 
varied and changing, even while retaining 
their general characteristics of persistence 
and pervasiveness as well as specific regu- 
larities of amplitude and timing. All this 
was long recognized by serious scholars 
and careful observers with abiding inter- 
est in the subject. 

For a long time, too, there was a sub- 
stantial consensus among these econo- 
mists that business cycles have mainly 
endogenous explanations involving recur- 

I rent fluctuations in interrelated monetary 
and real variables, prices and quantities, 
expectations and realizations. The theo- 
ries tended to agree on the cast and set- 
ting, disagreeing principally on which fac- 
tors should play star and which supporting 
roles. Chance and outside disturbances 
were left behind the stage, interfering 
with and modifying the action but not de- 
termining its main course. The cycle had 
plural causes and eflfects; it produced and 
resolved its own stresses and resources, 
nationally and internationally. Few attrib- 
uted it to any single factor or defect, and 
few believed that it can be eliminated by 
any single, low-cost type of policy inter- 
vention or institutional reform. 

The 1930s convinced many that the 
economy is not merely cyclical but de- 

*' Many interesting theoretical and empirical stud- 
ies of the consumption function appear^ in recent 
years, but the implications of .this work for business 
cycles remain to be worked out: Hall 1978, James 
Davidson and David Hendry 1981, Blanchard and 
Wyplosz 1981, Marjorie Flavin 1981, and Bernanke 
1982 . 


pression-prone. The instability of profits, 
investment, and credit (old concerns) at- 
tracted renewed attention. In the 1940s 
and 1950s, however, there was a rise of 
interest in the dynamics of multipliei'-ac- 
celerator interaction which yielded highly 
aggregative and purely endogenous mod- 
els of potentially unstable output fluctua- 
tions. The monetary, financial, and expec- 
tational aspects of the cycle were largel;, 
neglected. Soon, strong reactions devel- 
oped against this one-sided conception. 
One took the form of stochastic, dynami- 
cally stable mathematical models. Thii 
greatly influenced macroeconometric 
models which emphasized the destabiliz- 
ing role of random shocks and exogenous 
factors. 

The other reaction against theories oi 
endogenous instability was monetarism. 
Its targets included not only the Keynes- 
ian models of aggregate demand, wit! 
fluctuating but often weak investment anc 
a major role for fiscal policies to combat 
unemployment, but also the older model; 
with unstable credit-investment interac 
tions. Fluctuations in monetary growth at- 
tributed to erratic or misguided policiei 
were made primarily responsible for dis- 
turbing the basically stable private econ 
omy and creating “business cycles.” The 
real, financial, and expectational factorL 
received little attention. 

The natural-rate and rational-expecta- 
tions hypothesis, plus the discouraging re- 
cord of the 1970s, led to new hopes fo 
a program of study with a grand design; 
to reconcile business cycles with the pos- 
tulates of the competitive general equilib- 
rium theory in its modern dynamic form. 
The initial approach relied upon random 
monetary shocks, price misperceptions 
and intertemporal substitution of labor 
However, critical analyses and tests soon 
cast serious doubts on this construction 
and thereby on the underlying premise.* 
mainly that of flexible prices continuous!'. 


■'K,' 
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clearing all markets. No convincing rem- 
edy could be provided by adaptation of 
familiar elements of older “disequi- 
librium” theories such as the accelerator 
and lags due to costs of adjustments in 
the stocks of production factors. 

Some equilibrium theorists questioned 
the importance of the disturbances to 
money supply and tried to explain busi- 
ness cycles in real terms only. Their RE 
models are more restrictive yet. They con- 
sist of supply reactions of a “representa- 
tive” producer-consumer to productivity 
or input-output shocks. The environment 
is purely competitive or of a Robinson 
Crusoe-type. There is little or no evidence 
to support these models. 

Contract theories, designed to explain 
why most wages and prices are temporar- 
ily “sticky," formed the basis of very dif- 
ferent models in which aggregate demand 
fluctuations are restored to their usual 
prominence. Other work, also using the 
currently favored RE methodology, 
turned to factors with a long history of 
service in business-cycle models: uncer- 
tainty and shifts in “market psychology”; 
interest-rate misperceptions or maladjust- 
ments; long investment gestation periods. 

There is not much empirical validation 
that random shocks of all kinds play as 
large a role in business cycles as has been 
attributed to them in recent literature. 
The weight of exogenous policy factors, 
too, seems more often than not overstated. 
The theoretical interest in self-sustaining 
cycles, or elements thereof, declined in 
times when economic events and thought 
favored a revival of the faith in the private 
sector’s capacity for stable growth. New 
work in this area, therefore, has been lim- 
ited, but it still produced some interesting 
and significant results. 

The most disturbing aspect of what 
must be viewed as the new mainstream 
literature (the RE models) is its increasing 
fragmentation in the face of various theo- 
retical problems and recalcitrant facts. 


The ruling research strategy in these stuc 
ies is to demonstrate for each particula 
model that one or more of the selecte 
factors can contribute to fluctuations i 
total output or employment, while recog 
nizing that others can do so as well. Thi 
authors are mainly concerned with thee 
retical possibilities rather than with expla 
nations of what actually happens. Ther 
is in general little regard for how th 
pieces fit each other or the “real world.' 
The variety of the models is only loose!; 
limited by the ingenuity of the theorist, 
but many of the ofiFered hypotheses are 
not tested and some are not testable. Smal 
linear models are favored because of thei 
mathematical tractability in the equilib 
rium RE framework, but this certainly 
does not mean that larger and/or nonlin 
ear systems are somehow inferior. The cri 
terion of conformity to stylized fact: 
would, in fact, suggest the opposite. 

As a matter of simple logic, if each oi 
a number of models is indeed valid, ther 
it should in principle be possible to inte 
grate them and improve the theory. C. 
course, this is easier said than done, bui 
when each model is treated in isolation 
there is little chance for the job to b 
ever seriously attacked. The conclusior 
reached here, then, is that a movemeni 
toward a synthesis of the tested and non 
falsified hypotheses is urgently needed il 
real progress is to be made in our under 
standing of business cycles. 

In this view, research in this area wi 
profit most from the confrontation of test 
able hypotheses with a broad range of evi 
dence on stylized facts and from effort; 
to combine those hypotheses that surviv 
the tests. This assigns high priorities to the 
work on (1) the consolidation and updat- 
ing of findings from the historical and sta 
tistical business cycle studies, and (2) using 
the results to eliminate those elements ol 
the extant theories that are definitely in- 
consistent with the evidence and to im 
prove the modeling of the other element; 
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This strategy could lead us away from the 
proliferation of models which give lop- 
sided stress to either the monetary or the 
real factors, either the supply or the de- 
mand behavior, either random shocks or 
purely endogenous movements; instead, 
we would be working toward a better 
comprehension of how these forces inter- 
act. As was recognized early by the “clas- 
sics,” the sharp dichotomies and monocau- 
sal theories tend to be invalidated by 
experience. 

Also, the hypothesis that business cycles 
are all alike would itself be tested in the 
course of this research. It is important to 
know not only what the common core of 
the cyclical process has been for the U.S. 
economy in recent times, but also how it 
may have changed historically and how 
it differs from similar processes elsewhere. 
The knowledge is necessary for an assess- 
ment of the temporal and spatial refer- 
ence points of business cycle theory. (For 
the most recent work on these problems, 
see R. J. Gordon ed., forthcoming.) 

We have witnessed a period of great 
intellectual ferment, activity, and contro- 
versy in the theory of macroeconomic 
fluctuations and policies, but the debate 
seems to be growing less heated lately and 
some signs of a future rapprochement can 
be discerned. The present may be a good 
time to ponder the needed synthesis. 
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t^AMILIES ARE FASHIONABLE. Within 
the last decade, social scientists have 
rediscovered families and households as 
fit subjects for serious analysis. Demog- 
raphers and historians, anthropologists 
and sociologists have played the major 
roles; economists, traditionally preoccu- 
pied with markets, have been less in- 
volved.* 

The traditional economic theory of the 
household focuses exclusively on observ- 
able market behavior (i.e., demand for 

‘ Peter Laslett (1972), Tamara K. Hareven (1977), 
and John Demos and Sarane Spence Boocock (1978) 
are collections exemplifying the work outside eco- 
nomics. Cary S. Becker’s work over the last fifteen 
years, culminating in his TreaNse on the Family 
(1981), is the leading example within economics. For 
a legal scholar’s enthusiastic endorsement of the 
X)wer of economic analysis in this area, see Richard 
A. Posner (1980). Victor R. Fuchs (1983), writing for 
a less specialized audience than Becker, provides 
an empirical analysis of "how we live” from an eco- 
nomic perspective and discusses its implications for 
mblic policy. 


goods, supply of labor) treating the house- 
hold as a “black box” identified only by 
its preference ordering.* The “new home 
economics” takes a broader view, includ- 
ing not only market behavior but also such 
nonmarket phenomena as fertility, the ed- 
ucation of children, and the allocation of 
time. The major analytic tool of the new 
home economics is Becker’s household 
production model, which depicts the 
household as combining the time of house- 
hold members with market goods to pro- 
duce the outputs or “commodities” it ulti- 
mately desires.* 

* On the theoretical side, see Gerard Dehreu 
(1959) or Kermeth J. Arrow and Frank H. Hahn 
(1971); on the empirical side, Laurits R. Christensen, 
Dale W. Jorgenson, and Lawrence J. Lau (1975) or 
Robert A. Poliak and Terence J. Wales (1978, 19(M)). 

* The locus classicus of the household production 
literature is Becker (1965). Robert T. Michael and 
Becker (1973) provide a sympathetic restatement; 
Marc Nerlove (1974) and Zvi Criliches (1974) express 
some reservations; Poliak and Michael L. Wachter 
(1975) emphasize its limitatioiu. Richard A. Easter- 
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The new home economics ignores the 
internal organization and structure of 
families and households. Although this 
may surprise noneconomists who tend to 
believe that the internal organization and 
structure of an institution are likely to af- 
fect its behavior, economists find it natu- 
ral. For the economist the most economi- 
cal way to exploit the fundamental insight 
that production takes place within the 
hou.sehold is to apply to households tech- 
niques developed for studying firms. Since 
neoclassical economics identifies firms 
with their technologies and assumes that 
firms operate efficiently and frictionlessly, 
it precludes any serious interest in the econ- 
omizing properties of the internal struc- 
ture and organization of firms. The new 
home economics, by carrying over this 
narrow neoclassical view from firms to 
households, thus fails to exploit fully the 
insight of the household production ap- 
proach. In this essay I argue that the trans- 
action cost approach which recognizes the 
significance of internal structure provides 
a broader and more useful view of the 
economic activity and behavior of the 
family. 

The transaction cost approach has been 
primarily concerned with firms and the 
organization of production.^ The treat- 
ment of vertical integration is paradig- 
matic. Neoclassical economics explains 
vertical integration as a response to tech- 
nological inseparabilities; transaction cost 
economics explains vertical integration as 
a response to the difficulties of regulat- 
ing ongoing relationships by means of 


lin, Poliak, and Wachter (1980) discuss applications 
to fertility and provide references to the recent liter- 
ature. 

‘ Oliver E. Williamson (1975, 1979, 1981), building 
on the older institutionalist tradition, on the work 
of Ronald H. Coase (1937), and on the "Carnegie 
tradition” (e.g., Herbert A. Simon 1957), has been 
primarily responsible for developing the transaction 
cost approach. Other important transaction cost pa- 
pers are Victor P. Goldberg (1976), and Benjamin 
Klein, Robert C. Crawford, and Armen A. Alchian 
(1978). 


contracts.® Transaction cost analysis of 
vertical integration posits a situation in 
which efficiency requires the use of physi- 
cal or human capital that is specific to the 
relationship between a particular supplier 
and a particular customer; since the value 
of such "idiosyncratic” capital depends on 
establishing and maintaining the supplier- 
customer relationship, the willingness of 
either party to invest in idiosyncratic capi- 
tal depends on assuring the stability of the 
relationship. Firms often avoid using con- 
tracts to structure complex, ongoing rela- 
tionships because doing so is hazardous. 
Short-term contracting is hazardous be- 
cause, even when contract renewal is 
mutually beneficial, one party or the other 
may have advantages that can be ex- 
ploited in bilateral negotiations over re- 
newal terms; hence, short-term contracts 
make it risky to accumulate capital whose 
value is contingent on the relationship 
continuing and thus discourage invest- 
ment in such specific capital. The prob- 
lems of contract renewal can be avoided 
or at least postponed by long-term con- 
tracts, but only if such contracts are “com- 
plete” in the sense that they specify the 
obligations of the parties under every pos- 
sible contingency. Complete long-term 
contracts are costly or impossible to write 
and enforce, however, a reflection of 
bounded rationality and asymmetric in- 
formation; and incomplete long-term con- 
tracts which fail to deal with every contin- 
gency expose the parties to the hazards 
of bilateral bargaining. To avoid these con- 
tracting hazards firms often rely on some 
more complete form of integration such 
as merger. Thus, contracting difficulties — 
the problems of negotiating, writing, mon- 
itoring, and enforcing agreements — are 
central instances of transaction costs, and 
transaction cost economics asserts that 
they are significant determinants of the 

* Time thus plays a crucial role in transaction cost 
analysis, a point emphasized by Gordon C. Winston 
(1982, Ch. 12). 
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organization of production. Since bureau- 
cratic structures have their own charac- 
teristic disabilities, internal governance 
does not eliminate all difficulties associ- 
ated with a transaction or exchange. Nev- 
ertheless, replacing a market relationship 
by an organization with an appropriate 
governance structure often safeguards the 
interests of both parties. 

The transaction cost approach focuses 
on the role of institutions in structuring 
complex, long-term relationships. Applied 
to the firm, transaction cost economics 
studies the boundaries, structure, and in- 
ternal organization of producing units. To 
do so, it relaxes the assumption of friction- 
less efficiency and views the firm as a hier- 
archical governance structure within 
which production takes place. By focusing 
on structure the transaction cost approach 
provides an alternative explanation of 
mai'ket behavior that traditional econom- 
ics ascribes to technology, and it illumi- 
nates aspects of nonmarket behavior that 
traditional economics ignores. In many re- 
spects the neoclassical and transaction 
cost approaches arc complements rather 
than .substitutes, addressing somewhat dif- 
ferent issues and offering somewhat diflfer- 
ent ranges of admissible explanations. 

The transaction cost approach analyzes 
the “economizing properties of alterna- 
tive institutional modes for organizing 
transactions” (Williamson 1979, p. 234). 
The presumption is that the costs to be 
minimized include transaction costs, that 
these costs vary systematically from one 
institutional mode to another, and that 
each activity is carried out by the institu- 
tion that can perform it most efficiently. 
The transaction cost literature has thus far 
emphasized production activities and, 
more particularly, intermediate-product 
transactions; the central issue has been 
whether technologically separable activi- 
ties will be carried out by a single verti- 
cally-integrated firm rather than by sepa- 
rate firms dealing with each other through 


markets. Addressing the fundamental 
problems of institutional choice — whether 
particular activities will be mediated by 
markets or carried out within families, 
firms, governments, or nonprofit institu- 
tions — requires extending the transaction 
cost analysis from firms to families and to 
other institutional modes.® 

The transaction cost literature has virtu- 
ally ignored families and households.^ The 

* Henry B Hansmann (1980) provides an excellent 
transaction cost analysis of nonprofit enterprise. 
Tliere does not appear to be a corresponding transac- 
tion cost analysis of the state, although Goldberg 
(1976) and Williamson (1976) hint at such a theory 
in their discussions of regulation. The "Chicago 
School" theory of economic regulation fails to offer 
such an analysis of the state. On the contrary, it as- 
sumes that such an analysis is unnecessary because 
the state does not differ significantly from other or- 
ganizations. Posner (1974), for example, asserts- “. . . 
no persuasive theory has yet been proposed as to 
why (government) agencies should be expected to 
be less efficient than other organizations. The moti- 
vation of the agency employee to work diligently 
and honestly is similar to that of the employee of a 
business firm” (p. 338). 

’ Transaction cost papers often mention in passing 
that the analysis applies to marriage or the family 
Goldberg (1976, p 428, fn. 9) does so in a sentence 
in a footnote, Klein. Crawford, and Alchian (1978, 
p 323) devote a paragraph to it; and Williamson 
(1979. p. 258), two paragraphs. Yoram Ben-Porath 
(1980) is the only sustauied transaction cost analysis 
of issues related to marriage or the family and in 
.some respects my discussion parallels his. He begins 
by noting that neoclassical economic theory assumes 
that economic agents — individuals and firms — trans- 
act with "the market” rather than directly with other 
agents, in this seii.se, neoclassical theory postulates 
"anonymous" agents and “impersonal" tran.sactions 
Ben-Porath’s analysis of the family flows from his 
more general concern with relaxing this assumption 
and recognizing that the "identity" of economic 
agent.s — their abilit>’ to recognize and be recognized 
by one another — is crucial to many types of eco- 
nomic interactions His title. "The F-Comiection. 
Families, Friends, and Firms and the Organization 
of Exchange,” is indicative of these broader con- 
cerns Ben-Porath emphasizes the changing role of 
the family in various stages of economic develop- 
ment and the effect of development on the family. 
In a review of Becker’s Treatise, (Ben-Porath 1982), 
he summarizes his own views: 

The traditional family is the epitome of specialization 

by identity, based on own use of productive services 

and on mutual insurance and support . . Modem eco- 

nomic organization is associated with a market struc- 
ture based on specializahon along the impersonal 
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neglect of families in Williamson’s Markets 
and Hierarchies (1975) probably flows 
from his assumption that “in the begin- 
ning, there were markets” (p. 20). While 
this assumption is clearly intended to pro- 
vide an analytical rather than an anthro- 
pological origin, it is probably responsible 
for his neglect of family organization as 
a theoretical or an actual solution to the 
incentive and monitoring problems en- 
countered by peer groups and simple hi- 
erarchies. The neglect of families and 
households represents a missed opportu- 
nity. 

Applied to the family, the transaction 
cost approach generalizes the new home 
economics by recognizing that internal 
structure and organization matter. It 
treats the family as a governance structure 
rather than a preference ordering or a 
preference ordering augmented by a pro- 
duction technology. This has two conse- 
quences for the analysis of the family. 
First, by focusing on the family’s ability 
to provide incentives and monitor perfor- 
mance and on how its ability to do so dif- 
fers among activities and societies, it clari- 
fies which activities are carried out by the 
family. Second, by emphasizing the role 
of institutions in structuring complex, 
long-term relationships, the contracting 
perspective of the transaction cost ap- 
proach elucidates allocation and distribu- 
tion within the family. 

Because of the central role of unobserv- 
able variables (e.g., preferences, house- 
hold technology, genetic endowments), 
the new home economics view of the fam- 
ily does not lead simply or directly to a 
model capable of empirical implemen- 
tation.* Unobservable variables also play 


^mensions of transactions . . . Thus, In a modern econ- 
omy, the family sheds much of its productive activities 
and specializes more in affective relationships and joint 
consumption (p. 61 ], 

• Michael T. Hannan ( 1 982), in a review of Becker’s 
Treatise, points out that Becker fails "to make clear 
exactly what kinds of evidence would be inconsistent 


a key role in the transaction cost approach; 
and, even in the context of the firm and 
vertical integration, the transaction cost 
approach is often charged with failing to 
provide a framework for empirical re- 
search. Not surprisingly, the offspring of 
the marriage of the subject matter of the 
new home economics with the analytical 
orientation of the transaction cost ap- 
proach is not a system of equations that 
an econometrician could estimate. Never- 
theless, because the ability of the transac- 
tion cost approach to provide a framework 
for empirical analysis is a crucial issue, 
throughout this essay I identify topics and 
areas of research suggested by the transac- 
tion cost approach. 

My primary purpose, however, is to de- 
scribe an approach, not to specify a model. 
This paper is an essay, not a research pro- 
gram or agenda. The methodological justi- 
fication for such an enterprise is that an 
occasional exploratory essay is useful be- 
cause formal models are self-contained 
constructs and cannot tell us what phe- 
nomena are worth modeling.® 

with the theory.” He emphasizes the crucial role 
of unobserved variables, wonders "whether any data 
could be shown convincingly to be inconsistent with 
the theory,” and hence is "not prepared to agree 
that the theory has already gained a high degree 
of empirical verification" (p. 71, emphasis in origi- 
nal). 

• Critics of the transaction cost approach often ob- 
ject that it is difficult or impiossible to test, refute 
or falsify, claiming that it explains everything and, 
therefore, explains nothing. Williamson (1979, p. 
233) discusses this criticism and argues that carefully 
formulated versions of the transaction cost approach 
are not vulnerable to it. We have already seen that 
this objection is sometimes rai.sed against the new 
home economics (Hannan 1982, p. 71). The objection 
is often expressed in the positivistic language that 
Paul A. Samuelson’s Foundations of Economic Anal- 
ysis (1947) has made familiar to economists. Twenty 
years after Thomas S. Kuhn’s The Structure of Scien- 
tific Revolutions (1962), many philosophers of sci- 
ence are pessimistic about the possibility of "testing” 
competing theories or paradigms, even in the physi- 
cal sciences. Closer to home, it is not clear what 
set of observations would cause economists to aban- 
don the neoclassical theory of consumer behavior, 
or even to reject the version of it which assumes 
that preferences (for unobservable “commodities”) 
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The paper is organized as follows. In 
the first section I examine the advantages 
and disadvantages of family governance 
and apply the analysis to two types of eco- 
nomic activity: production for home con- 
sumption and production for a market. In 
the second section I turn to the internal 
organization of families and households, 
focusing on allocation and distribution 
within the family. I .begin by analyzing 
marriage as a “contracting problem.” I 
then argue that the transaction cost ap- 
proach is broadly consistent with bargain- 
ing models of marriage, and examine the 
roles of marriage-specific capital from a 
bargaining perspective. Finally, I discuss 
social exchange theory and its relationship 
to the transaction cost approach. Section 
III is a brief conclusion. 

I. The Family as a Governance Structure 
for Economic Activity 

The advantages of the family as a gover- 
nance structure for organizing particular 
activities flow from its ability to integrate 
those activities with preexisting, ongoing, 
significant personal relationships.’® I ex- 
amine the advantages of family gover- 
nance and its corresponding disadvan- 
tages in Section A. In Section B I discuss 
the role of transaction cost considerations 
in the family’s production for its own con- 
sumption, focusing on the family’s role as 
a provider of insurance, that is, protection 
against the economic consequences of un- 
certain, adverse events. The family has 
been the traditional source of such protec- 
tion throughout history; even in advanced 
industrial societies some types of insur- 
ance continue to be provided by the fam- 
ily, while others are provided by the mar- 
ket, and still others by the state. In Section 

are exogenous and identical over time and space 
(George J. Stigler and Becker 1977). Similarly, it is 
not clear what set of observations would convince 
sociologists that tastes are exogenous. 

Burton Benedict (1968, p. 2) refers to such rela- 
tionships as “affectively charged.” 


C I examine the role of transaction cost 
considerations in family governance of 
market-oriented work by discussing fam- 
ily farms and family-managed firms, that 
is, firms in which several family members 
play active managerial roles. Finally, in 
Section D, I compare the characteristic 
advantages and disadvantages of family 
governance with those of market gover- 
nance and argue that certain identifiable 
types of activities are more efficiently or- 
ganized through markets while others are 
more efficiently carried out by families. 

A, Advantages and Disadvantages 

The advantages of family governance 
can be grouped into four categories: in- 
centives, monitoring, altruism, and loy- 
alty. All of the family’s incentive advan- 
tages arise because its members have 
claims on family resources; some of these 
advantages can be analyzed in a single pe- 
riod setting, while others depend on the 
anticipated continuity of family member- 
ship. Even in a one-period setting family 
members have reason to take account of 
the effects of their actions on family 
wealth. The strength of this incentive ef- 
fect depends on the size of the family and 
on its sharing rule; It is weakest in large 
families with equal sharing, and strongest 
in small ones with sharing rules condi- 
tioned on individual behavior. Those in- 
centive advantages that arise only in a 
multiperiod setting and that depend on 
expectations of lifelong family member- 
ship make individuals reluctant to sacri- 
fice long-run benefits for short-run gains. 
Without such expectations individuals 
would be less certain that their claims 
would be honored in the future and, 
hence, would act to move family con- 
sumption or income toward the present. 
Furthermore, individuals may value fam- 
ily consumption and income beyond their 
own lifetimes because of their concern for 
the welfare of their own children or 
grandchildren. Thus, prudential and dy- 
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nastic considerations combine to give fam- 
ily members direct, long-term interests in 
the family’s well-being. 

Because economic relationships are en- 
twined with significant personal ones, the 
family commands rewards and sanctions 
not open to other institutions. Severe mis- 
conduct involves not simply the risk of 
dismissal from a job but also the risk of 
ostracism or expulsion from the family, a 
penalty drastic enough that it is likely to 
be an effective deterrent to serious mal- 
feasance. 

The monitoring advantages of the fam- 
ily also flow from the entwining of eco- 
nomic and personal relationships. Dili- 
gence and work habits, consumption 
patterns and lifestyles are more likely to 
be observable because the network of re- 
lationships involving “economic activity” 
and “family” are integrated. The family’s 
informational advantages are greatest 
when its members live together as a joint 
or extended family household — a common 
arrangement in many developing coun- 
tries. But monitoring advantages, al- 
though facilitated by communal living ar- 
rangements, do not depend exclusively on 
them; Social contacts within the family 
provide information unavailable to outsid- 
ers. 

“Altruism,” based on "love,” “affec- 
tion,” and “caring,” serves to limit oppor- 
tunistic behavior within the family. “ The 
affectional relationships among family 
members, whatever their basis, may pro- 
vide a relatively secure and stable founda- 
tion for a wide range of activities. 

“Family loyalty” provides a convenient 
rubric for discussing dimensions of incen- 
tives and monitoring that economists are 
trained to ignore. Although what we call 
family loyalty may be a consequence of 

"Becker uses the term “altruism” to refer to a 
very special type of interdependent preferences. I 
discuss Becker’s notion of altruism and his theory 
of allocation within the family in Section IIB. 


altruism or of the particular incenh’ve, 
monitoring, and altruism attributes of the 
family, it is useful to treat loyalty as a sepa- 
rate category and to examine its social and 
psychological basis. 

The social basis of family loyalty rests 
on generally accepted norms or standards 
of conduct regarding the treatment of 
family members which are enforced 
through reputation. Individuals perceived 
as fulfilling family obligations are re- 
warded with respect and esteem and 
those perceived as violating them are pun- 
ished by loss of reputation. The value and 
importance of reputation varies from one 
society to another; In traditional societies 
with little geographical mobility, reputa- 
tion may be an important factor in per- 
sonal and b\isiness success, and loss of rep- 
utation a significant penalty. 

The psychological basis of family loyalty 
depends on individuals’ internalizing soci- 
ety’s values, standards, and expectations. 
Fulfilling family obligations becomes a 
source of pleasure, pride, and satisfaction, 
and violating them a source of guilt. The 
rewards and sanctions are thus internal- 
ized, incorporated into individuals’ pref- 
erences and values. 

The value of loyalty is not confined to 
families. Nations, clubs, and firms attempt 
to instill and foster loyalty in their citizens, 
members, employees, and managers. In- 
deed, the language of loyalty itself relies 
heavily on family metaphors. Citizens are 
urged to support “Mother Russia” or the 
"Fatherland”; college students join "fra- 
ternities” or “sororities”; workers join la- 
bor unions whose names often include the 
word “brotherhood”; firms like “Ma Bell” 
have encouraged employees to view them 
as a family and in doing so claim their 
allegiance, support, and love. These at- 
tempts to encourage loyalty reflect its in- 
strumental value to organizations, as Al- 
bert O. Hirschman (1970) and Alchian and 
Harold Demsetz (1972, p. 790-91) have 
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argued. Almost unconscious reliance on 
family metaphors to describe or foster loy- 
alty suggests that family ties are recog- 
nized as ties that bind.i* 

Notwithstanding its advantages, family 
governance has four characteristic disad- 
vantages. First, conflict may spill over 
from one sphere into the other. Although 
the family may function harmoniously, 
bound together by ties of affection and 
interest, even the most casual empiricist 
must recognize the possibility of discord. 
The largely anecdotal literature on family 
firms emphasizes conflicts between par- 
ents and children and conflicts among 
siblings.*® Conflicts between parents and 
children centering on the desire of chil- 
dren for independence and of parents to 
retain control may be continual sources 
of friction and may pose particularly diflB- 
cult problems of leadership succession for 
family firms. Sibling tfensions and rivalries 
whose roots lie buried in early childhood 
can influence the behavior and relation- 
ships of middle-aged men and women as 
their generation assumes control of the 
family firm. By linking the firm and the 
family, the family’s stability becomes a 

Janet T. Lancia (1981) analyzes the role of ethnic 
ties as well as kinship ties and the importance of 
gradations in these relationships in establishing the 
reliability of trading partners. Landa and Janet W. 
Salaff (1982) examine the rise and fall of the Tan 
Kah Kee Company, a Singapore-based family firm 
which they describe as the largest Chinese-owned 
rubber manufacturing and exporting firm in South- 
east Asia in the 1920s (p. 21). Drawing on Landa's 
analysis, they show that kinship and ethnic ties 
played an important role in the growth of the firm. 
They attribute the fall of the Tan Kah Kee Company 
to the collapse in rubber prices during the Depres- 
sion and the consequent necessity of ceding control 
of the firm to “outsiders” (i.e., British bankers and 
their agents). Landa and Salaff provide extensive ref- 
erences to the literature on family firms in sociology, 
anthropology, and development economics. 

’’Peter Davis (1983) summarizes this literature 
and presents an analytical framework that is broadly 
consistent with the transaction cost analysis devel- 
oped here. An article in Fortune, "Family Business 
is a Passion Play,” (Gwen Kinkead 1980) gives the 
flavor of the popular literature. 


source of strength for the firm, but the 
family’s instability becomes a source of 
weakness. 

Second, inefficient behavior or slack 
performance may be tolerated because of 
the difficulty of evaluating and disciplin- 
ing family members. Objective and dis- 
passionate evaluations of the ability and 
performance of family members are diffi- 
cult to make. Furthermore, acting on ad- 
verse evaluations may provoke deep- 
seated resentment persisting through 
generations. The threat of ostracism gives 
family firms an advantage in controlling 
gross malfeasance; but because of its se- 
verity and because its use imposes signifi- 
cant costs on others in the family, ostra- 
cism is not a credible threat against 
shirking, slack performance, or minor in- 
fractions. The family has available a wide 
range of social rewards and sanctions that 
it could in principle use to express its ap- 
proval or disapproval of an individual’s ac- 
tions or behavior; in practice, however, 
the family may not be able to calibrate 
and utilize these rewards and sanctions 
effectively. It is unclear whether family 
governance is more or less effective than 
nonfamily governance in discouraging mi- 
nor infractions and slack performance. 
Furthermore, nepotism may prove a seri- 
ous problem for the family firm.** 

Third, the capacities, aptitudes, and tal- 
ents of family members may fail to mesh 
with the needs of the family’s economic 

** Nepotism may be an even more serious problem 
in other governance structures, and it is likely to 
be most serious in those that delegate substantial 
discretionary authority to individuals who lack com- 
mitment to the organization's objectives. It is no co- 
incidence that the term "nepotism,” from the Italian 
nepotismo, “favoring of ‘nephews,’ " was first used 
to describe practices of the pre-Reformation Catho- 
lic Church: “A euphemistic use of ‘nephew' is that 
of the natural son of a pope, cardinal or other ecclesi- 
astic; and from the practice of granting preferments 
to such children the word ‘nepotism’ is used of any 
favouritism shown in finding positions for a man’s 
family” ("Nephew,” Encyclopaedia Britannica, 11th 
ed. 1911). 
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activities. The problem is not that certain 
activities require training; traditionally 
families have assumed responsibility for 
children’s education and for vocational 
training. The problem is that certain activ- 
ities require special talents. Whether the 
talent mix available within the family in 
a particular generation meshes well with 
the requirements of the family’s activities 
depends in part on genetics and in part 
on luck. When no available family mem- 
bers manifest the required aptitudes, then 
such activities, if they are to remain within 
the family, must be carried on without 
suitable personnel. Whether family gover- 
nance entails substantial ineflBciencies de- 
pends on the ability of alternative gov- 
ernance structures to achieve better 
matches between individuals and activi- 
ties. Thus, family governance is most effi- 
cient in activities requiring talents that 
are difficult for nonfamily institutions to 
evaluate and in those not requiring rare 
or unusual aptitudes. 

Fourth, size limitations implied by fam- 
ily governance may prevent the realiza- 
tion of technologically achievable econo- 
mies of scale. The boundaries of the family 
or kin group relevant for organizing eco- 
nomic activity are influenced by economic 
considerations, not rigidly determined by 
biology. Nevertheless, because expansion 
weakens the incentive and monitoring ad- 
vantages of family governance, the family 
is ill-equipped to exploit scale econo- 
mies.*® Insurance, an activity in which lim- 
ited scale implies limited risk-spreading, 
provides a range of illustrations, including 
some in which the balance of advantages 
and disadvantages favors family gover- 
nance. 

'•Family firms, if they are to grow in size and 
complexity to exploit economies of scale, face the 
problem of integrating professional nonfamily man- 
agers with family managers. The growth possibilities 
of a family firm are severely constrained if it is unable 
or unwilling to attract and accept nonfamily manag- 
ers, yet success in introducing nonfomily managers 
may undermine its character as a family firm. 


B. Family Governance of Production for 

Home Consumption: Insurance 

Home is the place where, when you have to f^o there. 
They have to take you in. 

Robert Frost 

“The Death of the Hired Man" 

The household production approach, 
with its emphasis on prices and technol- 
ogy, has dominated the analysis of activi- 
ties in which households or families pro- 
duce goods for their own consumption. 
This analysis captures the essence of some 
household “make-or-buy” decisions, but 
other household production activities — 
such as the provision of education, health 
care, and insurance — are better analyzed 
from a transaction cost perspective. 

Protection against the adver.se eco- 
nomic consequences of old age, separation 
and divorce, unemployment, or the illness 
or death of an earner can be provided in 
many ways. In many societies the family 
is the principal provider of such protec- 
tion. In advanced industrial societies the 
family, the market, and the state provide 
varying degrees of protection against 
these and other adversities. Market insur- 
ance typically provides monetary benefits 
according to an explicit schedule. The 
state sometimes provides monetary bene- 
fits according to an explicit schedule (e.g., 
aid to dependent children) and sometimes 
benefits in kind (e.g., direct provision of 
care for the sick, handicapped, or dis- 
abled); such benefits, whether in cash or 
in kind, are not always characterized as 
insurance. The family, in contrast, typi- 
cally provides benefits in kind rather than 
in cash and according to an implicit rather 
than an explicit schedule. 

Family provision of benefits often en- 
tails restructuring domestic arrangements 
so that family members who had previ- 
ously lived in separate households form 
a single residential unit. Unemployed 
young adults and recently separated or di- 
vorced individuals and their children of- 
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ten move in with parents; orphans are 
taken in by relatives; elderly parents often 
move in with their children. Because the 
household and the nuclear family tend to 
coincide, the terms “household” and 
“family” are often used interchangeably.** 
This usage is misleading even for ad- 
vanced industrial societies and it is seri- 
ously misleading for developing countries. 
Analysis of household formation — the es- 
tablishment of separate households by the 
young and the elderly, or as a conse- 
quence of separation or divorce — and, 
more generally, analysis of the role of kin 
ties in economic relationships requires 
maintaining the distinction between 
households and families.*’ Although the 
phrase “household production” is too 
well-established to be displaced by “family 
production,” in the provision of insurance 
and in many other activities, the funda- 
mental unit is not the household but the 
family. 

The insurance literature identifies two 
reasons why market insurance may be in- 
efficient; “adverse selection” and “moral 
hazard.”*® Adverse selection arises when 
each individual knows his probability of 

'* For example, Laslett (1972) uses the term “fam- 
ily” to refer to a household — a co-resident domestic 
group— and much of his work has been devoted to 
documenting the predominance of nuclear house- 
holds in Europe during the last three centuries. 

” Fuchs (1983) provides an overview and refer- 
ences to the literature on many of these issues. On 
separation and divorce, see Becker, Elisabeth M. 
Landes and Michael (1977). On the establishment 
of separate households by the young and the elderly, 
see Marjorie B. McElroy (1985) and Michael, Fuchs 
and Sharon R, Scott (1980), respectively. For work 
emphasizing the strength and importance of kin ties 
and challenging the myth that the predominance 
of nuclear households implies the irrelevance of 
other family relationships, see, for extunple, Philip 
J. Greven, Jr. (1970), Michael Anderson (1971) and 
Hareven (1977, 1978). 

'• Mark V. Pauly (1974), Michael Rothschild and 
Joseph E. Stiglitz (1976), and Charles Wilson (1977). 
Two important and widely cited papers going well 
beyond the insurance issues are Arrow (1963) and 
George A. Akerlof (1970). Isaac Ehrlich and Becker 
(1972) discuss the role of "self-protection” as a substi- 
tute for market insurance. 


loss better than potential insurers (asym- 
metric information) and when individuals 
can opportunistically misrepresent their 
loss probabilities to potential insurers.** 
This conjunction of asymmetric informa- 
tion and opportunism leaves individuals 
without credible ways of communicating 
to a potential insurer their true risk char- 
acteristics. Under these circumstances po- 
tential insurers find it costly or impossible 
to distinguish between high-risk and low- 
risk individuals and, hence, the market 
must charge everyone the same premium. 
Low-risk individuals may find this pre- 
mium excessive and choose to self-insure 
(i.e., to cover their own losses instead of 
purchasing market insurance). With a con- 
tinuum of risk-classes, it may be impossi- 
ble for market insurance to operate at all: 
there may be no premium level that 
would induce purchases by a group of in- 
dividuals whose total expected losses 
would be covered by their total premium 
payments.** Moral hazard arises because 
individuals can undertake activities that 
alter the probabilities they will suflFer 
losses or that mitigate the magnitudes of 
losses that do occur. Because insurers can- 
not easily monitor whether individuals 
have undertaken such activities and be- 
cause individuals can opportunistically 
misrepresent whether they have done so, 

'• Williamson (1975, p. 31-33) ternns this conjunc- 
tion of asymmetric informabon and opportunism 
“informabon impactedness.” 

“ In the "lemons” paper (Akerlof 1970) the used- 
car market serves to illustrate this phenomenon. Sell- 
ers know the quality of the cars they are offering 
for sale, but potenbal buyers know only the average 
quality of us^ cars sold in the market. These circum- 
stances can give rise to two distinct problems. First, 
as Akerlof points out, "it is quite possible to have 
the bad driving out the not-so-bad drising out the 
medium driving out the not-so-good driving out the 
good in such a sequence of events that" no transac- 
tions take place (p. 239) — that is, the ortly equilib- 
rium may 1^ one in which there is no trade. Second, 
as Rothschild and Stiglitz (1976) point out, equilib- 
rium may fail to exist. Wilson (19^) shows that price- 
setting convenbons can play a crucial role in markets 
with adverse selection. 
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market insurance arrangements may pro- 
vide protection against the econom- 
ic consequences of uncertain, adverse 
events only at the cost of substantial ineffi- 
ciency. 

The state has certain advantages over 
market insurers in dealing with adverse 
selection and moral hazard. Compulsory 
insurance — whether provided by the mar- 
ket, as with automobile liability insurance, 
or by the state, as with social security — 
avoids adverse selection by preventing 
low-risk individuals from opting out. State- 
imposed standards of conduct can reduce 
moral hazard, but asymmetric informa- 
tion and opportunism pose problems for 
the state as well as for market insurers. 
While state enforcement may be more ef- 
fective than private enforcement, it is 
hardly a panacea; Requiring recipients of 
unemployment compensation to seek 
work has proved difficult to enforce. 

As a provider of insurance, the family 
has three important transactional advan- 
tages over the market and the state. First, 
adverse .selection is limited because out- 
siders cannot easily join the family nor in- 
siders easily withdraw. Second, informa- 
tion disparities between individuals and 
their families are generally smaller than 
those between individuals and nonfamily 
insurers. Proximity yields substantial mon- 
itoring advantages, permitting the family 
to assess health or intensity of Job search 
more easily, economically, and accurately 
than the market or the state. Third, both 
family loyalty and cultural norms limit op- 
portunistic behavior. Virtually every soci- 
ety condemns cheating one’s family far 
more strongly than cheating strangers — 
blood is thicker than water. 

As a provider of insurance the family 
also has characteristic disabilities. First, 
conflicts originating in personal relation- 
ships can impinge on the insurance ar- 
rangement. Such conflicts may make 
those obligated to provide benefits unwill- 
ing to do so, especially when the benefits 
call for restructuring living arrangements 


by combining households. Additionally, 
disputes growing out of the insurance ar- 
rangement itself are potential sources of 
family conflict. 

Second, it is difficult to make objective 
and dispassionate evaluations of risk and 
of the extent to which individuals under- 
take to alter these probabilities or mitigate 
the magnitude of losses. Furthermore, 
once such evaluations of family members 
are made, they may be difficult to act on: 
Poor risks, once identified, cannot easily 
be excluded from participation in family 
insurance arrangements. 

Third, because the family or kin group 
is relatively small, risks cannot be spread 
widely enough to realize fully the advan- 
tages of insurance. This problem is most 
serious in situations involving small proba- 
bilities of large losses. Furthermore, when 
family members face risks that are posi- 
tively correlated, the family’s ability to 
protect itself through self-in.surance is 
even more limited than its size would sug- 
gest. For example, family members work- 
ing in the same industry or growing the 
same crops in the same region are poorly 
pKJsitioned to provide each other with 
unemployment insurance or crop insur- 
ance. Thus, since the effectiveness of in- 
surance depends on both the .size of the 
insured group and on the independence 
of the risks to which its members are ex- 
posed, the transaction cost advantages of 
family insurance are balanced by techni- 
cal disadvantages. 

Insurance is typical of a substantial class 
of economic activities for which the trans- 
action cost advantages of family gover- 
nance often outweigh the technical ad- 
vantages of nonfamily governance. The 
balance between these advantages and 
disadvantages is not immutable, as dem- 
onstrated by the shifting of some, but by 
no means all, insurance functions from the 
family to the market, to nonprofit institu- 
tions, and to the state. With insurance, as 
with the provision of education and health 
care, market governance entails substan- 
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tial transaction cost difficulties. Hence, in 
societies in which these functions are not 
carried out by the family, they tend to 
be assumed by nonprofit institutions and 
the state rather than by profit-oriented 
firms. 

C. Family Governance of Market- 
Oriented Work: Family Farms and 
Family-Managed Firms 

The family-managed firm and the 
family farm solve different organizational 
problems: The family-managed firm is a 
response to the difficulty of supervising 
managers, the family farm a response to 
the difficulty of supervising workers.** De- 
spite the differences between supervising 
managers and supervising workers, the 
advantages and disadvantages of family- 
managed firms and family farms are simi- 
lar, and both illustrate the role of family 
governance of market-oriented work.*^ 
The family farm — typically worked 
jointly by a married couple and their chil- 

I distinguish family-managed firms both from 
firms that are merely family-owned and from those 
in which only a single family member participates 
in management. 

In both cases the focus on the incentive proper- 
ties of family governance of market-oriented activity 
suggests a comparison with consumer or producer 
cooperatives or labor-managed firms. Jaroslav Vanek 
(1969) makes strong claims for the advantages of the 
latter: 

Without any doubt, labor-management is among all the 
existing forms of enterprise organizations the optimal 
arrangement when it comes to the finding of the utility- 
maximizing effort, i.e. the proper quality, duration and 
intensity of work, by the working collective. Not only 
IS there no situation of conflict between management 
and the workers that might hinder the finding of the 
optimum, but the process of self-management itself can 
be viewed as a highly efficient device for communica- 
tion, collusion control and enforcement among the par- 
ticipants [p. 1011] 

Whether labor-managed firms actually realize these 
advantages is an open question; Williamson’s analysis 
of the disabilities of peer group organization of pro- 
duction suggests that they may not. Furthermore, 
the ability of a family to realize these alleged advan- 
tages must depend on its internal organization and 
structure; A hierarchical family (e.g., patriarchal) 
would not operate in the manner Vanek suggests, 
although it might offer other advantages for organiz- 
ing production. 


dren or, in many societies, by members 
of an extended family who live together 
in a single household — is the dominant 
form of agricultural organization in the 
United States and in most developed and 
developing countries.*® The family farm 
can be regarded as an organizational solu- 
tion to the difficulty of monitoring and 
supervising workers who, for technologi- 
cal reasons, cannot be gathered together 
in a single location. 

When agricultural tasks can be moni- 
tored easily in terms of inputs or outputs, 
family farms are often overshadowed by 
other forms of agricultural organization. 
For some crops and some tasks hired labor 
can be concentrated into work gangs and 
supervised directly, so plantation agricul- 
ture is possible.** For other crops and tasks 
(e.g., harvesting) output can be measured 
directly and workers paid on a piece-rate 
basis. Thus, agricultural wage labor, hired 
on a daily or a seasonal basis, is important 
in both developed and developing coun- 
tries. Nevertheless, since most farm tasks 
are not susceptible to either of these forms 
of supervision or monitoring, the family 
farm is the dominant form of agricultural 
organization.*® 

” Family farms accounted for 67.6 piercent of the 
value of farm products sold in the U.S in 1974, the 
most recent year for which these data were reported 
in the Statistical Abstract of the United States (lOlh 
ed.. 1984, p. 653, Table 1143) 

’* Plantabon agriculture is sometimes compatible 
with slavery, Stefano f’eiioaltea (1984), in a rich and 
fascinating piaper, argues that the "pain incentives" 
to which slaves can be subjected make slave labor 
more suitable for “effort-intensive" than “care-inten- 
sive” activities, and that the threat of sabotage makes 
slave labor more suitable for land-intensive than cap- 
ital-intensive activities. TTius slave gangs were better 
suited to the cotton and corn agriculture of the 
American South than to the vine and olive arboricul- 
ture of the Mediterranean. 

“ Discussions of agricultural organization in eco- 
nomics have focused almost exclusively on other is- 
sues. The principal focus has been on sharecropping, 
and while incentive and monitoring issues are some- 
times mentioned (along with risk aversion and im- 
perfections in capital and other markets) faituly as- 
pects of agricultural organization are ignored. In 
particular, most discussions assume that the share- 
cropper is an individual worker. Similarly, discus- 
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Empirical work on agricultural organi- 
zation has seldom distinguished between 
family and nonfamily labor, although re- 
cent research suggests the importance of 
doing so.** The transaction cost approach 
draws attention to this distinction by offer- 
ing two reasons why family and nonfamily 
labor might be imperfect substitutes; the 
incentive and monitoring advantages of 
family organization which I have empha- 
sized in this essay and the idiosyncratic 
information and knowledge of local condi- 
tions that family members are likely to 
possess.*^ The transaction cost approach 
generates interesting empirical research 
projects in this field because it helps to 
analyze the degree to which family and 
nonfamily labor are imperfect substitutes 
in various types of agricultural production 
and it helps to sort out the roles of incen- 
tives and asymmetric information.** 


sions of rural labor markets often treat labor as homo- 
geneous, failing to distinguish among men, women, 
and children and seldom offering integrated models 
of family labor supply. See Howard N. Barnum and 
Lyn Squire (1979) and Hans P. Binswanger and Mark 
R. Rosenzweig (1984). Peter Murrell (1983) offers a 
transaction cost analysis of sharecropping, although 
he does not discuss the role of the family. 

” Anil B. Deolalikar and Wim P. M. Vijverberg 
(1983a) provide references to the literature and re- 
port evidence on the heterogeneity of family and 
nonfamily labor using district-level data from India. 
Deolalikar and Vijverberg (1983b) report similar 
findings using farm-level data from India and Malay- 
sia. 

Rosenzweig and Kenneth I. Wolpin (1985), for 
example, build a model of intergenerational transfers 
around the “specific experience" hypothesis. 

“ Binswanger and Rosenzweig (1982) view agri- 
cultural organization as a consequence of the inter- 
play between asymmetric information and what 
they term the “materisd conditions of agriculture” 
(p. 58). Thus, they argue, differences in the charac- 
teristics of the technology from one crop to another 
have predictable effects on the organization of pro- 
duction. For example, with trees whose continued 
value depends on pruning and maintenance (e.g., 
coffee, cocoa, apples) "an owner is unlikely to rent 
out his trees to a tenant-operator in a contract whose 
duration is less than the productive life of the tree, 
given the difficulty of assessing maintenance inten- 
sity in the short-run” (p. 47). On the other hand, 
“coconuts do not require pruning” and “tenancy in 
coconut trees is quite frequent in India” (p. 49). AI- 
■' ••«v»otni 2 e that family labor has both 


Managers in family-managed firms hav 
expectations of a continuing relationship 
with the firm and claims on its profits anc’ 
therefore, are subject to different and per 
haps more effective rewards and sanctions 
than managers in other firms. Both type: 
of firms can reward successful manager, 
with salary increases and promotions, bul 
performance is often difficult to assess anc 
managers may be able to manipulate 
short-run indicators of performance at the 
expense of the long-run objectives of the 
firm. Because family managers expect c 
continuing relationship with the firm, 
they are less tempted to sacrifice long-run 
advantages for short-run gains.*® 

The behavior of family managers can 
usually be monitored more easily than 
that of nonfamily managers. The general 
principle requires no further elaboration, 
but it must be qualified by the observation 
that family members living three thou- 
sand miles apart may monitor each other 
less effectively than managers in non- 
family firms located in a small city. Family 
relationships are not the sole determinant 
of monitoring costs. 

Sally Griffen and Clyde Griffen (1977) 
emphasize the role of family loyalty and 
trust in business in nineteenth-century 
America. Discussing families’ use of bank 
ruptcy laws, they write: 

In the Darwinian Jungle of small business in 
the United States, survival frequently involved 
use of family relationships, founded in trust, 
to take advantage of loopholes in the law [p. 
154]. 

The family proved most useful in ail of these 


family labor (pp. 31-35), they do not systematica 
examine the family as a solution to the problei 
posed by asymmetric information in the context 
particular agricultural technologies. 

** Nonfamily firms can and do attempt to provi 
incentives that bind managers to the firm and indi 
them to take a long view. Profit-sharing, for exami 
gives managers an interest in the short-run peri 
mance of the firm, while pension plans and st 
options represent (among other things) attempt 
tie mansLgers’ rewards to the long-run performs 
of the firm as a whole and their interests to the Ic 
run interests of the firm. 
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legal maneuverings because of trust between 
its members. Family members could betray 
that trust — wives could leave their husbands 
and parents could let their children remain 
stranded — but the assumption apparently was 
that they would not or, at least, that relation- 
ships outside the family would be even less 
trustworthy. The same need for trust and loy- 
alty in a mobile society undoubtedly accounts 
for the frequency of family members in busi- 
ness partnerships in the city. No less than 48% 
of the firms ever run as partnerships in Pough- 
keepsie brought together relatives at one time 
or another (p. 156]. 

Neoclassical theory obviates the need 
for distinguishing between family and 
nonfamily governance by assuming that 
all firms are frictionless profit-maximizers. 
Because of this theoretical presumption 
and the paucity of statistical data, econo- 
mists have virtually ignored family firms. 
The major exceptions fall into two sub- 
fields — development economics and eco- 
nomic history — but as a consequence of 
the limitations of theory and data, the 
treatment of family firms is largely anec- 
dotal. 

The transaction cost approach cannot 
provide the data, but it does provide a 
theoretical rationale for distinguishing be- 
tween family and nonfamily firms and it 
suggests that their behavior might differ 
systematically. Two behavioral dimen- 
sions in which comparisons seems espe- 
cially promising are eflficiency and innova- 
tion. Recently developed techniques for 
measuring the efificiency of firms (Finn R. 
Forsund, C. A. Knox Lovell, and Peter 
Schmidt 1980) could be used to compare 
the efificiency of family and nonfamily 
firms in particular industries. It is often 
asserted that family firms are technologi- 
cally conservative and slow to exploit 
newly emerging profit opportunities; on 
the other hand, it is also often asserted 
that owner-entrepreneurs are more likely 
than professional managers to be innova- 
tors. It would be interesting to know 
whether, controlling for firm size and for 
industry, family firms are more or less 
likely to innovate than nonfamily firms. 


Although the transaction cost approach of- 
fers a set of reasons why the efficiency and 
innovativeness of family and nonfamily 
firms might differ, it does not offer unam- 
biguous predictions about which will be 
more efificient or more innovative. Hence, 
a finding that family and nonfamily gover- 
nance differ systematically in efficiency, 
innovativeness, or other behavioral 
dimensions would not constitute a “test” 
of the transaction cost approach.*® It 
would demonstrate, however, its fruitful- 
ness in suggesting interesting topics for 
investigation. 

D. Assessment: Family vs. Nonfamily 

Governance 

Family governance of economic ac- 
tivities is likely to assure loyal and trust- 
worthy performance; nonfamily gover- 
nance is likely to assure technical 
competence and skill. The relative impor- 
tance of these sets of attributes varies from 
society to society and from sector to sec- 
tor. The possible combinations are exhib- 
ited in Table 1. One would expect family 
governance to predominate in low-trust 
environments (that is, in societies in which 
nonfamily members are not expected to 
perform honestly or reliably) and in sec- 
tors utilizing relatively simple technolo- 
gies (that is, in sectors using technologies 
which a high proportion of adults in the 
society are capable of mastering quickly).** 
Conversely, nonfamily governance would 

The analysis proposed here is relevant for both 
family firms and family farms. 

” Edward C. Banfield's The Moral Basts of a Back- 
ward Society (1958) explaiirs the economic and polit- 
ical backwardness of southern Italy by "the inability 
of the villagers to act together for their common 
good or, indeed, for any end transcending the imme- 
diate material interest of the nuclear family" (p. 10) 
Banfield argues that this cultural ethos, which he 
terms “amoral familism,” with its emphasis on the 
nuclear family rather than some larger group (e.g., 
the extended family or nonfamily political, religious 
or social groups) is pathological (p. 163). He does 
not, however, discuss the forces that bind the nuclear 
family together, nor does he offer a convincing analy- 
sis of the origins of amoral familism (p. 153-54). 
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TABLK 1 

f:NV[RONMENl, TECHNOLOGY, AND ORGANIZATIONAI- FOHM 

Simple techno logy Co mplex tec h nology 

I.ow-trusI environment family governance p 

High-trusit enviionmcnt both family nonfamily governance 

and nonfamily 
governance 


predominate in high-trust environments 
and in sectors using complex technologies. 
In the case of high trust and simple tech- 
nology. family and nonfamily governance 
may coexist. In the final case, low trust 
and complex technology, both family and 
nonfamily governance encounter serious 
difficulties, and neither form may be 
viable. The relative decline of family- 
based economic activities in advanced in- 
dustrial societies may reflect a shifting bal- 
ance between the importance of their 
characteristic advantages and disabili- 
ties — a secular movement from low-trust 
and simple technology environments fa- 
voring family governance to high-trust 
and complex technology environments fa- 
voring nonfamily governance. 

This discussion and the corresponding 
table have focused on only one feature 
of the technology, its complexity, and only 
one feature of the environment, the reli- 
ability and trustworthiness of nonfamily 
members, implicitly holding fixed other 
features of the technology and the envi- 
ronment. Another feature of the technol- 
ogy, the minimum efficient scale of pro- 
duction, and another feature of the 
environment, the trustworthiness of fam- 
ily members and the stability of family 
ties, deserve further attention. 

Like increases in complexity, increases 
in minimum efficient scale favor market 
governance over family governance. Such 
increases may reflect technological inno- 
vations or, as Williamson (1975, Chs. 8, 
9; 1981, Section 4) has stressed, organiza- 


tional innovations such as the multidivi- 
sional or M-form firm, the conglomerate, 
and the multinational corporation. Tech- 
nological innovations over the last two- 
hundred years have increased minimum 
efficient scale and thus favored nonfamily 
over family governance. Organizational 
innovations have also favored larger units 
by making it administratively feasible to 
take advantage of technically feasible 
economies of scale and scope. 

Decreases in the trustworthiness and re- 
liability of family ties also favor nonfamily 
over family governance. Economists have 
tended to view the family as a harmonious 
unit and to regard conflict and discord as 
aberrations of little relevance for eco- 
nomic analysis. In the next section I con- 
sider issues related to the causes and 
consequences of such conflicts. 

II. Internal Organization of Families 

The family’s internal organization is a 
determinant of its efiFectiveness as a gover- 
nance structure for economic activities 
and for distribution within the family. I 
begin in Section A by examining marriage 
from a contracting perspective, emphasiz- 
ing the difficulties of using contracts to 
structure complex, ongoing relationships. 
In Section B I turn to allocation and distri- 
bution within the family, bargaining mod- 
els of marriage, and the roles of marriage- 
or family-specific capital. In Section C I 
discuss social exchange theory, arguing 
that it is broadly consistent with ap- 
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proaches emphasizing bargaining. Section 
D summarizes the case for bargaining 
models. 

A. Marriage and Contract 

Individuals desire secure long-term 
family relationships to provide a stable en- 
vironment in which to live and to rear 
children and, in Becker’s terminology, to 
reduce the risks associated with accumu- 
lating marital-specific or marriage-specific 
capital.^2 This requires an institutional 
structure that is both flexible enough to 
allow adaptive, sequential decisionmaking 
in the face of unfolding events and rigid 
enough to safeguard each spouse against 
opportunistic exploitation by the other. 
Marriage is a governance structure which, 
more or less satisfactorily, accommodates 
these requirements. 

In Ancient Law (1861) Sir Henry Sum- 
ner Maine identified the progress of civili- 
zation with a movement ‘'from Status to 
Contract. ” He argued that modern society 
is founded on obligations that individuals 
create for themselves by voluntary agree- 
ments and promises rather than on obliga- 
tions involuntarily and automatically im- 
posed on them because of their status 
within the family. Maine’s thesis provides 
a starting point for several recent discus- 
sions of marriage. Tony Tanner (1979), for 
example, begins by quoting several long 
passages from Maine and views adultery 
against this background; ". . . adultery 
can be seen as an attempt to establish an 
extraQontractual contract, or indeed an 
anticontract. . .” (p. 6) that threatens the 

Becker use,s the phrase "marital-specific capital" 
to refer to capital that would be "much less valuable" 
if the particular marriage dissolved (Becker, Landes 
and Michael 1977, p 338). "Children are the prime 
example, especially young children, although learn- 
ing about the idiosyncrasies of one’s spouse is also 
important . . (Becker 1981, p. 224). Becker, 
laindes and Michael also include “working exclu- 
sively in the nonmarket sector" (pp. 1142, 1152), 
as marriage-specific capital. I return to marriage-spe- 
cific capital in Section B. 


fabric of society. “For bourgeois society 
marriage is the all-subsuming, all-organiz- 
ing, all-containing contract. It is the struc- 
ture that maintains the Structure . . .’’ (p. 
15). For this reason “. . . the problem of 
transgressing the marriage contract . . . 
is at the center . . . ’’ of the late eighteenth- 
and early nineteenth-century novel (p. 
12 ). 

Like Tanner, Lenore J. Weitzman 
(1981) begins with Maine but she denies 
that his thesis applies to family law; "... 
marriage has not moved from status to 
contract” (p. xix). The tension between the 
status and the contract views of marriage 
is summarized in a recent family law case 
book by Walter O. Weyrauch and Michael 
B. Katz (1983); 

Maynard, Ponder, and Ryan relate to the 
nature of marriage as seen in the light of Sir 
Henry Sumner Maine’s famous statement, ’that 
the movement of the progressive societies has 
been a movement from Status to Contract ' In 
legal practice this statement has never had the 
same significance it has had for scholarship, but 
relational and contractual aspects of marriage 
have lived side by side relatively undisturbed 
These cases illustrate that legal practice can 
live with and accommodate apparent contra- 
dictions with ease. Maynard stands today for 
the proposition that marriage is something 
more than a mere contract, that it is a status 
or a relationship and, as such, subject to regula- 
tion by the government. 

Ponder, on the other hand, . . , continues 

to be relied on for the seemingly opposite prop- 
osition that marriage is contract rather than a 
mere relationship, and that legislation regulat- 
ing marriage could conceivably impair the obli- 
gation of contract if it affects vested rights. . 
Maynard can be cited whenever an argument 
in support of the police power of the state to 
regulate marriage is made, while Ponder can 
be cited in support of the contractual autonomy 
of marital parties to regulate their own affairs 
In an extreme case this may be done within 
the same case, and Ryan demonstrates this ca- 
pacity to draw from contradictory sources for 
support [p. 59]. 

Firms do not marry, but transaction cost 
analysis argues that they often resort to 
merger or vertical integration to avoid us- 
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ing contracts to structure complex, ongo- 
ing relationships. Short-term contracts re- 
quire frequent renegotiation, making it 
risky to accumulate capital whose value 
is contingent on the relationship continu- 
ing and discouraging investment in such 
specific capital. Complete long-term con- 
tracts which specify every possible contin- 
gency are costly or impossible to write, 
a reflection of bounded rationality and 
asymmetric information. Incomplete 
long-term contracts which fail to specify 
every possible contingency are perilous 
because uncovered contingencies must be 
dealt with through bilateral negotiations 
under circumstances that may give one 
party or the other a strategic advantage. 
While the parties have .some control over 
how complete their contract is to be, more 
complete contracts are relatively expen- 
sive to write and relatively rigid to apply. 
To avoid these contracting hazards firms 
often rely on some more complete form 
of integration such as merger. Since bu- 
reaucratic structures have their own char- 
acteristic disabilities, internal governance 
does not eliminate all difficulties associ- 
ated with a transaction or exchange. Nev- 
ertheless, replacing a market relationship 
by an organization with an appropriate 
governance structure often safeguards the 
interests of both parties. 

Comparing marriage and merger calls 
attention to the difference between indi- 
viduals and firms. When two firms merge, 
at least one of them loses its legal identity 
and disappears. When two individuals 
marry, this is not the case, or, more pre- 
cisely, this is no longer the case. Sir Wil- 
liam Blackstone (1765), describing mar- 
riage under eighteenth-century common 
law, wrote: 

By marriage, the husband and wife are one 
person in law . . . ITlhe very being or legal 
existence of the woman is suspended during 
marriage, or at least is incorporated and consol- 
idated into that of the husband, under whose 


wing, protection, and cover she performs 
everything; and is therefore called ... a 
femme-covert; and her condition during her 
marriage is called her coverture.*’ 

Thus under the eighteenth-century En- 
glish common law the parallel between 
marriage and merger was striking: the 
wife’s legal personality was merged with 
and submerged in her husband’s. 

Recent legal scholarship that empha- 
sizes the diversity of contracting modes 
provides a closely related analysis of these 
issues. Ian R. Macneil (1978) distinguishes 
among “classical,” “neoclassical,” and “re- 
lational” contracting.®* The classical para- 
digm ignores any relationship between 
the parties other than that established by 
the contract itself: The parties’ identities 
are irrelevant, since they may be viewed 
as trading with the market rather than 
with each other. The classical paradigm 
thus adopts a discrete transactions view 
that is very close to the economist’s stereo- 
type of contract law. Neoclassical and rela- 
tional contracting arose in response to the 
difficulties of using contracts to structure 
complex, long-term relationships. Neo- 
classical contracting introduces a gover- 
nance structure, often involving third- 
party arbitration, to reduce these hazards. 
Relational contracting goes a step further 
in this direction by treating the ongoing 
relationship between the parties rather 
than the contract as central. Collective 
bargaining is the leading example. Thus, 
the disabilities of contracts for structuring 
complex, long-term relationships apply to 
both commercial and personal contracts. 

In Macneil’s terminology marriage is a 
relational contract. The feature that 

** After quoting this passage Weitzman (1981) goes 
on to quote Justice Black: "this rule has worked out 
in reality to mean that though the husband and wife 
are one, the one is the husband” (p. 1). VJ.S. v. \aze\\, 
382 U.S. 341, 359 (1966). 

Williamson (1979) develops the implicatiotw of 
Macneil’s analysis for the transaction cost approach. 
See also Macneil (1974, 1980). 
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makes classical and neoclassical contract- 
ing inappropriate for structuring labor re- 
lations agp'eements — their inability to 
view specific disputes in the context of a 
continuing relationship requiring adap- 
tive, sequential decisionmaking — makes 
them at least equally inappropriate for 
structuring marriage. Relational contract- 
ing provides a more instructive model. 

Weitzman (1981) and others have re- 
cently urged that privately negotiated 
marriage contracts be treated like other 
contracts, enforceable through the courts, 
but not accorded special treatment.*® The 
contracting analysis of Williamson and 
Macneil draws attention to the range of 
contracting modes and implies that rela- 
tional contracts, because they are likely 
to be less complete than other contracts, 
are more dependent on legal rules and 
on institutions for their interpretation and 
articulation. This dependence on rules 
and institutions signals a larger role for 
the state, organized religion, or custom, 
and a correspondingly smaller role for the 
contracting parties than is typical in classi- 

Weitzman describes marriage as a contract 
whose terms are imposed by the state rather than 
negotiated privately by the parties and examines the 
terms of that state-imposed contract. She then ofifers 
examples of privately negotiated marriage contracts 
and argues that such "intimate” contracts provide 
a means of redressing the sexual imbalance which 
she believes remains present in family law and of 
providing the certainty, clarity, and assurance that 
are often absent in family courts. Her argument re- 
lies heavily on an analogy between personal relation- 
ships and business or commercial ones: Our legal 
system recognizes the advantages of allowing indi- 
viduals and firms considerable latitude in structuring 
business relationships by privately negotiated con- 
tracts; why not allow individuals similar latitude in 
structuring their personal, intimate relationships? 
This analogy provides some support for the use of 
contracts to structure personal relationships, but it 
also draws attention to the diSSculties of doing so. 
Privately negotiated contracts can increase individu- 
als’ abilities to determine the duties and obligations 
of their personal relatienships. Using contracts to 
structure complex, long-term relationships, whether 
commercial or personal, is intrinsically hazardous, 
however, and certainty, clarity, and assurance are 
not to be found in relational contracts. 


cal and neoclassical contracting.** This is 
evident in labor law, where relational con- 
tracting is most fully developted: Special 
rules and institutions have been created 
to circumvent the perceived defects of 
classical and neoclassical contracting.*^ 
Treating marriage contracts “like any 
other contract” is to treat them as classical 
contracts. But marriage contracts, because 
they are relational contracts, do require 
“special treatment”: Dispute resolution 
would require special rules and perhaps 
special institutions.** Privately negotiated 
marriage contracts articulated through 
public rules and institutions that reflect 
society’s values and mores might yield re- 
sults not very different from those ob- 
tained through a system of family courts.** 

“ Because all contracts are subject to certain gen- 
eral rules of law, this distinction is one of degree. 
Although economists sometimes assume that con- 
tracting parties are free to strike any mutually advan- 
tageous bargain, this assumption is unwarranted: In 
the United States some contract provisions are unen- 
forceable because they have been prohibited by stat- 
ute; others are unenforceable because the courts 
have held them “contrary to public policy.” 

*■' These rules afiFect not orily dispute resolution 
under existing collective bargaining agreements but 
also the conditions under which collective bargain- 
ing takes place in the absence of a prior contract 
or after the expiration of an existing agreement. Re- 
cently some U.S. courts have held that, even absent 
a collective bargaining agreement or an individual 
contract, “employers cannot dismiss employees arbi- 
trarily or in bad i^th.” In Europe protection against 
dismissal without cause is provided through legisla- 
tion (William B. Gould 1982, p. 7). Clyde W. Sum- 
mers (1983) provides a brief overview in his intro- 
duction to a recent symposium on “employment at 
will.” Mark R. Kramer (1984, pp. 243—47) summa- 
rizes recent developments in this rapidly changing 
area of the law. 

"This would be true even absent children and 
the third-party effects associated with them. The 
presence of children provides a further rationale for 
state regulation of marriage and the family. 

"As Becker (1981, p. 27, fh. 6) notes, Chinese, 
Japanese, and Christians have generally relied on 
oral and customary rather than written marriage 
contracts. In Christian Europe marriage was histori- 
cally governed not by the state hut by the Church 
through canon law and ecclesiastical courts. The Jew- 
ish marriage contract, the Ketuba, is traditionally 
written. In Islamic law marriage is a civil contract 
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B. Allocation and Distribution 
within Families 

Economists have considered three 
models of allocation and distribution 
within families: Samuelson’s family con- 
sensus model, Becker’s altruist model, and 
recent bargaining models. Although these 
models usually focus on husbands and 
wives, they also provide a framework for 
examining relationships between parents 
and children. Samuelson’s consensus 
model, explicitly articulated in Samuelson 
(1956), resolves the problem of intrafamily 
allocation and distribution by postulating 
a family social welfare function. Samuel- 
son begins by noting that “the fundamen- 
tal unit on the demand side is clearly the 
‘family’ ’’ (p. 9), and goes on to pose what 
he terms the “Mr. Jekyll and Mrs. Jekyll” 
problem: How can we expect family de- 
mand functions to obey any consistency 
conditions? This question, a crucial one 
from the standpoint of revealed prefer- 
ence theory, provided the motivation for 
Samuelson’s theory of intrafamily alloca- 
tion; 

Of course, we might try to save the conven- 
tional theory by claiming that one titular head 
ha.s sovereign power within the family and all 
of its demands reflect his (or her) consistent 
indiflFerence curv'es. But as casual anthropolo- 
gists we all know how unlikely it is in modern 
Western culture for one person to “wear the 
pants.” It is perhaps less unrealistic to adopt 
the hypothesis of a consistent “family consen- 
sus" that represents a meeting of the minds 


lohn L. Esposito 1982, p. 16) but the parties' latitude 
to specify its terms is circumscribed (N. J. Coulson 
1964, pp. 189-91; Esposito 1982, pp. 23-24). 

The special legal rules and institutions governing 
marriage and the family in the U.S. may be viewed 
as society's response to the difficulties inherent in 
structuring such relationships. Four features deserve 
attention. A standard form marriage "contract” is 
mposed on the parties to avoid problems of over- 
'eaching and unconscionability; specialized courts 
are responsible for administering family law; courts 
enerally refuse to intervene in ongoing marriages; 
and the legal system provides a complex and unsatis- 
actory set of rules in the one area in which they 
:annot escape involvement: marital dissolution. 


or a compromise between them. (Perhaps Ar- 
row will produce a proof that such a consensus 
is impossible.) [p. 9]. 

Samuelson goes on to consider what he 
characterizes as “one extreme polar case 
of family organization’’: 

This family consists of two or more persons: 
each person consumes his own goods and has 
indifference curves ordering those goods, and 
his preferences among his own goods have the 
special property of being independent of the 
other members' consumption. But since blood 
is thicker than water, the preferences of the 
different members are interrelated by what 
might be called a “consensus" or “.social welfare 
function" which takes into account the deserv- 
ingness or ethical worths of the consumption 
levels of each of the members. The family acts 
as if it were maximizing their joint welfare 
function [p. 10], 

While Samuelson’s approach deter- 
mines allocation and distribution within 
the family, this is not his principal concern 
even in the section of “Social Indifference 
Curves” entitled “The Problem of Family 
Preference.” His primary point is the logi- 
cal parallel between distribution in the 
family and distribution in society. His sec- 
ondary point, crucial for demand analysis, 
is that the Mr. Jekyll and Mrs. Jekyll prob- 
lem can be finessed: The consensus or fam- 
ily social welfare function approach pro- 
vides a rationale for treating family de- 
mand functions as if they were indi- 
vidual demand functions. But because 
Samuelson’s “consensus” is postulated, not 
derived, his family is simply a preference 
ordering. Samuelson’s concern is to keep 
the lid on the “black box,” not to look 
inside. 

The second model of allocation and dis- 
tribution within the family is the altruist 
model articulated in Becker (1974, 
ISSl).*® Becker, unlike Samuelson, is pri- 
marily concerned with intrafamily alloca- 
tion. He begins by postulating that the 

“ Becker (1973) proposes an alternative model of 
allocation and distribution within the family in which 
outcomes are essentially determined by the market. 
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family contains one “altruistic” member 
whose preferences reflect concern with 
the welfare of the others.*' Becker then 
argues that the presence of one altruist 
in the family induces purely selfish but 
rational family members to behave altruis- 
tically and that the resulting intrafamily 
allocation is the one that maximizes the 
altruist’s utility function subject to the 
family’s resource constraint. He concludes 
that individual difiFerences can be sub- 
merged and the family treated as a single 
harmonious unit with consistent prefer- 
ences, those of the altruist, without arbi- 
trarily postulating Samuelson’s family so- 
cial welfare function: “In my approach the 
‘optimal reallocation’ results from al- 
truism and voluntary contributions, and 
the ‘group preference function’ is identi- 
cal to that of the altruistic head, even 
when he does not have sovereign power” 
(1981, p. 192, footnote omitted). 

Becker’s claims have been challenged. 
Marilyn Manser and Murray Brown (1980, 
p. 32) argue that Becker’s conclusion de- 
pends not merely on the presence of an 
altruist but also on implicitly introducing 
a particular bargaining rule, the rule that 
the household maximizes the altruist’s 
utility function. Manser and Brown are 
correct that Becker’s analysis is seriously 
flawed, although Becker is correct that his 
result does not depend on the altruist hav- 
ing sovereign power. Neither Becker nor 
Manser and Brown have analyzed the con- 
ditions under which Becker’s results hold. 
In addition to the dictatorial case, it also 
holds when the altruist is a player in an 
asymmetric bargaining game in which 
he can ofiFer the others all-or-nothing 
choices.**-** 

“ Becker’s use of the term "altruism" differs from 
its meaning in sociobiology, although Becker (1976) 
claims they are closely related. 

" And in which the others are not allowed to form 
coalitions. 

** Becker mentions that his result need not hold 
in the case of “corner solutions" (1981, pp. 191-92). 
Under my interpretation, comer solutions are rele- 


Bargaining models of allocation and dis- 
tribution within famihes, developed inde- 
pendently by Manser and Brown (1980) 
and by McEIroy and Mary J. Homey 
(1981), treat marriage as a coofjerative 
game.***® These models do not require 
that either spouse be altruistic, although 
one or both may be. Spouses are assumed 
to have conflicting preferences and to re- 
solve their difiFerences in the manner pre- 
scribed by some explicit bargaining 
model.*® The utility payofiFs to the spouses 
if they fail to reach agreement — called 


vant when the altruist does not have enough re- 
sources to move the others to his preferred allocation 
by offering them an all-or-nothing choice. To see 
that Becker's solution does not follow from altruism 
alone, consider a family with two altruists. Alterna- 
tively, consider a family with one altruist and one 
egoist, but suppose that the egoist has dictatorial 
power or that the egoist can offer the altruist an 
all-or-nothing choice. Becker’s result depends not 
on altruism, but on implicit assumptions about piower 
or, equivalently, about the structure of the bargain- 
ing game 

*■* A cooperative game is one in which “the players 
have complete freedom of preplay communication 
to make joint binding agreements"; a non-coopiera- 
tive game is one in which “ab.solutely no preplay 
communication is permitted . ” (R. Duncan Luce 

and Howard Raiffu 1957, p. 89; emphasis in original^. 
Simone Clemhout and Henry Y. Wan, Jr. (1977) is 
the only paper 1 know that models marriage as a 
non-cooperative game 

“ Manser and Brown and McEIroy and Horney 
are specifically concerned with marriage rather than 
the family, but the analytical issues are .similar. The 
differences between models of allocation between 
husbands and wives and between parents and chil- 
dren are twofold. First, marriage can be treated as 
a two-pierson game, while allocation between par- 
ents and children may involve more than two players 
and, hence, raises the possibility of coalition forma- 
tion. Second, timing issues, which deserve more at- 
tention than they have thus far received in models 
of marriage, become crucial in models involving par- 
ents and children. 

" Alvin E. Roth (1979) provides a survey of alterna- 
tive bargaining models. Manser and Brown and 
McEIroy and Horney consider the Nash solution 
(John F. Nash 1950) to the bargaining problem, and 
Manser and Brown also consider the Kalai and 
Smorodinsky solution (Ehud Kalai and Meir Smoro- 
dinsky 1975). Sharon C. Rochford (1984) analyzes 
the implications for assignment or matching in the 
marriage market of a model in which allocations 
within marriages are determined by Nash bargaining 
with transferable utility. 
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“threat points” in cooperative game the- 
ory — play a dual role in bargaining mod- 
els. They are essential both to determining 
the negotiation set — the set of utility pay- 
oflFs which are Pareto optimal and individ- 
ually rational (i.e., better for both parties 
than failing to reach agreements) — and to 
determining a particular solution, often a 
unique solution, within the negotiation 
set. In some bargaining models the threat 
point corresponds to the payoffs associated 
with clearly defined “next best” alterna- 
tives for each party; in a bargaining model 
of marriage, for example, the next best 
alternative for one or both spouses to re- 
maining in a particular marriage might 
be becoming and remaining single. Usu- 
ally, however, the threat point corre- 
sponds to the expected utility taken over 
some set of alternatives, for example, the 
expected utility associated with leaving 
the present marriage and searching for 
another spouse.*’ 

Bargaining models of intrafamily alloca- 
tion, in contrast to Becker’s model, em- 
phasize the role played by threat points 
or alternatives in determining allocation 
and distribution within the family. Thus, 
investigating whether threat points or al- 
ternatives affect intrafamily allocation and 
distribution may permit us to distinguish 
empirically between bargaining models 
and Becker’s model.*® 

In bargaining models the threat point almost 
never involves the threat of physical violence. Econ- 
omists' models of conflict, whether between hus- 
bands and wives or between workers and firms, sel- 
dom recognize even the possibility of violence. Ann 
D. Witte, Helen V. Tauchen and Sharon K. Long 
(1984) summarize the sociological literature on fam- 
ily violence, which distinguishes between “expres- 
sive” violence (i.e., violence as an end in itself) and 
“instrumental” violence (i.e., violence as a meam 
of coercion). They then propose a game-theoretic 
model in which violence and credible threats of vio- 
lence can be instruments of social control and can 
afiiect allocation within the family. 

‘•This is too simple. In the market-determined 
model of Becker (1973) alternatives outside the mar- 
riage completely determine allocation within mar- 
riage. That model, however, Implies a negotiation 
set which reduces to a single point and, not surpris- 


Bargaining models explicitly embed the 
problem of intrafamily allocation and dis- 
tribution in a game-theoretic context, and 
therefore they provide an intellectually 
satisfying framework for addressing these 
issues. Game-theoretic models serve a 
similar function in industrial organization; 
Posing the duopoly or bilateral monopoly 
problem in game-theoretic terms does not 
resolve the difficulties inherent in model- 
ing the interaction of two firms that recog- 
nize their mutual interdependence. For 
both families and firms, however, the 
game-theoretic formulation exposes the 
fundamental nature of the analytical prob- 
lem. 

The transaction cost approach, although 
broadly consistent with the spirit of the 
bargaining models, implies that one-pe- 
riod bargaining models are seriously defi- 
cient. Neither adaptive sequential deci- 
sionmaking, required to deal with new 
information and unfolding events, nor a 
governance structure, required to protect 
each spouse against changes in threat 
points that strengthen the bargaining po- 
sition of the other and leave the disadvan- 
taged spouse vulnerable to opportunistic 
exploitation, has any place in one-period 
models. Formulation of multiperiod bar- 
gaining models depends, however, on de- 
velopments in the theory of cooperative 
games.*® 

Focusing on opportunism and the need 
for a governance structure that limits its 


ingly, all models give identical predictions in this 
case. In Becker (1974, 1981) the negotiation set is 
determined by the alternatives available to each 
spouse, but the altruist chooses the point in the nego- 
tiation set he prefers. Thus, unless the altruist 
chooses a “comer solution,” changes in alternatives 
which do not eliminate the allocation chosen by the 
altruist from the negotiation set catuiot force him 
to a less preferred allocation. Finally, there remains 
the empirical problem of identifying threat points 
or alternatives. 

‘•If marriage is modeled as a non-cooperative 
game, then the multiperiod formulation is a super- 
game in which the constituent game changes from 
one period to another. 
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scope allows us to understand better the 
dual role of family- or marriage-specific 
capital. Marriage-specific capital is defined 
by two characteristics; It increases pro- 
ductivity in the household and it is worth- 
less if the particular marriage dissolves.*® 
Thus, other things being equal, an in- 
crease in marriage-specific capital widens 
the gap between remaining in a particular 
marriage and leaving it, either to become 
and remain single or to search for a better 
marriage. By widening this gap the accu- 
mulation of marriage-specific capital stabi- 
lizes the marriage and reduces the risk 
of further investment in productive mar- 
riage-specific capital.** 

Becker, Landes and Michael (1977, p. 
1142) characterize “working exclusively 
in the nonmarket sector” as a form of mar- 
riage-specific investment. This character- 
ization fails to recognize the two distinct 
channels through which working exclu- 
sively in the nonmarket sector affects both 
marital stability and intrafamily allocation. 
Working in the home creates nontransfer- 
able skills that increase productivity in the 
marriage; these skills represent marriage- 
specific capital which increases the payoflf 
associated with remaining in a particular 
marriage. But a decision to work exclu- 
sively in the nonmarket sector is also a 
decision not to acquire market human 
capital. Thus the effects of such a decision 
on the payoffs are twofold; Because mar- 
riage-specific capital has been accumu- 
lated, it increases the “married payoff” — 
the payoff associated with remaining in 
the marriage; and, because market human 
capital has not been accumulated, it de- 

“ In some respects a spouse acquiring marriage- 
specific capital is analogous to a worker acquiring 
firm-specific human capital. A major difference is 
that in labor markets workers are protected by the 
firm’s need to maintain its reputation so it can hire 
workers in the future, while in marriage markets 
this protection is attenuated. 

** Becker is well aware that marriage-specific capi- 
tal plays both of these roles (Becker, Landes and 
Michael 1977, p. 1152; Becker 1981, p. 224). 


creases the “divorced payoff” — the payoff 
associated with leaving the marriage and 
starting work in the market sector.®* 

The relative importance of the married 
payoff and divorced payoff depends on the 
rates at which marriage-specific and mar- 
ket human capital accumulate. There are 
two polar cases. In the first, productivity 
in the home depends on the accumulation 
of marriage-specific human capital while 
wages are independent of experience in 
the market sector: In this case, working 
exclusively in the nonmarket sector affects 
marital stability and intrafamily allocation 
only by increasing the married payoff; the 
divorced payoff at a given future date will 
be the same regardless of whether the in- 
tervening period has been spent exclu- 
sively in the nonmarket sector. In the sec- 
ond polar case, productivity in the home 
is independent of experience in the non- 
market sector while wages depend on ac- 
cumulated experience in the market sec- 
tor: In this case working exclusively in the 
nonmarket sector affects marital stability 
and intrafamily allocation solely by de- 
creasing the divorced payoff; the married 
payoff will be the same regardless of 
whether the intervening period has been 
spent exclusively in the nonmarket sector. 
In this second case working exclusively in 
the nonmarket sector involves no accumu- 
lation of marriage-specific human capital. 
Between these poles lies a continuum of 
cases in which marriage-specific capital 
and market capital both accumulate at 
nonzero rates. It is an unresolved and vir- 
tually unexplored empirical issue whether 

The bases for these comparisons are the payoffs 
that would be realized at a particular future date 
in each of the two states — remaining in the marriage 
and leaving it — if the individual had not worked ex- 
clusively in the nonmarket sector. The married pay- 
off refers to the total to be divided between the 
spouses; in a bargaining model the division of this 
total depends on the threat point (i.e., the divorced 
payoff). The “total to be divided between the 
spouses” is a problematic notion without special as- 
sumptions such as transferable utility. 
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working exclusively in the nonmarket sec- 
tor increases marital stability primarily by 
increasing marriage-specific capital, thus 
increasing the married payoff, or primar- 
ily by failing to increase market capital, 
thus decreasing the divorced payoff.*® 
Becker, Landes and Michael (1977, p. 
1152) also characterize children as mar- 
riage-specific capital “since one parent 
usually has much less contact with the 
children after dissolution.”®^ This charac- 
terization is misleading for two reasons. 
First, unlike marriage-specific capital, 
children do not disappear when a mar- 
riage dissolves; typically one parent or the 
other is granted custody of the children. 
The observation that one parent usually 
has much less contact with the children 
after dissolution suggests that children are 
like public goods within the marriage, not 
that they are marriage-specific capital. 
Second, like working exclusively in the 
nonmarket sector, children increase the 
payoff associated with remaining in a mar- 
riage and reduce the payoff associated 
with leaving it.** *® Hence, the presence 
of children affects both marital stability 
and intrafamily allocation through two 
distinct channels. The increased payoff as- 

Marriage-specific capital is, by definition, idio- 
syncratic to a particular marriage. The discussion 
could be generalized, however, to consider the role 
of human capital which is specific to the household 
sector but not to a particular marriage. This distinc- 
tion is analogous to that in the labor market literature 
between firm-specific and industry-specific human 
capital. 

Becker (1974, p. S23, fn. 36) notes that children 
“would be a specific investment if the pleasure re- 
ceived by a parent were smaller when the parent 
was (permanently) separated from the children.” 

" Poliak and Wachter (1975, p. 273-76) criticize 
the new home economics literature for failing to dis- 
tinguish between “household production processes" 
that produce observable and measurable commodi- 
ties and those that produce “satisfaction” or unmea- 
surable commodities such as “child services." 

“Utility payoEFs to each spouse in the event of 
dissolution are conceptually unambiguous. Utility 
payoffs to each spouse when the marriage remains 
intact presuppose a particular solution to the prob- 
lem of distribution within marriage. 


sociated with remaining in the marriage 
reflects the “productivity” of children as 
sources of satisfaction in the intact mar- 
riage. The reduced payoff associated with 
leaving reflects the role of children as 
“hostages. ”®’'®* 

The transaction cost approach suggests 
a number of empirically implementable 
research projects on allocation within the 
family — between husbands and wives, be- 
tween parents and children, and among 
children. Allocation between husbands 
and wives is difficult to investigate empiri- 
cally because of the pervasiveness of pub- 
lic goods within the household. Neglecting 
corner solutions, Becker’s altruism mod- 
el implies that the allocation between 
spouses depends on the sum of their re- 
sources, but not on each spouse’s individ- 
ual wealth, income, and earning power 
except as they affect this total: The al- 
truist’s utility function is maximized sub- 
ject to the family’s resource constraint. 
The transaction cost approach, like the 
bargaining models, suggests that the allo- 
cation between spouses depends system- 
atically on the individual wealth, income, 
and earning power of the spouses as well 
as on their sum. Although the transaction 
cost approach does not imply a specific 

Williamson (1983) discusses the use of hostages 
to lend stability to bilateral governance structures 
He argues that reciprocal selling arrangements and 
product exchanges among rival firms, practices usu- 
ally condemned as anticompetitive, under certain 
conditions may represent exchanges of hostages that 
facilitate socially beneficial trading. 

•* The hostage effect has two components. The first 
is psychological; Even if leaving a marriage with chil- 
dren entailed no financial obligations, leaving such 
a marriage would be different from leaving a child- 
less marriage. The second is financial; To the extent 
that parents retain child support obligations after 
leaving a marriage, the payoff to leaving a marriage 
with children is less than the payoff to leaving a child- 
less marriage. These costs may be magnified if there 
are “economies of scale in consumption” that are 
lost with dissolution. The financial effect on the pay- 
offs of the parents depends on the extent to which 
child support is borne by the state and how the por- 
tion of it not borne by the state is divided between 
the parents. 
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bargaining model, by viewing marriage as 
a governance structure which permits 
some flexibility while protecting the par- 
ties against the hazards of unconstrained 
bilateral bargaining, it does suggest that 
alternatives and threat points affect alloca- 
tion within marriage. 

Direct econometric implementation of 
any model of allocation within marriage 
depends on identifying and measuring 
goods, commodities, or activities desired 
by one spouse but not the other.®® For ex- 
ample, contributions of husbands and 
wives to their respective undergraduate 
colleges are likely to fall into this category. 
Or, if either or both spouses have children 
by previous marriages, then the consump- 
tion of these children or expenditures on 
their education are likely to be of more 
interest to the children’s parent than to 
the other spouse: An uncluttered case 
would be one in which a widow with chil- 
dren married a widower with children. 
Using data from a developing country, one 
might investigate whether the nutrition 
of a child in such a family depended only 
on the family’s total resources or whether 
those of the child’s parent had an indepen- 
dent effect on the child’s consumption. Us- 
ing contemporary U.S. data, one might 
investigate whether the educational at- 
tainment of a child dep>ended only on the 
new family’s total resources, or whether 
the resources of the child’s parent had a 
systematic, independent effect. Although 
the data needed to estimate models based 
on the transaction cost approach are diffi- 

*“ f^mpirical implementation need not be either di- 
rect or econometric. At least two other strategies 
are available. The first, which I have already dis- 
cussed, is indirect and focuses on the implications 
of the transaction cost approach for marital stability, 
labor force participation, or other variables for which 
data are widely available. The second is direct but 
non-econometric and usfes qualitative rather than 
quantitive evidence. Appealing to narrative case 
studies does not solve the problem of econometric 
implementation, but challenges the importance of 
doing so by implicitly raising the question of what 
types of evidence are admissible in economics. 


cult to obtain, in the long run data avail- 
ability is endogenous. Data collection by 
government agencies or by individual re- 
searchers — a practice less common in eco- 
nomics than in other disciplines — depends 
in large part on the apparent demand for 
such data by the research community. 

C. Social Exchange Theory 

Social exchange theory, a framework 
developed by sociologists and social histo- 
rians which draws heavily on economics, 
has been used to analyze a wide range 
of social phenomena, including intra- 
family allocation. 

Greven’s Four Generations (1970), a 
study of colonial Andover, explains the 
changing relationships between succes- 
sive generations in terms of changing eco- 
nomic opportunities and alternatives: 

With abundant land for themselves and their 
off-spring, the first generation established ex- 
tended patriarchal families, in which fathers 
maintained their authority over their mature 
sons, mainly by vsithholding control over the 
land from them until late in their lives The 
delayed marriages of sons testified to their pro- 
longed attachment to paternal families . . [p. 
268 ) 

Greven argues that age at marriage is a 
.sensitive indicator of the assumption of 
adult status and responsibility (pp. 31-32), 
that marriage required parental support 
(p. 75), and that the first-generation fa- 
thers retained legal control of their lands 
until their deaths (p. 78). In the middle 
decades of the eighteenth century, the 
fourth generation “married younger, es- 
tablished their independence more effec- 
tively and earlier in life, and departed 
from the community with even greater 
frequency than in earlier generations" (p. 
272). Many sons in the fourth generation 
acquired land from their fathers by deeds 
of gift or sale during the father’s lifetime, 
rather than by bequest at the father’s 
death (p. 241). 

Greven explains these changes in terms 
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generally consistent with a bargaining 
framework in which threat points (i.e., al- 
ternatives or opportunities) play a signifi- 
cant role: 

A combination of circumstances probably fos- 
tered the relatively early autonomy of many 
fourth-generation sons and encouraged their 
fathers to assume that their sons ought to be 
on their own as soon as possible. The rapid ex- 
pansion of settlements and the emigration of 
many third-generation .Andover men had am- 
ply demonstrated the opportunities which ex- 
isted outside Andover for those willing and able 
to leave their families and begin life for them- 
selves elsewhere The diminished landholdings 
of many families and the constantly rising 
prices of land in Andover during the first half 
of the century also put great pressure upon 
sons who wished to remain as farmers in And- 
over and made it imjjerative that many sons 
take up trades instead or move elsewhere for 
the land they needed [p. 222). 

If patriarchalisrn was not yet gone, it had 
been made less viable by the changing circum- 
stances, The earlier economic basis which had 
sustained the attempts by fathers to establish 
and to maintain their control and influence 
over the lives of their sons no longer was to 
be found among the majority of families living 
in Andover, Only the wealthy and only those 
with sons who were willing to accede to their 
fathers' wishes regarding the possession and 
ownership of the land could still consider them- 
sels'es to be patriarchs [p. 273). 

Anderson (1971) utilizes an explicit con- 
ceptual framework for analyzing the im- 
pact of urbanization and industrialization 
on family structure in nineteenth-century 
Lancashire. His framework is an elabora- 
tion of “social exchange theory,” which 
postulates that individuals engage in ex- 
change to maximize “psychic profit.”®® 
Anderson, however, stresses two consider- 
ations that exchange theory neglects: 
whether reciprocation is immediate or in 
the distant future, and whether reciproca- 
tion is certain or uncertain (p. 9). The ex- 

“The basic social exchange theory framework is 
borrowed from social psychology. The seminal works 
are George C. Homans (1961) and Peter M. Blau 
(1964); for an analytical survey and references to 
the literature see Anthony F. Heath (1976). 


change theory foundation of Anderson’s 
analysis is consonant with a bargaining ap- 
proach, and the two additional consider- 
ations he introduces, timing and uncer- 
tainty, suggest modifying social exchange 
theory in the same general directions as 
transaction cost analysis suggests modify- 
ing bargaining models. 

Anderson documents the effect of chil- 
dren’s employment opportunities on their 
relationships with their parents: 

. children’s high individual wages allowed 
them to enter into relational bargains with 
their parents on terms of more or less precise 
equality. If, as was usually the case, a bargain 
could be struck which was immediately favour- 
able to both parties, then all was well, and the 
relationship continued, though the degree of 
commitment to such a relationship must often 
have been low. If a better alternative was ob- 
tainable elsewhere the child could take it The 
contrast between the choice element in the.se 
relationships between urban children and their 
parents, and the situation in rural areas ... is 
very marked. In the rural areas even in the 
short run, child and father entered a bargaining 
situation with the child at a very considerable 
disadvantage, because the father had complete 
control over the only really viable source of 
income [pp. 131-32). 

Summarizing his findings, Anderson 
writes: 

. . one crucial way in which urban-industrial 
life in the nineteenth century affected family 
cohesion was by offering to teenage children 
wages at such a level that they were able to 
free themselves from total economic depen- 
dence on the nuclear family. Because norma- 
tive controls were weak and because housing, 
food, and other day to day necessities could 
be obtained on the open market, many could 
. . . live as well or better than they could with 
kin or parents. Some children did desert their 
families and I have presented some evidence 
which suggested that even where they did not 
do so many children were conscious of the exis- 
tence of this possibility and the alternatives it 
offered, and used it as a way of bargaining a 
highly independent relationship with their 
families [p. 134). 

Social exchange theory provides an ana 
lytical framework for sociology and social 
history which appeals strongly to econo- 
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mists; its appeal to sociologists and social 
historians is somewhat less powerful. For 
example, Michael Katz (1975), a social his- 
torian, contrasts Anderson’s work on nine- 
teenth-century Preston with his own anal- 
ysis of nineteenth-century Hamilton, 
emphasizing the narrowness of Ander- 
son’s exchange theory approach. He ar- 
gues that it “constricts the range of human 
motivation,” and “it assumes a greater de- 
gree of rationality than probably underlies 
ordinary behavior” (p. 302).®' 

D. The Case for Bargaining Models 

Even without the contracting prob- 
lems emphasized by the transaction cost 
approach, bargaining models would often 
be required to analyze intrafamily alloca- 
tion. There are three exceptions: (1) there 
is a family consensus on resource alloca- 
tion, (2) some “altruistic” family member 
has the power to choose an allocation from 
the negotiation set and impose his choice 
on the others, and (3) the negotiation set 
is a single point, so there is no surplus over 
which to bargain. Virtually any other cir- 
cumstances require a bargaining analysis 
to determine an equilibrium allocation 
within the negotiation set. 

The negotiation set corresponding to a 
particular marriage depends on the next- 
best alternative of each spouse. When the 
negotiation set is small, determining an 
equilibrium allocation within it becomes 
uninteresting; The well-being of each 
spouse is essentially determined by the 
negotiation set, not by bargaining within 
the marriage to determine an allocation 
within the negotiation set. In the limit, 
when the negotiation set shrinks to a sin- 
gle point, the well-being of each spouse 
is uniquely determined by his or her alter- 
natives outside the marriage.®* 

Katz also argues that Anderson’s theory “is not 
supported by the data in his book” (p. 302). 

** The limit is a limit for the marriage to continue. 
If the bargaining set is empty, the marriage will pre- 
sumably dissolve. 


A bargaining approach to intrafamily al- 
location is required because negotiatioh 
sets in ongoing marriages are often large 
and because intrafamily allocation caimot 
be resolved at the outset. ’The emergence 
of a surplus in ongoing marriages can be 
ascribed to the accumulation of idiosyn- 
cratic or marriage-specific capital or, 
more simply, to a random process in 
which marriages with empty negotiation 
sets dissolve while those with nonemp- 
ty negotiation sets continue. Because 
bounded rationality precludes complete 
long-term contracts which specify intra- 
family allocations under every possible 
contingency, intrafamily allocation must 
be dealt with in an adaptive, sequential 
way — in short, through bargaining. 

III. Conclusion 

Although the metaphor of household 
production can usefully be applied to a 
wide range of activities, the formal frame- 
work of the household production model 
is best suited to analyzing processes that 
combine household time and purchased 
inputs to produce well-defined and mea- 
surable outputs. The family’s role in many 
economic activities, however, is explicable 
not in terms of technology but of gover- 
nance. 

The transaction cost approach provides 
a new p>erspective on families and house- 
holds. Unlike the new home economics, 
which focuses exclusively on household 
production, it recognizes the importance 
of household organization and family 
structure. The transaction cost approach 
views marriage as a “governance struc- 
ture,” emphasizes the role of “bargaining” 
within families, and draws attention to the 
advantages and disadvantages of family 
organization in terms of incentives and 
monitoring, and to the special roles of “al- 
truism” and “family loyalty.” It also recog- 
nizes the disadvantages of family gover- 
nance; conflict spillover, the toleration of 
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inefficient personnel, inappropriate ability 
match, and inability to realize economies 
of scale. If activities are assigned to institu- 
tions in an efficient or cost-minimizing 
fashion, the balance of these advantages 
and disadvantages plays a major role in 
determining which acttvities are carried 
out within families and which are per- 
formed by firms, nonprofit institutions, or 
the state. 

A principal defect of the transaction 
cost approach is its failure to provide a 
structure for rigorous econometric inves- 
tigations. Developing such a framework 
requires incorporating the insights of the 
transaction cost approach into formal 
models and specifying such models in suf- 
ficient detail to permit estimation. The 
present essay repre.sents a first step to- 
ward that goal. 

Rkfkrences 

Akeblof, Georoe a. "The Market for Lemons': 
Quality Uncertainty and the Market Mechanism," 
Quart. J. Econ., Aug. 1970, S4{i), pp. 488-500. 
Alchun, Armen A. and Demsetz, Haroi,d. "Pro- 
duction, Information Costs, and Economic Organi- 
zation,” Amer. Econ. Rev., Dec. 1972, 62(5), pp. 
777-95. 

Anderson, Michael. Family structure tn nine- 
teenth century Lancashire. London; Cambridge 
U. Press, 1971. 

Arrow, Kenneth J. “Uncertainty and the Welfare 
Economics of Medical Care,” Amer. Econ Rev. 
Dec. 1963, 53(5), pp. 941-73. 

, AND Hahn, Frank, H. General competitive 

analysis San Francisco; Holden-Day, Inc., 1971. 
Banfield, Edward C. The moral basis of a back- 
ward society. Glencoe, IL; Free Press, 1958. 
Barnum, Howard N. and Squire, Lvn. A model 
of an agricultural household; Theory and evi- 
dence. Baltimore, MD; Johns Hopkins U. Press, 
1979. 

Becker, Gary S. “A Theory of the Allocation of 
Time," Econ. /., Sept. 1965, 75(299), pp. 493-517. 

"A Theory of Marriage; Part 1,” / Polit. Eicon., 

July /Aug. 1973, 81(4) pp. 813-46. 

“A Theory of Marriage; Part 11,” ]■ Polit. 

Econ., Mar. /Apr. 1974, 82(2), pp. SI 1-26. 

"Altruism, Egoism, and Genetic Fitness,” /. 

Econ. Lit, Sept. 1976, 14(3), pp. 817-26. 

A treatise on the family. Cambridge: Har- 
vard U. Press, 1981. 

; Landes, Eusabeth M. and Michael, Rob- 
ert T. "An Elconomic Analysis of Marital Instabil- 
ity,” / Polit Eicon., Dec. 1977, 85(6), pp. 1141- 
87. 


Benedict, Burton. “Family Firms and Economic 
Development,” Southwestern J. Anthro., Spring 
1968, 24(1), pp. 1-19. 

Ben-Porath, Yoram. "The F-Connection; Families, 
Friends, and Firms and the Organization of Ex- 
change," Population Devel. Rev., Mar. 1980, 6(1), 
pp. 1-30. 

“Economics and the Family — Match or Mis- 

matchP A Review of Becker’s A Treatise on the 
Family, " I Econ. Lit, Mar. 1982, 20(1), pp. 52- 
64. 

Binsw ANGER, Hans P. and Rosenzweig, Mark R. 
"Behavioral and Material Determinants of Produc- 
tion Relations in Agriculture." Research Unit, Ag- 
riculture and Rural Development Department, 
Operational Policy Staff, World Bank, Report No.; 
ARU 5, June 1982. Revised, Oct. 5, 1983. 

"Contractual Arrangements, Employment 

and Wages in Rural Labor .Markets; A Critical Re- 
view,” in Contractual arrangements, employment 
and wages in rural labor markets in Asia. Eds.. 
Hans P. Binswanger and Mark R. Rosen- 
zweig. New Haven: Yale U Press, 1984 
BlaCKSTONE, Sir William Commentaries on the 
laws of England Oxford. Clarendon Press, 1765. 
Blau, Peter M. Exchange and power in social life. 

NY: John Wiley & Sons, Inc , 1964 
Christensen, Laurits R.; Jorgenson, Dale W. 
and Lau, Lawrence J. “Transcendental Loga- 
rithmic Utility Functions," Amer Econ Ret’., June 
1975, 65(3), pp. 367-83. 

Clemhout, Simone and Wan, Henrv Y., Jr., 
"Symmetric Marriage, Household Deci.sion Mak- 
ing and Impact on Fertility." Working Paper No. 
1.52, Cornell U., Sept. 197'7. 

COASE, Ronald H. "The Nature of the Firm," Econ- 
omica, N.S., Nov. 1937, 4, pp. 386-405. 

Coul.SON, N. J. A history of I.damic law. Edinburgh; 

Edinburgh U. Press, 1964 
Davis, Peter. “Realizing the Potential of the Family 
Business,” Organizational Dynamics, Summer 
1983, pp. 47-56. 

Debreu, Gerard. Theory of value. An axiomatic 
analysis of economic equilibrium. NY; John Wiley 
& Sons, 1959. 

Demos, John and Boocock, Sarane Spence, eds. 
Turning points: Historical and sociological essays 
on the family. Amer. J. Soc., Supplement. 1978, 
84. 

Deolaukar. Anil B. and Vijverberg, Wim P. M. 
"The Heterogeneity of Family and Hired Labor 
in Agricultural Production; A Test Using District- 
Level Data from India," / Econ. Devel., Dec. 
1983a, 8(2), pp. 45-69. 

"Heterogeneity of Family and Hired Labor 

in Agriculture; A Test Using Farm-Level Data 
from India and Malaysia.” Economic Growth 
Center, Yale U., Discussion Paper No. 444, Sept. 
1983b. 

Easterun, Richard A.; Pollak, Robert A. and 
Wachter, Michael L. "Towards a More General 
Economic Model of Fertility Determination: En- 
dogenous Preferences and Natural Fertility,” in 
Population and economic change in developing 



Poliak: Transaction Cost and Families 


607 


countries. Ekl.; Richard A. EIasterlin. Chicago: 
U. of Chicago Press, 1980. 

Ehruch, Isaac and Becker, Gary S. “Market In- 
surance, Self-Insurance and Self-Protection,” / Po- 
lit. Eicon., July/Aug. 1972, 80(A), pp. 623-48. 

Eiposrro, John L. Women in Muslim family law. 
Syracuse: Syracuse U. Press, 1982. 

Fenoaltea, Stefano. “Slavery and Supervision in 
Comparative Perspective: A Model,” / Econ. Hist., 
Sept. 1984, 44(3), pp. 635-68. 

F0RSUND, Finn R.; Lovell, C. A. Knox and 
Schmidt, Peter. "A Survey of Frontier Produc- 
tion Functions and of Their Relationship to Effi- 
ciency Measurement," / Econometrics, May 1980, 
13(1), pp. 5-25. 

Fuchs, Victor R. How we live. Cambridge: Har- 
vard U. Press, 1983. 

Goldberg, Victor P. “Regulation and Adminis- 
tered Contracts,” Bell J. Econ., Autumn 1976, 7(2), 
pp. 426-48. 

Gould, William B. A primer on American labor 
law Cambridge MIT Press, 1982. 

Greven, Philip]., Jr. Four ffenerations: Population, 
land, and family in colonial Andover, Massachu- 
.•ielts. Ithaca, NY. Cornell U. Press, 1970. 

Griffen. Sally and Griffen, Clyde. “Family and 
Business in a Small City: Poughkeepsie, New York. 
1850-1880,” in Family and kin in urban commu- 
mties, 1700-1930. Ed.. Tamara K. Hareven. NY: 
New Viewpoints, 1977, pp. 144-63. 

Gbiliches, Zvi "Household and Pxionomy: Towards 
a New Theory of Population and Economic 
Growth- Comment,” /. Polit Econ, Mar. /Apr 
1974, 82(2, Part II), pp S219-21. 

Hannan, MichaelT "Families, Markets, and Social 
Structures- An Essay on Becker’s A Treatise on 
the Family," J Econ Lit., Mar. 1982, 20(1). pp 
6.5-72 

Hansmann, Henry H. "The Role of Nonprofit En- 
terprise,” Yale Law /. Apr, 1980, 89(5), pp. 835- 
901 

Hareven, Tamara K. “Family Time and Industrial 
T ime Family and Work in a Planned Corporation 
Town, 1900-1924,” in Family and kin in urban 
communities, 1700-1930. Ed.: Tamara K. Hare- 
ven NY. New Viewpoints, 1977a. 

— ed. Family and kin in urban communities. 
1700-1930 NY: New Viewpoints, 1977b 

- “The Dynamics of Kin in an Industrial Com- 

munity." in Turning points: Historical and siwio- 
logical e.ssays on the family. Fid.: John Demos 
AND Sarane Spence Boocock. Amer. J. Soc.. 
Supplement 1978, 84. pp. S151-82. 

Heath, Anthony F". Rational choice and stKial ex- 
change A critique of exchange theory. NY & Cam- 
bridge: Cambridge U. Press, 1976. 

Hirschman, Albert O. Exit, voice, and loyalty: Re- 
sponses to decline in firms, organizations and 
states. Cambridge: Harvard U. Press, 1970. 

Homans, George C. Social behavior. Its elementary 
forms NY: Harcourt Brace & World, 1961. 

Kaiai, FiHUD AND Smorodinsky, Meir. “Other So- 
lutions to Nash's Bargaining Problem,” Econome- 
trica. May 1975, 43(3). pp. 513-18. 


Katz, Michael B. The people of Hamilton, Canada 
West: Family and class in a mid-nineteenth-cen- 
tury city. Cambridge: Harvard U. Press, 1975. 

Kinkead, Gwen. “F'amily Business Is a Passion 
Play,” Fortune, June 30, 1980, pp. 70-75 

Klein, Benjamin; Crawford, Robert G. and Al- 
CHIAN, Armen A. “Vertical Integrabon, Appropri- 
able Rents, and the Competitive Contracting Pro- 
cess,” /. Law Econ., Oct. 1978, 2/(2), pp. 297- 
326. 

Kramer, Mark R. ‘The Role of Federal Courts in 
Changing State Law: The Employment at Will 
Doctrine in Pennsylvania,” U. of Penn. Law Rev., 
Dec. 1984, /33(1), pp. 227-64. 

Kuhn, Thomas S. The structure of scientific revolu- 
tions 2nd ed., enlarged Chicago: U. of Chicago 
Press, [1962] 1970. 

Landa, Janet T. “A Theory of the Ethnically Homo- 
geneous Middleman Croup: An Institutional Alter- 
native to Contract Law,”/ Legal Stud., June 1981, 
10(2), pp. 349-62 

Landa, Janet T. and Salaff, Janet W “The Socio- 
economic Functions of Kinship and Ethnic Net- 
works in Promoting Chinese Entrepreneurship in 
Singapore A Case Study of the Tan Kah Kee 
Firm. " Mimeo Oct 1982. 

Laslett, Peter assist, by Wall, Richard House- 
hold and family in past time. Cambridge: Cam- 
bridge U. Press, 1972. 

Luce, R. Duncan and Raiffa, Howard. Gomes 
and dect.nons. Introduction and critical survey 
NY John Wiley & Sons. 1957. 

Macneil, Ian R. ‘The Many Futures of Contracts,” 
Southern Calif Law Rev, May 1974, 47(3), pp. 
691-816 

"Contracts: Adjustment of Long-Term Fxni- 

nomic Relations under Classical, Neoclassical, and 
Relational Contract Law.” Northwestern O'. Law 
Rev, Jan / Feb. 1978, 72(6), pp 854-905 

The new social contract. An inquiry into 

modern contractual relations New Haven, CT. 
Yale U. Press, 1980 

Maine, Sir Henry Sumner. Ancient law Its con- 
nection with the early history of society and its 
relation to modern ideas. London- J. Murray. 
1861. 

Manser. Marilyn and Brown, Murray. “Mar- 
riage and Household Decision-Making: A Bargain- 
ing Analysis,” hit. Econ Rev.. Feb. 1980, 2/(1), 
pp. 31-44. 

McElroy, Marjorie B. The Joint Determination 
of Household Membership and Market Work: The 
Case of Young Men,”/. Labor Econ . forthcoming. 

McElroy, Marjorie B. and Horney, Mary J. 
“Nash-Bargained Household Decisions; Toward a 
Generalization of the Theory of Demand," Int 
Econ. Rev., June 1981, 22(2), pp. 333-49. 

Michael, Robert T. and Becker, Gary S. “On 
the New- Theory of Consumer Behavior,” Swedish 
/ Econ., Dec. 1973, 75(4), pp. 378-96. 

; Fuchs. Victor R. and Scott, Sharon R. 

"Changes in the Propensity to Live Alone- 19,50- 
1976," Demography, F'eb. 1980, /7(1). pp. 39- 
56, 



608 


Journal of Economic Literature, Vol. XXIII {June 1985) 


MuRRELX, Peter, "The Economics of Sharing; A 
Transactions Cost Analysis of Contractual Choice 
in Farming,” Bell J. Econ., Spring 1983, pp. 
283-93. 

Nash, John F. "The Bargaining Problem,” Econo- 
metrica, Apr. 1950, 28(1), pp. 155-62. 

Nerlove, Marc. “Household and E>;onomy: To- 
ward a New Theory of Population and E)conomic 
Growth,” y, Polit. Econ., Mar. /Apr. 1974, 83(2, 
Part II), pp. S200-18. 

Pauly, Mark. “Overinsurance and Public Provision 
of Insurance: The Roles of Moral Hazard and Ad- 
verse Selection,” Quart.]. Econ., Feb. 1974, 8/(1), 
pp. 44-62. 

PoiJAK, Robert A. and Wachteh, Michael L. 
“The Relevance of the Household Production 
Function and Its Implications for the Allocation 
of Time,” / Polit Eicon., Apr. 1975, 83(2), pp. 255- 
77. 

AND Wales, Terence J. "Estimation of Com- 
plete Demand Systems from Household Budget 
Data: The Linear and Quadratic Expenditure Sys- 
tem,” Amer. Econ. Rev., June 1978, 68(3), pp, 349- 
59. 

“Comparison of the Quadratic Expenditure 

System and Translog Demand Systems with Alter- 
native Specifications of Demographic Effects,” 
Econometrica, Apr. 1980, 48(3), pp. 595-612. 

Posner, Richard a. “Theories of Economic Regula- 
tion," Bell J. Econ. Manage. Set., Autumn 1974, 
5(2), pp. 335-58. 

"Anthropology and Economics," / Polit 

Econ., June 1980, 88(3), pp. 608-16. 

Rochford, Sharon C. “Symmetrically Pairwise- 
Bargained Allocations in an Assignment Market,” 
/. Econ. Theory, Dec. 1984, 34(2), pp. 262-81. 

Rosenzweig, Mark R. and Wolpin, Kenneth I. 
"Specific Elxperience, Household Structure and In- 
tergenerational Transfers: Farm Family Land and 
Labor Arrangements in Developing Countries,” 
Quart. J. Econ., forthcoming. 

Roth, Alvin E. Axiomatic models of bargaining. 
Lecture Notes in E)conomics and Mathematical 
Systems, No. 170. Berlin: Springer- Verlag, 1979. 

Rothschild, Michael and Stigutz, Joseph E. 
“Elquilibrium in Competitive Insurance Markets; 
An Essay on the Economics of Imperfect Informa- 
tion,” Quart, j. Econ., Nov. 1976, 90(4), pp. 629- 
40. 

Samuelson, Paul A. Foundations of economic anal- 
ysis. Cambridge: Harvard U. Press, 1947. 


“Social Indifference Curves,” Quart. J. Econ., 

Feb. 1956, 70(1), pp. 1-22. 

Simon, Herbert A. Models of mam Social and ra- 
tional. NY; John Wiley & Sons, 1957. 

Sticleh, George j. and Becker, Gary S. “De Gus- 
tibus Non Est Disputandum," Amer. Econ. Rev., 
Mar. 1977, 67(2), pp. 76-90. 

Summers, Clyde W. “Introduction. Individual 
Rights in the Workplace: The Employment-At- 
Will Issue," U. of Michigan J. Law Reform, Winter 
1983, 76(2), pp. 201-05. 

Tanner, Tony. Adultery in the novel. Contract and 
transgression. Baltimore, MD: Johns Hopkins U. 
Press, 1979. 

Vanek, Jaroslav. “Decentralization under Work- 
ers' Management; A Theoretical Appraisal,” Amer. 
Econ. Rev., Dec. 1969, 59(5), pp. 1006-14. 

Weitzman, LenoRE j. The marriage contract: 
Spouses, lovers and the law. NY: Free Press, 1981. 

Weyrauch, Walter O. and Katz, Sanford N 
American family law in transition. Wash., DC: 
The Bureau of National Affairs, 1983. 

Williamson, Ouveh E. Markets and hierarchies: 
Analysis and antitrust implications. NY: Free 
Press, 1975. 

"Franchise Bidding for Natural Monopo- 
lies — in General and with Respect to CATV,” Bell 
J. Econ., Spring 1976, 7(1), pp. 73-104. 

“Transaction-Cost Economics: The Gover- 
nance of Contractual Relations,” J. Law Econ., 
Oct. 1979, 22(2), pp. 223-61. 

"The Modern Corporation; Origins, Evolu- 
tion, Attributes,” / Econ. Lit, Dec. 1981, 79(4), 
pp. 1537-68. 

“Credible Commitments: Using Hostages to 

Support Exchange," Amer. Econ. Rev., Sept. 1983, 
73(4), pp. 519-40, 

Wilson, Charles A. "A Model of Insurance Mar- 
kets with Incomplete Information,” / Econ. The- 
ory, Dec. 1977, 76(2), pp, 167-207. 

“The Nature of Equilibrium in Markets with 

Adverse Selection,” Bell J. Econ., Spring 1980, 
77(1), pp 108-30. 

Winston, Gordon C. The timing of economic activ- 
ities: Firms, households, and markets in time-spe- 
cific analysis. Cambridge: Cambridge U. Press, 
1982, 

Witte, Ann D.; Tauchen, Helen V. and Long, 
Sharon K. "Violence in the Family; A Non-ran- 
dom Affair." Working Paper no. 89. Dept, of E)con., 
Wellesley College, Oct. 1984, 



Reviews 


Journal of Economic Literature 
Vol. XXIII (June 1985), pp. 609-670 


Book 

000 General Eeonomies; Theory; 

History; Systems 

020 General Economic Theory 
Keynes’s economics and the theory of value 
and distribution. Edited by JOHN Eatwell 
AND Murray Milgate. New York: Oxford 
University Press, 1983. Pp. 294. $9.95. ISBN 
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This collection of papers, edited and given 
shape by John Eatwell and Murray Milgate in 
their introductory essay, boldly sets forth the 
claim of the SrafiBans that theirs is the only 
correct approach to follow in developing a core 
body of economic theory. The argument the 
papers make is a three-sided one. 

One thrust of the papers is to argue for an 
interpretation of The General Theory which 
would make the SraflEians legitimate heirs to 
Keynes. To sustain this part of their argument, 
the authors need to demonstrate that the 
model developed by Keynes in The General 
Theory applies in the long run and not, as is 
commonly thought, only in the short period. 
It is largely Eatwell who, in the seventh of 
the 15 papers, carries forward this part of the 
argument — though several of the others, in 
particular Caregnani, Milgate and Kenway, 
also touch on Keynes’ contribution. The point 
Eatwell makes is that if Keynes had merely 
shown the possibility of less than full employ- 
ment in the short period, he could hardly claim 
to have said anything new. Keynes’ real contri- 
bution was, in fact, to show that the economy 
could remain at less than full employment as 
a long-run equilibrium condition, that is, with- 
out any tendency for the amount of unemploy- 
ment to fall — and Eatwell cites several pas- 
sages from The General Theory as evidence 
that this is what Keynes meant to demonstrate. 

In my view, it is members of the dominant 
neoclassical school who, by construing Keynes' 
model to be applicable only in the short run, 
have confused the issue — and indeed have 


even succeeded in convincing themselves that 
Keynes contributed nothing new to econom- 
ics. This procedure has enabled them to dismiss 
the problem of unemployment as merely an- 
other of the many imperfections to which a 
market economy is subject in the short run — 
though not, of course, in the long run when 
there is sufficient time for all the necessary 
adjustments to take place. 

Unfortunately, according to Eatwell, Keynes 
himself is partly to blame for this unhappy state 
of affairs. By adopting the Fisherian theory of 
investment as his own, he left the door open 
for an interpretation of The General Theory 
along orthodox lines, based on the neoclassical 
theories of value and distribution. It is here 
that the Sraffian critique, as part of the more 
general Cambridge (England) assault on the 
orthodox capital theory, offers a way out of the 
current impasse in economics. It not only sev- 
ers the only link between the Keynesian long- 
period analysis and the orthodox theory of 
value, it also suggests an alternative theory of 
value to take its place. This leads to the second 
side of the argument. 

The collection under review is, above all, 
an attack on the dominant neoclassical theory, 
on the grounds that it lacks a cxiherent theory 
of value — one which can, at the same time, 
account satisfactorily for the phenomenon of 
less than full employment in the long run. On 
the one hand, as Eatwell and Milgate point 
out in their introductory essay, the “neoclassi- 
cal theory is logically incapable of determining 
the long-run equilibrium of the economy and 
the associated general rate of profit whenever 
capital consists of more than one reproducible 
commodity.” Since without being able to de- 
termine the general rate of profit it is not possi- 
ble to determine relative prices, “the neoclassi- 
cal proposition that equilibrium prices are 
determined by demand and supply (or, more 
generally, by the competitive resolution of in- 
dividual utility maximization subject to con- 
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straint) is also deprived of its logical founda- 
tion . . (p. 5), The same, however, is not 

true of the alternative theory of value derived 
from the classical economists and first given 
its modern exposition by SraflFa. Within that 
framework, prices can be determined inde- 
pendently of the level of output, and indeed 
independently of demand conditions, once one 
of the relevant distributional variables, such 
as the rate of profit, is given. Thus, the Sraffian 
theory of value, unlike the orthodox neoclassi- 
cal theory, is not logically flawed. 

Secondly, the orthodox neoclassical theory 
has great difficulty in accommodating long-run 
unemployment within its theoretical frame- 
work. Indeed, it has become necessary to pos- 
tulate a sequence of “temporal equilibria,” 
diflerent from the economy’s long-run 
equilibrium position, so as to allow for the pos- 
sibility of persistent unemployment within a 
neo-Walrasian general equilibrium frame- 
work. This expedient, however, means that the 
rate of profit will not necessarily be uniform 
across industries and thus it represents a funda- 
mental departure from the way the term equi- 
ibrium has traditionally been used in eco- 
nomic analysis. In contrast, the Sraffian model 
need only incorporate Keynes’ argument 
ibout the possibility of less than full employ- 
ment in the long run. This it can do while still 
lolding to a uniform rate of profit as the basis 
or determining the economy’s long-run equi- 
ibrium position, or "center of gravity.” 

While the collection is primarily directed at 
he dominant neoclassical school, it also seeks 
o establish the preeminence of the Sraffians 
imong the post-Keynesian critics of that 
:hool. This, in fact, is the third thrust. By im- 
>lication, other post-Keynesians are criticized 
or relying on the same imperfectionist argu- 
nents which have been used to undermine 
leynes’ basic message and for lacking a rigor- 
ous analysis of what determines long-run 
alues. Magnani, in his essay on "Keynesian 
undamentalism,” is the one who largely car- 
ies forward this part of the argument, but it 
also reflected in Eatwell and Milgate’s intro- 
uction and in Schefold’s paper on "Kahn on 
falinvaud.” (Kahn’s paper, criticizing Malin- 
aud, is also included.) 

Each of the three sides to the argument is 
>en to separate challenge. As for the first 


thrust, while it is clear that a strong case can 
be made for viewing The General Theory as 
providing an explanation for less than full em- 
ployment in the long run — and indeed the pa- 
pers are quite persuasive in making that case — 
other passages can be cited in support of the 
argument that Keynes’ model is essentially a 
cyclical one. The fact is that The General The- 
ory, like any classic work, lends itself to many 
different interpretations, including some that 
are not consistent with one another. 

As for the critique of the neoclassical theory 
of value, while it is certainly a serious defect 
of the orthodox approach that it cannot encom- 
pass heterogeneous capital inputs, the ap- 
proach advocated in this volume has limita- 
tions which are perhaps no less serious. F'or 
example, some models within this tradition ab- 
stract from growth and technical progress in 
the same way the orthodox theory does. (For 
a post-Keynesian model not subject to this criti- 
cism and thus for a model more useful in oppos- 
ing the orthodox theory of value, see Pasinetti 
1981.) 

As for the “Keynesian fundamentalists.” 
while they can certainly be criticized for deny- 
ing the need for any long-period analysis — just 
as the Sraffians can be criticized for eschewing 
any short-period analysis — still it is hardly fair 
to group them with the defenders of the neo- 
classical synthesis on the grounds that they 
base their analysis on a similar “imperfection- 
ist” argument. The fact is that the Sraffians and 
the "Keynesian fundamentalists” are simply 
describing different parts of the same beast. 

What is perhaps least convincing about this 
collection, however, is its implicit assumption 
that, in order to supplant the dominant neo- 
classical theory, it is necessary (and sufficient) 
to develop an alternative which can be shown 
to be more coherent. I suspect that it is on 
the basis of explanatory power, rather than co- 
herence alone, that the neoclassical theory will 
eventually be rejected by the majority of econ- 
omists. 

Alfred S. Eichner 

Rutgers University 
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Modern macroeconomic theory. Edited by 
Jean-Paui, Fitoussi. Totowa, NJ: Barnes & 
Noble Books in cooperation with the Euro- 
pean University Institute, Florence, 1983. 
Pp. viii, 209. $29.95. ISBN 0-389-20411-0. 

JEL 84-0654 

It is a commonplace among economists to- 
day to deplore the disarray and turmoil in mac- 
roeconomics. Macroeconomic reality of the last 
fifteen years has clearly exposed the inade- 
quacy of the neoclassical synthesis for under- 
standing the dynamics of price inflation and 
unemployment. Many view the breakdown of 
the Phillips curve as proof of the dangers of 
basing macroeconomic generalizations on em- 
pirical regularities without adequate micro- 
theoretical foundations. Dissatisfaction with 
macro theory has produced a rejuvenation of 
theoretical activity in macroeconomics. Most 
of the new macro theorists start from the com- 
mon ground, not of Keynes, but of general 
equilibrium theory. They are modifying this 
theory in various ways to explain situations that 
do not fit its precise assumptions. 

This conference volume of nine papers offers 
an overview and sampling of new theoretical 
work. Jean-Paul Fitoussi’s introductory chapter 
provides an excellent analysis and summary 
of the theoretical revival in macroeconomics. 
He asserts that there are two axioms common 
to all of this work; that macroeconomics must 
have microeconomic foundations and that gen- 
eral equilibrium models make explicit their mi- 
cro foundations and can also yield macroeco- 
nomic propositions. Implicit in these axioms 
is a view that rational behavior is the absolute 
criterion of evaluation. Fitoussi classifies the 
recent modifications of the general equilib- 
rium model under temporary competitive 
equilibrium, non-Walrasian equilibria, either 
with fixed or endogenous prices, and Walrasian 
equilibrium with rational expectations. He crit- 
ically discusses recent theoretical work in each 
of these areas. 

In two of the most interesting papers, John 
Hicks and Axel Leijonhufvud look back to the 
IS-LM framework and ask why it has proved 
less than satisfactory. Their answers are quite 
different, Hicks, accepting the WaJrasian 
framework, is concerned with the time period 
that is assumed and with questions such as how 


liquidity preference can be reconciled with the 
continuous stock equilibrium of the LM curve. 
Leijonhufvud rejects the Walrasian equilib- 
rium and pictures a process of sequential deci- 
sions made in various states of missing infor- 
mation. In his view, IS-LM implies hidden 
assumptions about this process and has misled 
us in our analysis of several important ques- 
tions. 

Non-Walrasian fixed-price models treat dis- 
equilibrium situations in which markets do not 
immediately clear. Edmond Malinvaud, in an 
elegantly simple model, looks at some of the 
long-run implications of sticky prices, examin- 
ing their effects on the growth process. Panayo- 
tis Korliras considers the short-run multiplier 
effects of a range of responses to disequilibrium 
prices, depending on exp>ectations of the per- 
manence of the disequilibrium. 

Few of our short-run models meet the crite- 
ria of a full general equilibrium model, even 
with flexible prices and efficient markets. In 
the most abstract model of the book, Christo- 
pher Bliss derives a concept of consistent tem- 
porary equilibrium, which reconciles agents’ 
differing expectations and behavior in the ab- 
sence of forward markets with the assumption 
of perfect substitutability among assets. Oliver 
Hart, extending some of his earlier work, de- 
velops a model of imperfect competition that 
generates what he describes as Keynesian fea- 
tures, such as unemployment. These are inter- 
esting features in a model of perfectly flexible 
prices, but they are hardly Keynesian, for un- 
employment is always voluntary, regarded by 
workers as preferable to the low wage that 
would be required to clear the labor market. 

Rational expectations are often associated 
with Walrasian equilibrium models, such as the 
model by John Boschen and Herschel Gross- 
man. The model is standard, except that it in- 
corpmrates preliminary money data, yielding 
an empirically testable equation. Their empiri- 
cal work, reported elsewhere, contradicts the 
model’s conclusion that systematic monetary 
policy carmot affect output. They take this as 
evidence that equilibrium models are inappro- 
priate for macroeconomic analysis. Finally, 
Ezio Tarantelli develops an intriguing model 
of a Phillips curve that is based on expected, 
rather than actual, unemployment. He shows 
how this stable Phillips curve can be consistent 
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with an unstable standard Phillips curve, based 
on actual unemployment, when actual and ex- 
pected levels differ. 

This book is unusually cohesive for a confer- 
ence volume, due both to the selection of 
papers and to Fitoussi’s substantial survey. 
Fitoussi concludes hLs overview with a 
provocative evaluation of the new macroeco- 
nomic theoretical work. He points out that its 
common ground in the general equilibrium 
model limits the questions that can be asked. 
Perhaps, he says, the microeconomic founda- 
tions of macroeconomics are not the only, or 
even the most important, issue. Are there some 
purely macroeconomic properties of the sys- 
tem that have their own logic, not based on 
microeconomics? Should we try approaching 
the General Theory without a Walrasian 
guide? 

For the most part, these papers are tentative 
explorations or extensions of earlier work, and 
the authors make no claims for major break- 
throughs or great conclusions. The papers are 
all of high quality and, while they are only a 
small selection from the theoretical revival in 
macroeconomics, they do provide a broad sam- 
pling. Combined with Fitoussi’s overview, they 
give a fair idea of the type and direction of 
new theoretical developments in macroeco- 
nomics. Fitoussi is to be complimented for or- 
chestrating an excellent collection. 

Polly Reynolds Allen 
University of Connecticut 

Individual forecasting and aggregate out- 
comes: “Rational expectations” examined. 
Edited by Roman Frvdman and Edmund 
S. Phelps. Cambridge, New York and Syd- 
ney: Cambridge University Press, 1983. Pp. 
ix, 238. $37.50. ISBN 0-521-25744-1. 

JEL 84-0656 

The most basic paradigm in economics is 
that economic agents do the best they can with 
what they have. It is not difficult, then, to per- 
suade economists that economic agents moke 
the best use of the information they have. This 
explains why over the past decade economists 
have come increasingly to accept the rational- 
expectations hypothesis. This acceptance, how- 
ever, may have been premature because 
economic agents that optimally use the infor- 
mation available to them may not have rational 


expectations as convenbonally modeled. The 
nine papers in the Frydman/ Phelps volume 
investigate the extent to which the rational- 
expectations hypothesis is indeed a corollary 
of the basic paradigm. 

The fundamental reason why rational expec- 
tations may be irrational is that economic 
agents operating in decentralized markets may 
find it prohibitively exf>ensive to learn the ob- 
jective probability laws governing the aggre- 
gate endogenous variables on which they 
would like to condition their own decisions. 
Each of the papers investigates some aspect 
of this problem. 

An excellent paper by Edmund Phelps 
points out an important aspect of this problem. 
Consider an economy composed of a large 
number of decentralized markets. The eco- 
nomic agents in each of the markets have ex- 
tensive information about their own market 
but have not found it profitable to know much 
about other markets and, by extension, the 
economy as a whole. These agents find it neces- 
sary to form expectations about the future 
course of the economy, but each of them knows 
that his expectations will differ from the expec- 
tations formed in the other markets. It is there- 
fore possible for economic agents on average 
to think that their expectations differ from the 
average of expectations in the economy. For 
example, each person can expect inflation to 
be low while simultaneously thinking that oth- 
ers on average expect inflation to be high. The 
reason, of course, is that learning what every- 
one else expects is prohibitively expensive. 
When the average of expectations can differ 
from what economic agents on average think 
the average of expectations is, the conven- 
tional method of modeling rational expecta- 
tions yields incorrect predictions. 

A fine paper by George Evans establishes 
two interesting propositions. First, if any negli- 
gible economic agent conjectures that all other 
(negligible) economic agents agree on and 
have rational expectations, that economic 
agent will find rational expectations optimal, 
too. Second, if the economic system satisfies 
a stability condition, a tlltonnement process 
will lead to convergence of any conunon set 
of expectations to rational expectations. Note 
that Evans’ paper does not establish that eco- 
nomic agents must eventually have common 
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expectations or that these must eventually con- 
verge to rational expectations in a real-time 
dynamic system. It only suggests that these 
stronger propositions may be true. 

An elegant paper by Margaret Bray estab- 
lishes that rational expectations can arise in a 
real-time dynamic model from myopic learn- 
ing. The demonstration is in a very simple 
model; hence one may not be able to extend 
the proposition to more complicated econo- 
mies. 

The paper by Robert Townsend is rich in 
results. It discusses each of the issues men- 
tioned above as well as the issue of how eco- 
nomic agents can learn. Because of the large 
number of issues discussed, the treatment of 
each is necessarily cursory. Nevertheless, this 
is a fine paper. 

The paper by Axel Leijonhufvud is a wide- 
ranging discourse on the history of macroeco- 
nomic thought. It discusses at length how econ- 
omists have modeled expectations. There are 
many insights in this paper. 

To conclude, several of the papers are well 
worth reading. My favorites are those by 
Phelps, Evans, Bray and Townsend. I recom- 
mend the book to economists interested in ra- 
tional expectations for their own reading and 
for required reading in the graduate courses 
that they teach. 

Paul Evans 

University of Houston 

Prices, wages and business cycles: A dynamic 
theory. By BURTON H. KLEIN. New York, 
Oxford, Toronto, Sydney, Paris and Frank- 
furt: Pergamon Press, 1984. Pp. xx, 199. 
$29.50. ISBN O-OB-030 126-6. JEL 84-0660 
Professor Klein, after an interval of seven 
years, has produced a companion volume to 
his Dynamic Economics of 1977. As one would 
expect, the underlying themes and proposi- 
tions are the same and they are, essentially, 
three: 

First, equilibrium in microeconomics must 
be rendered dynamic by introducing the pro- 
cess of absorption of new technologies. 

Second, the pace of technological absorption 
is determined by the average propensity to 
engage in risk taking (PERK); and this propen- 
sity is a function of the degree of competition 
a firm confronts. Risk with respect to new tech- 


nologies consists not only in the possibility of 
failure but also the consequences of not absorb- 
ing new technology in the face of competition 
or feared competition. The latter anxiety is an 
important instrument for raising PERK; that 
is, the “hidden foot” rather than merely the 
profit enticements of the hidden hand help de- 
termine the pace of technological progress and 
productivity increase. 

Third, the macro-performance of an econ- 
omy can not be understood without examining 
the pace of technological change (and degree 
of competitive pressure) in its major sectors. 

For two centuries — since The Wealth of Na- 
tions — mainstream economics has dealt poorly 
with technological change; and the excessive 
separation of macro- and microeconomics is 
clearly a major weakness in contemporary the- 
ory. Professor Klein is, evidently, addressing 
himself to major issues. 

He describes his earlier study as "economic 
poetry,” although it included some illuminat- 
ing case studies. The present volume is more 
systematically empirical. It centers on an anal- 
ysis of price, wage, productivity, and output 
changes in 387 industries, broken down under 
four-digit SIC classification. The period cov- 
ered is 1959-1979; and a good deal of the anal- 
ysis compares behavior in the 1960s with that 
in the 1970s. 

The industries are grouped in four categories 
with respect to their price behavior relative 
to average price movements over the whole 
period examined. A industries exhibited the 
lowest, D the largest relative price increase; 
and these movements were associated, as we 
would exjject, with greater and lesser rates of 
productivity increase. More interesting, the 
author associates favorable and unfavorable 
shifts in the relative price-productivity perfor- 
mance of industries, as between the 1960s and 
1970s, with intensified or reduced foreign com- 
petition. Moreover, wage restraint appears as- 
sociated with price restraint and the degree 
of competitive pressure on the industry. Fi- 
nally, Professor Klein examines the impuict on 
business cycles of “deadweight drag" which 
“occurs when a relatively few industries gener- 
ate supply shocks for a wide variety of indus- 
tries, thereby exposing the latter to a continu- 
ing series of artificial shortages” (p. 113). He 
attributes deadweight drag in the 1970s pri- 
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marily to large increases in the cost of steel 
and energy inputs. 

The book closes with a set of pungent policy 
recommendations mainly designed to maxi- 
mize dynamic competition and minimize the 
“private welfare state"; that is, the creation 
by public authorities of “a safety net for impor- 
tant industries which are unable to withstand 
the rigors of competition" (p, 161). 

This brief summary can not do justice to the 
vivid and lively way Professor Klein expounds 
his argument. He breaks off from time to time 
to illustrate with particular cases the dynamic 
sequences he is analyzing; and these asides are 
often more persuasive than his statistical cor- 
relations and scatter diagrams. He has created 
a simple, powerful dynamic system by relating 
the intensity of competition to the pace of 
technological change; he evidently has had a 
lot of fun elaborating the system and his enthu- 
siasm is infectious. 1, for one, am not only sym- 
pathetic to his effort to bring technological 
change to the center of the stage in microeco- 
nomics and to link micro- and macroeconomics 
but I al.so have no doubt that there is an impor- 
tant strand of truth in his central proposition. 
Stripped of its theoretical refinements and sta- 
tistical apparatus, his proposition is that intense 
price competition is a powerful stimulus to 
technological innovation and wage discipline. 

But as often happens in the social sciences, 
the author pushes the system he has created 
too far. For example, he attributes the marked 
deceleration of productivity increase in the 
second half of the 1960s wholly to the fact that 
“a number of industries found that they could, 
with impunity, raise their prices three times 
as rapidly as prices in manufacturing as a 
whole” (p, 26). The production climacteric of 
the mid-1960s was much more complex a phe- 
nomenon than that. It was, in the first place, 
international, with capital-output ratios rising 
throughout the OECD world. It was certainly 
affected by the cessation of the relative price 
decline for basic commodities which had oper- 
ated from 1951 to 1964. And it was, in my 
view at least, linked to the wholly natural de- 
celeration in the postwar leading sectors; e.g., 
motor vehicles, television, plastics, synthetic 
fibers. 

More generally. Professor Klein’s rigorous 
linking of the degree of competition, the 


strength of PERK, and the pace of technologi- 
cal and productivity advance drives him, some- 
what uneasily, to the conclusion that techno- 
logical and productivity potentialities are more 
or less constant through time and among sec- 
tors. His apparatus simply does not capture the 
large but decelerating technological potentiali- 
ties available in the immediate postwar years 
nor the emergence in the rnid-1970s of a burst 
of powerful new innovations centered on mi- 
croelectronics, genetic engineering, new in- 
dustrial materials, etc. It also denies him a criti- 
cally important element in explaining the 
higher rates of productivity growth in postwar 
Western Europe and Japan than in the United 
States; namely, the larger backlog of unapplied 
technologies available, notably in durable con- 
sumers goods, motor vehicles, and related in- 
put industries. Moreover, PERK is not solely 
determined by the intensity of competition. 
In the face of inten.sified competition some en- 
trepreneurs rise to the challenge, others— for 
social, p.sychological, or whatever reasons — col- 
lapse. 

In short, there is a lot more to dynamic eco- 
nomics than Professor Klein s volume encom- 
passes — and a lot more to the role of tech- 
nology in the postwar world economy. 
Nevertheless, he has written an original and 
important study in an area whose importance 
is matched only by the neglect accorded it in 
contemporary mainstream economics. 

W. W. ROSTOW 
University of Texas at Austin 

Free market conservatism; A critique of theory 
and practice. Edited by Edward J. Nei.l. 
London, Boston and Sydney: Allen & Un- 
win, 1984. Pp. vi, 263. $27.50, ISBN 
0-04-330339-0, hbk; $10.95, ISBN 0-04- 
330340-4, pbk. JEL 85-0023 

This book proposes to discuss the theory and 
practice of the programs of free market conser- 
vative economics which have recently suc- 
ceeded to some degree in capturing electoral 
or other means of approval. The overall thrust 
and individual contributions of the book are 
from a Left-Keynesian-Marxian point of view. 

In the Introduction, Robert Heilbroner dis- 
cusses the gestalts underlying conservative and 
radical views of capitalism and argues that 
modern or "neo” conservatism has embraced 
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an “economistic” ideology that fails to appreci- 
ate the classic conservative arguments of those 
such as Schumpeter and reduces social analysis 
to a vulgar materialism that rivals the worst 
of that type of thinking produced on the Left. 

The “Theory” section of the book consists 
of chapters on supply-side economics by Rose- 
mary Kinder and on monetarism by Edward 
Nell and Alex Azarchs; a chapter on rational 
expectations with sections written by Jan Kre- 
gel, Bob Cherry, Pat Clawson, James Dean, 
and Jagdish Handa; and a chapter by Nell on 
Gary Becker’s A Treatise on the Family (1981), 
as an example of application of conservative 
economic theory to social policy issues. In gen- 
eral, the criticisms put forth in this section rely 
too much on the authors’ own particular ideas, 
which often are not the strongest nor the most 
straightforward criticisms. If the book is read 
by persons unsympathetic to the new conser- 
vative economics, they may find some ideas 
that provoke thought, but they will not get 
the thorough compendium of critique and 
counterargument they may be seeking from 
such a work. Those who are sympathetic to 
the conservative platform may feel that in 
many instances the point was missed. An ex- 
ception to this is Kregel’s interesting article 
on monetary equilibrium. 

The section on “Practice” consists of chap- 
ters on Reaganomics by Teresa Amott, on 
Thatcherism by Geoffrey Hodgson, and on the 
recent history of the Chilean economy by An- 
tonio Schneider as well as Nell’s conclusions 
to the book. The interesting question here is 
why the free market conservative p)olicies have 
come to be so widely appreciated and applied, 
even in the face of apparent failure. Both 
Amott and Hodgson mention the previous 
poor performance of mainstream Keynesian- 
ism. They point out that the underlying neo- 
classical- Keynesian model (Amott) and classical 
liberal ideology (Hodgson) of mainstream eco- 
nomics and political science always upheld the 
optimality, or at least desirability, of the free 
market. If market-plus-government was not 
working, one could conclude that government 
should be Jettisoned. Nell feels that business 
interests want to eliminate the state machinery 
that might interfere with capital mobility and 
other prerogatives of business and that there 
is still enough of a frontier mythology in the 


West to make such freedoms seem appealing. 
Schneider notes that in Chile, ironically, it took 
government intervention to create the free 
market. All of the authors bring out the impor- 
tance of divisions within capitalist interests, 
and Hodgson and Schneider point out that 
while business in general has suffered under 
Thatcher and Pinochet, finance has done bet- 
ter. Amott discusses the importance of devel- 
oping a growth-oriented version of laissez-faire 
for Reaganomics to attract the votes of work- 
ers. 

As to the jjerformance of the conservative 
models, the authors all relate the success 
against inflation to pressure on wages caused 
by massive unemployment. Hodgson and 
Schneider note explicitly the lack of corre- 
lation between money supply growth and 
price level changes in Britain and Chile. 

In general, the argument of the book pro- 
ceeds by the method of flinging any number 
of darts at the conservative position. This works 
better in “Practice” than in “Theory.” Perhaps 
it is wrong to ask for an overall systematic cri- 
tique in a collection like this. However, as one 
of my more insightful teachers once said, too 
many criticisms are the same as not enough 
in that they indicate that we have not found 
what is essentially wrong. 

In his piece, Kregel pwints out that rational 
expectations and John Maynard Keynes’ eco- 
nomics may have a point in common, i.e., that 
policy-maintained full employment and price 
stability are not compatible. Kregel cites Joan 
Robinson (1937), but the idea also harks back 
to Michal Kalecki’s “Political Asf>ects of Full 
Employment” (1971 [1943]). There Kalecki 
argued that even though a booming econ- 
omy was good for business as well as labor, 
Keynesian policies would not be used to main- 
tain full employment, since in such a climate 
labor discipline would break down and infla- 
tion would break out with nothing to hold the 
lid on wage and price increases. Big business 
and rentier interests would unite to advocate 
tightening up on p»olicy, “and they would prob- 
ably find more than one economist to declare 
that the present situation was manifestly un- 
sound” (Kalecki 1971, p. 144). 

In the concluding chapter, Nell says that the 
error common to all the conservative schools 
is the failure to appreciate the importance of 
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effective demand. Keynes’ General Theory 
(1936) then may have already provided the cri- 
tique of free market conservatism, and Kaiecki 
may have pointed out the problem Keynes’ 
economics would encounter. Perhaps organiz- 
ing this book around Keynes and Kaiecki ver- 
sus free market conservatism might have been 
a better way to present the flaws in conserva- 
tive economics and the reasons for its new- 
found popularity. 

Tracy Mott 

University of Colorado. 

Boulder 

Refehe.vces 

Becker. Gary S. A treatise on the family. Cam- 
bridge, MA: Harvard U. Press. 1981 
K.ALECKI, Michal. “Political aspects of full employ- 
ment," in Selected essays on the dynamics of the 
capitalist economy 1 933- J 970. Cambridge; Cam- 
bridge U. Press, [1943] 1971. 

Keynes, John Maynard. The general theory of em- 
ployment, interest, and money. NY fit London: 
Harcourt Brace Jovanovich, 1936. 

Robinson, Joan. Essays on the theory of employ- 
ment. London: Macmillan, 1937. 

Choice and consequence. By Thomas C. 
SCHELLING. Cambridge, MA and London; 
Harvard University Press, 1984. Pp. xi, 363. 
$20.00. ISBN 0-674-12770-6. JEL 84-0669 
This book gathers fifteen essays, all except 
one previously published between 1965 and 
1983. They cover a wide range of topics, from 
self-control to arms control, abortion to the 
right to die, free markets to organized crime, 
zero-sum games to nuclear weapons. The book 
offers an insightful analysis, supported by de- 
tailed observations on mental processes, of the 
concept of rationality, sophisticated applica- 
tions of conventional economic theory to un- 
conventional economic and noneconomic 
problems, and of game theory to a variety of 
conflict situations. It will be of interest to psy- 
chologists, political scientists, philosophers, 
economists and, I suspect, to everyone else. 

‘"The human mind is something of an embar- 
rassment to certain disciplines, notably eco- 
nomics, decision theory and others that have 
found the model of the rational consumer to 
be powerfully productive” (p. 342). Although 
Schelling is willing to acknowledge the useful- 


ness of the idealized homo economicus of our 
textbooks and journals, a paradigm that he 
himself fully exploits in several of the essays, 
he can also be sharply critical of the rationality 
assumptions underlying it. If each individual 
can be accurately described in terms of a com- 
plete, reflexive and transitive preference rela- 
tion, how should we account for such phenom- 
ena as: 

people’s regarding themselves as problems of 
discipline, control or motivation and taking mea- 
sures; to insulate themselves against stimuli, to 
disable themselves with respect to actions, to 
change the rewards and penalties they attach 
to behaviors, to submit to the control of others, 
and to surrender the power to decide for them- 
selves on occasions when, their internal mecha- 
nisms having changed or become susceptible of 
alteration, they would make a decision that now 
they deprecated [p. 68]. 

Schelling convincingly argues for the practi- 
cal importance of such behavior, and suggests 
that understanding them should involve mod- 
eling each individual as an arena where several 
competing selves vie for control, alternatively 
taking command of the individual’s prefer- 
ences and decisionmaking processes. “ ‘Ra- 
tional* decision has to be replaced with some- 
thing like collective choice” (p. 93). 

Such a model raises fundamental ethical and 
philosophical questions, many of which are dis- 
cussed by Schelling. Is one of the selves more 
authentic than the others and if so how can 
it be identified? In particular, how can it be 
identified by others? 

I found the essays devoted to these questions 
the most fascinating, although in fairness to 
mainstream economics, one should mention 
some important recent work in the direction 
explored by Schelling; the formulation of 
promising theories of choice under uncertainty 
that better account for the observed violations 
of the postulates on which the largely domi- 
nant theory of von Neumann-Morgernstern is 
built, the considerable generalization of the 
classical existence theorems of competitive 
equilibria to the case of noncomplete and non- 
transitive preferences, the clarification of the 
issue of time consistency, both in individual 
decisionmaking and in games. It is true though 
that very little of this has trickled down to the 
main journals, let alone to undergraduate 
classes. 
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Complementing his challenges to the con- 
ventional conceptual apparatus of economics 
; Schelling’s bold use of the same apparatus 
o analyze phenomena, such as death and 
;rime, typically (at least at the time the essays 
vere written) left to other disciplines; measur- 
ig the value of a human life, understanding 
he structure of organized crime. More general 
(uostions are also addressed by Schelling, con- 
■erning optimal social arrangements and issues 
)f command and control, such £is identifying 
he best place in an organization to apply in- 
;entives and the role government should play 
n promoting social objectives. 

Several essays are devoted to game theory 
nd its applications. One of them is an ex- 
remely clear introduction to the topic, al- 
hough limited in its exclusive focus on two- 
erson games of complete information. No 
nention is made of cooperative games, re- 
leated games, or games of incomplete infor- 
nation. No account is given of the recent con- 
iderable development of the field. This essay 
s one of the oldest and updating it would have 
leen greatly beneficial. The difilculty of apply- 
ng game theory to concrete problems is 
;learly brought out by an extensive study of 
rms pro|X>sals. Other applications are di.s- 
•ussed: to individual self-management, busi- 
less, conventional and economic warfare, nu- 
;lear terrorism, to name a few. 

Schelling never fails to draw the practical 
nd policy implications of his analyses. He asks 
Kildly: "What institutional arrangements 
vould I like to govern my dying?" (p. 149). 
Should crime be organized or disorganized?" 
p. 172). He gives advice on assessing small 
probabilities (p. 138fF) and one of the essays 
contains what amounts to a manual in "the 
actics of self control” (these include "self de- 
'eit,” "parole systems,” and "mandatory delay 
ystems”; pp. 76-80). 

Schelling writes with precision but also ho- 
nor and sensitivity. His style is always direct, 
lersonal but discrete, didactic without ped- 
intry; his thousand and one examples, often 
amiliar but often not, are all well chosen; so 
ire his numerous neologisms, as when he op- 
Kpses the “upperworld" (p. 158) to the under- 
vorld, “deathstyle" to lifestyle, "compellence” 
o deterrence, or discusses “announcement by 
“nial” or “egonomics.” 


Altogether, this is a very enjoyable and in- 
structive book. 

William Thomson 
University of Rochester 

030 History of Economic Thought; 
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John Ruskin’s labour: A study of Ruskin's so- 
cial theory. By P. D. Anthony. Cambridge, 
NY and Sydney: Cambridge University 
Press, 1983. Pp. viii, 220. $37.50. ISBN 
0-521-25233-4. JEL 84-0673 

John Buskin despised economists without 
reading them, simply by instinct and insight, 
and economists have consistently imitated his 
ignorance and returned the compliment. P. D. 
Anthony’s valuable introduction to Ruskin’s 
thought now makes this unnecessary, if only 
it is read with the same scrupulous care and 
sympathy that he has lavished on his subject. 
He has tried the arduous task of bringing out 
of the master’s forty-five volumes a coherent 
statement of his attitude to art, man and soci- 
ety, to find Ruskin’s place in the traditions of 
English radicalism and — of more concern to 
economists — to derive from him a critique of 
economics and of modern economic life. 

At the heart of Anthony’s synthesis of Rus- 
kin’s thought and attitudes is a view of “man,” 
his nature and his place in the scheme of 
things. Man, in Ruskin’s view, appiears as com- 
posed of body, mind and spirit, capable of dis- 
covering and expressing truth, beauty, har- 
mony in his art, in his social arrangements, in 
his work — but sentenced, as in Christian myth, 
to labor and to work, and so composed that 
without work — hard, necessary, tedious, even 
brutal work — his entire being must decay. It 
is not hard to .see that a society and a philoso- 
phy directed to the minimization of work and 
the maximization of "consumption” — a politi- 
cal economy, a technology, a science directed 
to such an end — struck Ruskin not as a beauti- 
ful human creation in itself, but as a perversity, 
demonic and destructive to mankind. 

On the question of allocating jobs across soci- 
ety, Ruskin appears to equivocate. He shared 
(independently of Marx, it appears) Marx’ 
scorn for a society where money performs the 
allocations, piling up bourgeois wealth at one 
end and consigning workers to brutalizing rou- 
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tine and poverty. He predicted social revolu- 
tion. In the manner of all utopian intellectuals, 
he seems to have supposed that some balance 
of physical and spiritual "work” within individ- 
ual liv'es of men in small self-subsistent commu- 
nities might be attainable. But he was no demo- 
crat and, in other moods, seems to have shared 
the Tory's dream of a social organism where 
men were bound to one another, despite a divi- 
sion of labor, in ties of harmony, affection, disci- 
pline, education, and mutual respect. 

Is all this as absurd and unrealistic as it 
seems'? Any reader of this review is aware of 
the important place that his own work has in 
his own life, in his psychic balance, in his self- 
respect. Why should not this be true of other 
sorts of men and women'? And why then should 
thought, effort, and invention be directed so 
largely toward eliminating work? Is there no 
way for us to back away from engineering and 
market definitions of efficiency, and to find 
some more comprehensive social welfare func- 
tion, where the development of human pow- 
ers, including the power to do useful work, 
suited to the variety of natures and skills, can 
have a place? 

In Ruskin, as in Emerson or Veblen, one has 
the impression of looking into a deep pool 
where a broken image of a Platonic social vi- 
sion has been refracted and distorted by the 
:ross-currents of a confusing social reality. The 
vision one actually sees takes bizarre forms and 
shapes, especially as the effort is made to bring 
it to the surface and trace its detail. One wea- 
ries of the arrogance, the moralizing, the near- 
madness of the seer who insists on his vision 
so vehemently, stridently and self-righteously 
and revels in self-contradiction. But for all that, 
■Jiere is something at the bottom of the pond. 

Mr. Anthony’s book makes one see and feel 
this. Economists, in their calculating way, 
should consider themselves greatly in his debt. 

William N. Parker 

Yale University 

"he foundations of economic method. By 
Lawrence A, Boland. London and Syd- 
ney: Allen & Unwin, 1982. Pp. xiv, 209. 
$29.00, cloth, ISBN 0-04-330328-5; $10.95, 
paper, ISBN 0-04-330329-3. JEL 83-0023 
Boland’s book participates in a rebellion 
Lgainst positivism in economics, emphasizing 
rom the outset that the official positivistic 


method of the field is mostly “ritual” (p. 4). 
Like Arjo Klamer and other recent writers on 
the subject, Boland wishes to “establish a clear 
idea what neoclassical economics is [he leaves 
the other sorts of economics aside] rather than 
to determine what some philosophers think it 
should be” (p. 48). He unconsciously joins here 
some anti-modernists outside of economics, 
such as Richard Rorty among others in philoso- 
phy and Gerald Geison and Harry Collins 
among others in the history and sociology of 
science. 

To “establish a clear idea of neoclassical eco- 
nomics" Boland turns away from its official 
method and inquires into its “hidden agenda.” 
He discovers two main items, usually discussed 
only in passing, in the way that neoclassicals 
approach economics. These he calls the Prob- 
lem of Induction — how do we know economic 
truth? — and Methodological Individualism — 
how can a science of society be constructed 
on individual behavior? The conventional wis- 
dom is that such questions are inevitable, 
pieces of the necessary epistemology of sci- 
ence, even if usually unspoken. Boland thinks 
not. 

The Problem of Induction is the most impor- 
tant, in Boland's view, and the answer to it 
realigns the rest of the agenda. How do we 
know? Since Descartes and Hume we have 
been haunted by the problem; indeed, so 
haunted that the radically sceptical solution, 
said to be philosophically sophisticated, has 
seepied down even into common talk. The solu- 
tion proposed is that there is no solution; we 
cannot really know anything. The characteris- 
tic attitude of neoclassical economists towards 
facts, says Boland, springs from popular philos- 
ophy. 

This characteristic attitude is “conventional- 
ism,” which Boland associates, for example, 
with Samuelson and Solow (Friedman is 
merely an “optimistic conventionalist”). Con- 
ventionalism solves the problem of induction 
by embracing urbane scepticism: yes, we can- 
not really know; what we shall treat, therefore, 
are mere conventions among friends, a lan- 
guage game in which simplicity and generality 
are the main goals, not plausibility. Boland 
does not mention them, but one is reminded 
of the term “stylized facts,” so frequently re- 
ferred to by economists. 

The central problem in the problem of in- 
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duction, Boland observes, is supposed to be the 
amount of time an induction would take: “if 
we were to allow for an infinity of time, induc- 
tion might not be impossible” (p. 43). In this 
infinitely long run the science could progress 
by the patient accumulation of instances, a pro- 
cess the man in the street thinks is science. 
Boland argues that the conventionalist trick 
is analogous to the Marshallian short run. It 
is a way of going on living before the long 
run. The other item in the hidden agenda, 
methodological individualism, is seen then as 
a residue of the former desire to build theory 
by accumulating facts, before conventionalism 
set economics free from the duty of getting 
them just right. 

Boland’s criticism of the conventionalist po- 
sition is simple, though not simply expressed. 
It is that conventionalism itself does not articu- 
late a way of deciding on the conventions 
themselves. It is all very well to say that we 
adopt t-statistics or convexity or constrained 
maximization as conventions, but why? Where 
do the conventions come from and how might 
they be Justified? 

Boland narrowly misses the point that they 
might be understood and Justified by examin- 
ing the rhetoric involved. On page 1 16 he asks 
why the neoclassical article in a Journal takes 
such a rigid form; on page 131 he makes fun 
of the scientistic pretensions of economic the- 
ory. But these projects are raised and dropped 
without conclusion. 

He comes closest to approaching a rhetoric 
of economics late in the book, m his useful 
discussion of rational expectations. Rational ex- 
pectations, he observes (as did John Muth in 
1961), is merely the assertion that information 
is a good like any other, to be acquired until 
the net benefit from acquiring a little more 
is zero. It brings knowledge and ignorance into 
economic theory, telling why business people 
accumulate arguments about the future and 
why at last they stop. Rational expectations, 
one might say, is a rhetorical theory, an argu- 
ment about how arguments are made. In any 
event, Boland suggests that identical reasoning 
can be applied to the science business, even 
the economic science business. Economic sci- 
entists go on accumulating arguments about 
arguments about the future until the marginal 
net benefit is zero. 

The book is not an easy read, for two reasons. 


Its declared method of inquiry might be de- 
scribed as trying to understand economic writ- 
ing as texts, the way a literary critic tries to 
understand the text of a poem. Perhaps Boland 
would have done more with it had he realized 
how close his intent is, in fact, to literary criti- 
cism. But the declared method is not used 
enough. The book stays at a high level of verbal 
abstraction throughout: not high, perhaps, by 
the standards of professional philosophy, but 
high enough that an economist reading it fre- 
quently does not know what is being talked 
about. 

'The other reason the book is a hard read is 
that it is not well written. It has, for example, 
an altogether excessive amount of repebtion, 
backtracking, anticipation, summarization, 
and wandering. But there is much of value 
in the book, and m.uch serious thinking. Ekiono- 
mists should raise their heads from the pages 
of the SPSS manual or the text in electrical 
engineering long enough to ask what they are 
doing. Boland’s book is a penetrating answer. 

Donald N. McCloskey 
University of Iowa 

The making of Keynes' General Theory. By 
Richard F. Kah.n. Raffaele Mattioli Foun- 
dation Lecture series. Cambridge, New York 
and Melbourne: Cambridge University 
Press, 1984. Pp. xxv, 304. $29.95. ISBN 
0-521-25373-X. JEL 85-0035 

Lord Kahn’s six lectures, “The Development 
of Theories of Employment & Prices” were 
delivered, by invitabon of the Raffaele Mattioli 
Foundation, at the Bocconi University, Milan, 
in 1978. It was decided afterwards that their 
publication should be more sharply focused on 
Keynes' intellectual background for The Gen- 
eral Theory and his other technical wribngs, 
and that it should say something about the po- 
litical and economic developments that helpied 
shape his thinking. Fortunately for posterity, 
Keynes, as oyster, had much to respond to and 
each of the many crises that filled those years 
provoked him to create at least one pearl as 
well as a rich cache of colorful and still timely 
policy suggestions. 

The decision to narrow the focus was wise 
though it obviously required Kahn to excise 
some fascinating aspects of the Keynes’ story 
in his book. Its readers will surely envy his audi- 
tors who had his account of the controversies 
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generated by The General Theory, of the work- 
ings of an economy not even imagined fifty 
years ago and of “the tragic mismanagement 
of the world’s economies . . . partly attributa- 
ble to disastrous misinterpretations of Keynes’ 
teacliings” (p, xvii). 

With the focus on Keynes’ work, Kahn’s 
choice to set out what he, now almost alone, 
had witnessed in that eventful decade (for eco- 
nomics) was inevitable. His connection with 
Cambridge economics began in September 
1927 when he entered its three-year program 
and under Keynes and Shove completed it in 
one, got a First into the bargain, finished his 
fellowship dissertation a year-and-a-bit later 
and from then on was increasingly involved 
with Keynes in his writing of The General The- 
ory. Whether he deserves the title of its joint 
author — a suggestion he brusquely rejects — or 
merely that of Chief of Staff hardly matters. 
With only 38 months in training as an econo- 
mist, Kahn had become a key figure in and 
the bridge between Keynes and the Circus — 
that liny group which in only six months had 
contributed so much to the making of an intel- 
lectual revolution. 

His account of the more significant shifts in 
Keynes’ economic views from 1923, when he 
was still a devout believer in the quantity the- 
ory, to The Treatise and “Can Lloyd George 
Do It?” when he had begun to waver, and five 
years later to The General Theory when he 
had dismissed it, is fascinating and clearly illus- 
trates the diEBculbes that the creator of a new 
paradigm must face in ridding his mind of the 
old one. So it was with Keynes in his monetary 
trek, though his views on the importance of 
money — vital — never altered. 

Kahn makes us clearly aware of two often- 
neglected factors in Keynes’ development as 
a macroeconomist. His increasing participation 
as an adviser to political party (usually Liberal) 
and government (any that would consider his 
advice) should not be overlooked. He was ad- 
ept at forging and modifying theories to suit 
the occasion. Secondly, his understanding was 
greatly enriched through his collaboration 
with (Sir) Dennis Robertson over the latter’s 
“Banking Policy and the Price Level’’ and over 
his own Treatise — a debt that both Keynes and 
Robertson proclaimed and Kahn acknowl- 
edges gracefully. 


His description of the coalescing currents 
which brought The General Theory to gesta- 
tion is spare, thoughtful and fair. Naturally, it 
leaves unanswered many puzzles as to the spe- 
cific content of the various mini-theories, and 
the course of their development over time. 
Here is one out of many: In Chapters 13 and 
15 of The General Theory, Keynes sets out his 
theory of interest. In Chapter 13: “The Gen- 
eral Theory of the Rate of Interest,” he says 
“The rate of interest ... is the ’price’ which 
equilibrates the desire to hold wealth in the 
form of cash with the available quantity of cash; 
. . . the quantity of money is the other factor, 
which, in conjunction with liquidity prefer- 
ence determines the actual rate of interest in 
given circumstances” (Keynes, pp. 167-68). 
But Kahn, quoting from Chapter 16 — “Sundry 
Observations on the Nature of Capital” — dis- 
closes an innovation that seems to have been 
overlooked: “the current rate of interest de- 
pends ... on the strengths of the desires to 
hold it’’ — wealth — “in liquid and in illiquid 
forms respectively, coupled with the amount 
of the supply of wealth in the one form rela- 
tively to the supply of it in the other” (p. 137; 
Keynes, p. 213; reviewer’s italic.s). So far as I 
have been able to ascertain, there are no ear- 
lier references in The General Theory, or in 
any of the earlier drafts for it, to the “supply 
of wealth in . . . illiquid forms” (presumably 
debt instruments, equities and real capital) as 
a factor that helps determine “the current rate 
of interest.” If its role is recognized, as for other 
reasons it should be, the contemporary fixation 
on the size of the federal government’s budget 
deficit as an important determinant of interest 
rates can be demonstrated to be dangerously 
imprecise, perhaps misleading. 

After an engaging account of Keynes’ rela- 
tions with the author, Robertson, Robbins and 
Pigou, the book closes with auditors’ comments 
on Kahn’s lectures and Kahn’s reply. Because 
much of what was said in the lectures is not 
reported, a reader may feel that his clutch is 
slipping — the book’s only fault. 

Lord Kahn has presented a well-crafted and 
moving record of a magnificent period in the 
development of modern economics. 

Lorie Tarshis 

Glendon College, 

York University 



Book Reviews 


621 


Reference 

".EYNES, John Maynard. The general theory of em- 
ployment, interest 6- money. London: Macnnillan, 
1936 . 

Conversations with economists: New classical 
economists and their opponents speak out 
on the current controversy in macroeconom- 
ics. [Published in Britain as The new classical 
macroeconomics: Conversations with the 
new classical economists and their oppo- 
nenfs.] By Arjo Klamer. Totowa, NJ: Little- 
field, Adams; Bowman & Allanheld, 1983. 
Pp. xii, 265. $18.95, cloth; $9.95, paper. ISBN 
0-86598-146-9. JEL 84-0675 

The serious structured interview with a nota- 
ble, conducted by a well-informed interlocu- 
or, has become a recognized genre in political 
ournalism. The technique is here applied to 
iconomic theory. There are eleven interviews 
vith leading American economists who have 
3een involved in the debate about the new 
classical macroeconomics. They are Robert E. 
jucas, Thomas J. Sargent,' and Robert M. 
•'ownsend; James Tobin, Franco Modigliani, 
nd Robert M. Solow, classed as Keynesians 
jf the older generation; Alan S. Blinder and 
ohn B. Taylor, younger-generation economists 
anked as Keynesians; Karl Brunner, as a mon- 
tarist; and two radical economists, David M. 
ilordon and Leonard A. Rapping. 

The experiment works out very successfully, 
t provides fascinating reading. The book has 
wo kinds of usefulness: as an informal survey 
)f the issues in the controversy itself, and as 
ource material for the history and philosophy 
)f economic thought. The first of these is what 
vill probably appeal to most readers; the sec- 
)nd is the main focus of the author’s own inter- 
est and to some extent, though not obtrusively, 
iictated his line of questioning. 

As a survey of the controversies, conversa- 
ions without algebra are naturally no substi- 
nte for the original articles, and expert readers 
vill no doubt be conscious of some blurring, 
ut students who have so far read only a little 
n the field will be enabled to form from these 
}ages, in painless fashion, an unusually broad 
verall view, as will economists with other spe- 
;ialties. The conversations serve usefully to in- 
licate the multiplicity of elements that have 
entered into the new classical macroeconom- 


ics. No single element in isolation is a monopoly 
of the school (insofar as it is a school). The 
basic starting point is the rigorous application 
of the hypothesis of individual utility-maximiz- 
ing choice. We then have 1) rational expecta- 
tions; 2) “as-if” methodology, made necessary 
by the technical difficulty of incorporating in 
an RE model many of the features of reality 
that are superficially most striking; 3) market- 
clearing, the derivation of which from the 
choice-theoretic starting-point is a subject of 
dispute; 4) belief that money is the prime 
source of fluctuations, which is a diflPerent mat- 
ter altogether. I shall not attempt to give 
grades to the performance of the eleven partic- 
ipants, beyond saying that the Tobin conversa- 
tion was the one that I found most impressive 
and helpful and that the radical economists, 
the outsiders, seemed to me to show up well 
in the questions they asked, albeit less well 
in their answers. 

In his Introduction and in the interpretative 
chapter, Arjo Klamer writes rather in the spirit 
of the sociologist of religion or the social an- 
thropologist. He has carefully acquainted him- 
self with the issues that divide the sects, so 
as to be able to conduct intelligent conversa- 
tions, but he is really more interested in the 
thought processes of the sectaries and the com- 
munication between them than in the validity 
of their doctrines. The village submitted to his 
anthropological scrutiny is American economic 
academe. The American limitation is reasona- 
ble, given the provenance of the theories un- 
der discussion, but it does have some effects 
on the economic substance (as well as possibly 
on the mores). One such effect is the near com- 
plete neglect of international considerations; 
another is the identification of Keynesianism 
with belief in the Phillips curve (never ac- 
cepted without considerable qualifications by 
non-American Keynesians). The academic lim- 
itation affects the values of those interviewed, 
placing a high premium on originality and in- 
tellectual subtlety and putting at a discount 
the ability needed by economists in govern- 
ment or in business to give the best possible 
answer to practical problems, on the basis of 
admittedly imperfect understanding. 

Klamer ’s interpretation of the conversations 
is iconoclastic and disturbing. It is broadly La- 
katosian, but with a difference. A necessary 
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andition for the success of a new doctrine is 
lat it should open up a research program. It 
so needs to attract attention, and for that pur- 
)se overstatement helps (as already well un- 
’rstood by Keynes and by Friedman): “a de- 
ched and neutral attitude does not make an 
foresting and persuasive economist” (p. 253). 
hereas the great majority of the interviewees 
ously asserted that empirical tests are the 
timate touchstone of an economic theory, 
amcr finds this a completely unconvincing 
count of what actually happens. How often 
a doctrine abandoned because a rival one 
s better econometric support? Occasionally, 
rhaps, but not often. The development of 
onornic thought is seen by Klamer, though 
does not say this e.yplicitly, as more akin 
art history than to the history of science, 
ung Turks establish a new style, gain re- 
wn by creating pleasing intellectual arti- 
sts. and then in due course become the old 
j'eys of the next generation. 

Klamer 's view on empirical testing is a useful 
tidote to humbug and deserves to be taken 
iously. Insofar as it is valid, it is not, perhaps, 

1 surprising. No intelligent scholar is going 
out forward a mode of thought with implica- 
ns that are grossly and irretrievably at vari- 
';e with reality, and more refined testing has 
. (yet?) develoj>ed to the point where it can 
criminate between two fundamentally op- 
ed theories in such a way as to convince 
parties. However, the acceptability of doc- 
les has, surely, been aflFected by the kind 
crude change in economic conditions that 
apparent to everyone. The credibility of 
ynesianism owed much to the elimination 
unemployment by WWII, Just as it was un- 
■mined by the stagflation of the 1970s. The 
ay before Muth’s idea caught on was surely 
due only to intellectual causes. 

"he conversations enable the reader to form 
own opinion of the validity of Klamer ’s in- 
Dretabon of this particular controversy, on 
/ far the communication processes he de- 
bes are culture-specific, and on how far the 
and fall of intellectual fashion leave a resi- 
from which a permanent accumulation of 
wiedge is constructed. 

R. C. O. Matthews 
Uare College, Cambridge 
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(Rostow, W. W.] Economics in the long view: 
Essays in honour of W W. Rostow. Vol. 1. 
Models and Methodology; Vol. 2. Applica- 
tions and cases. Part 1; Vol. 3. Applications 
and cases. Part 2. Edited by Charles P. 
Kindleberger and Guido di Tella. New 
York and London: New York University 
Press; distributed by Columbia University 
Press, 1982. Set of 3 vols., $74.50. Vol. 1: 
Pp. xix, 236, ISBN 0-8147-4579-2; Vol. 2; 
Pp. xix, 193, ISBN 0-8147-4580-6; Vol. 3: 
Pp. xix, 218, ISBN 0-8147-4581-4. 

JEL 83-0351—53 
What an honor! This festschrift for Walt Ros- 
tow runs to three volumes and includes serious 
contributions from a great number of distin- 
guished economic historians and economists 
from all over the world. Even if its division 
into three volumes rather than two may owe 
something to the economics of publishing, it 
is nonetheless exceptional. For such an honor, 
it is almost worth growing old. 

Some of the essays tell us of other signal hon- 
ors that Rostow has attained. Economists who 
have entered the profe.ssion in the last decade 
and a half may not know that Rostow's most 
famous book on The Stages of Economic 
Growth: A Non-Communist Manifesto, pub- 
lished in 1960, attracted a colossal amount of 
attention, perhaps more attention than any 
other book in economics, social science, or his- 
tory published at that time. It was, as E. S. 
Mason reminds us in his contribution, the focus 
of an entire conference of the International 
Economic Association and the volume of essays 
that grew out of that conference, The Econom- 
ics of Take-off into Sustained Growth (1963); 
it was even accorded the rare distinction of 
an extended refutation in Pravda. The fame 
of this book in the sixties, one supposes, also 
helped to explain the large influence and re- 
sponsibilities for foreign policy that Rostow had 
in the Kennedy and Johnson administrations. 

Given the extent of the tribute that is im- 
plied by a festschrift of this size and the num- 
ber of distinguished contributors, one might 
expect that many of the essays would build 
upon, extend, or praise the intellectual discov- 
eries of the honoree. Only advances that had 
generated scholarly consensus or exerted a last- 
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ing influence would seem capable of explaining 
such an imposing festschrift or the world-wide 
fascination with his work in the 1960s. Yet few 
if any of the essays in these volumes actually 
build much upon Rostow's work, and the col- 
lection seems to me to contain, for a festschrift, 
an unusual proportion of essays that reject or 
dispute Rostow’s main conclusions and formu- 
lations. There are so many interesting essays 
that it will not be possible to go over them 
one-by-one, but I suspect most people who 
have read all three volumes will agree that 
they contain more than the usual amount of 
disagreement with the honoree’s work. 

In addition to the open dissent, there are a 
surprising number of essays that implicitly 
challenge Rostow’s central notion of "self-sus- 
taining growth” after the "take ofi” with analy- 
ses of economic decline or reversals. R. de Oli- 
veira Campos points to the frequency in Latin 
America, at least, of "Take-off and Break- 
down”; Guido di Telia di.scu.sses the Argen- 
tinian economy’s failure to fulfill its great 
promise of its frontier or "take-off” stage; Alex 
Cairncross, Robert Hall, G. N. von Tunzel- 
mann, and C. H. Feinstein, R. C. O. Matthews, 
and J. C. Odling-Smee all devote part of their 
attention to the decline or difiSculties of the 
British economy; Peter Temin considers the 
great depression of the 1930s and Ray M. Mar- 
shall the dramatic productivity slow-down of 
the 1970s in the United States; Erik Dahmen 
observes the emergence of economic decline 
in Sweden;]. Marczewski focu.ses on stagflation 
in France and Germany; and Max Hartwell 
follows Gibbon in emphasizing the decline as 
well as the rise of civilizations. 1 am driven 
by this and, more importantly, by the many 
conscious and frank dissents in this volume and 
evidence in other publications, to the view that 
Rostow’s best known and most ambitious ef- 
forts have not generated anything approaching 
a scholarly consensus, or even a widespread 
conviction that his writings contain methods, 
models, or insights to which all graduate stu- 
dents must be exposed. 

There is a paradox here. How can we explain 
this absence of any consensus in favor of Ros- 
tow’s main conclusions or formulations, and at 
the same time explain the extraordinary 
amount of attention and tribute his work has 
receivedP The superb timing of Rostow’s most 


famous book on The Stages of Economic 
Growth is part of the answer. It fitted in per- 
fectly with the heady optimism and global role 
of the United States in the early 1960s, and 
also with the preoccupation then with the de- 
veloping nations. Many of Rostow’s readers 
thought we could help the economies of the 
developing nations take off; from then on they 
would enjoy self-sustaining growth and no 
longer be tempted by the Soviet example, 
which at that time appeared to be a far more 
dynamic alternative than it does today. None- 
theless, there were many other books that fit 
in just as well with the mood of the early 1960s, 
but which did not attract nearly so much atten- 
tion. So it is not enough just to refer to Rostow’s 
apt timing. 

A part of the resolution of the paradox be- 
comes evident, 1 believe, when we consider 
an economist whose work Rostow, at least in 
the book whose subtitle is a "Non-Communist 
Manifesto,” chose as an antagonist: Karl Marx. 
Why has Karl Marx' writing had such an ex- 
traordinary impact upon recent history and 
also upon intellectual life in many different dis- 
ciplines and countries? Some may attempt to 
explain Marx’ influence by claiming excep- 
tional truth-value for his writings, whereas oth- 
ers will prefer to explain his influence in terms 
of the inadequacies of education, intelligence, 
and judgment of his followers. Both of these 
approaches seem far from sufficient to me, and 
even to miss the main point. 

SupfKjrters of Marx cannot make a good case 
that his predictions have been correct, or even 
sustain the contention that his writings gener- 
ated work by followers that was worthy of ex- 
tensive discussion in the histories of economic 
thought. There is general agreement among 
economists that there have been several men 
of genius who have made gigantic, cumula- 
tive contribution to non-Marxian economic 
thought since Marx’ time. There is even some- 
thing approaching consensus in our profession 
about who these men were and what they con- 
tributed. But who, after Marx and Engels, has 
made comparable cumulative contributions to 
Marxian economic thought? Who has been the 
greatest Marxian economist since Marx? There 
is no agreement at all about this, even among 
Marxists, and this lack of any progress that 
commands even a Mar.xian consensus must em- 



622 


Journal of Economic Literature, Vol. XXIII {June 1985) 


condition for the success of a new doctrine is 
;hat it should open up a research program. It 
ilso needs to attract attention, and for that pur- 
x)se overstatement helps (as already well un- 
'erstood by Keynes and by Friedman): “a de- 
ached and neutral attitude does not make an 
nteresting and persuasive economist” (p. 253). 
.■'hcreas the great majority of the interviewees 
)iou.sly as.serted that empirical tests are the 
iltimate touchstone of an economic theory, 
Clamer finds this a completely unconvincing 
ccount of what actually happens. How often 
■; a doctrine abandoned becau.se a rival one 
las better econometric support? Occasionally, 
►erhaps, but not often. The development of 
conomic thought is seen by Klamer, though 
e does not say this explicitly, as more akin 
3 art history than to the history of science, 
dung Turks establish a new style, gain re- 
own by creating pleasing intellectual arti- 
icts, and then in due course become the old 
)geys of the next generation. 

Klamer’s view on empirical testing is a useful 
ntidote to humbug and deserves to be taken 
jriously. Insofar as it is valid, it is not, perhaps, 
)o surprising. No intelligent scholar is going 
) put forward a mode of thought with implica- 
ons that are grossly and irretrievably at vari- 
ice with reality, and more refined testing has 
ot (yet?) developed to the point where it can 
iscriminate between two fundamentally op- 
3sed theories in such a way as to convince 
1 parties. However, the acceptability of doc- 
ines has, surely, been aflFected by the kind 
crude change in economic conditions that 
apparent to everyone. The credibility of 
eynesianism owed much to the elimination 
unemployment by WWII, just as it was un- 
jrmined by the stagflation of the 1970s. The 
day before Muth’s idea caught on was surely 
)t due only to intellectual causes. 

The conversations enable the reader to form 
■ own opinion of the validity of Klamer’s in- 
•pretation of this particular controversy, on 
iw far the communication processes he de- 
ribes are culture-specific, and on how far the 
e and fall of intellectual fashion leave a resi- 
le from which a permanent accumulation of 
lowledge is constructed. 

R. C. O. Matthews 
Jlare College, Cambridge 


040 Economic History 

[Rostow, W. W.] Economics in the long view: 
Essays in honour of W. W. Rostow. Vol. 1. 
Models and Methodology; Vol. 2. Applica- 
tions and cases. Part 1; Vol. 3. Applications 
and cases. Part 2. Edited by Charles P. 
Kindleberger and Guido di Tella. New 
York and London: New York University 
Press; distributed by Columbia University 
Press, 1982. Set of 3 vols., $74.50. Vol. 1: 
Pp. xix, 236, ISBN 0-8147-4579-2; Vol. 2. 
Pp. xix, 193, ISBN 0-8147-4580-6; Vol. 3: 
Pp. xix, 218, ISBN 0-8147-4581-4. 

JEL 83-0351—53 
What an honor! This festschrift for Walt Ros- 
tow runs to three volumes and includes serious 
contributions from a great number of distin- 
guished economic historians and economists 
from all over the world. Even if its division 
into three volumes rather than two may owe 
something to the economics of publishing, it 
is nonetheless exceptional. For such an honor, 
it is almost worth growing old. 

Some of the essays tell us of other .signal hon- 
ors that Rostow has attained. F)conomists who 
have entered the profession in the last decade 
and a half may not know that Rostow ’s most 
famous book on The Stages of Economic 
Growth: A Non-Communist Manifesto, pub- 
lished in I960, attracted a colossal amount of 
attention, perhaps more attention than any 
other book in economics, .social .science, or his- 
tory published at that time. It was, as E. S. 
Mason reminds us in his contribution, the focus 
of an entire conference of the International 
Economic Association and the volume of essays 
that grew out of that conference. The Econom- 
ics of Take-off into Sustained Growth (1963); 
it was even accorded the rare distinction of 
an extended refutation in Pravda. The fame 
of this book in the sixties, one supposes, also 
helped to explain the large influence and re- 
sponsibilities for foreign policy that Rostow had 
in the Kennedy and Johnson administrations. 

Given the extent of the tribute that is im- 
plied by a festschrift of this size and the num- 
ber of distinguished contributors, one might 
expect that many of the essays would build 
upon, extend, or praise the intellectual discov- 
eries of the honoree. Only advances that had 
generated scholarly consensus or exerted a last- 
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ing influence would seem capable of explaining 
such an imposing festschrift or the world-wide 
fascination with his work in the 1960s. Yet few 
if any of the essays in these volumes actually 
build much upon Rostow’s work, and the col- 
lection seems to me to contain, for a festschrift, 
an unusual proportion of essays that reject or 
dispute Rostow’s main conclusions and formu- 
lations. There are so many interesting essays 
that it will not be possible to go over them 
one-by-one, but 1 suspect most people who 
have read all three volumes will agree that 
they contain more than the usual amount of 
disagreement with the honoree’s work. 

In addition to the open dissent, there are a 
surprising number of essays that implicitly 
challenge Rostow’s central notion of "self-sus- 
taining growth’’ after the “take ofl” with analy- 
ses of economic decline or reversals. R. de Oli- 
veira Campos points to the frequency in Latin 
America, at least, of “Take-ofi’ and Break- 
down"; Guido di Telia discusses the Argen- 
tinian economy’s failure to fulfill its great 
promise of its frontier or "take-ofT’ stage; Alex 
Cairncross, Robert Hall, G. N. von Tunzel- 
mann, and C. H. P’einstein, R. C. O. Matthews, 
and J. C. Odling-Smee all devote part of their 
attention to the decline or difficulties of the 
British economy; Peter Temin considers the 
great depression of the 1930s and Ray M, Mar- 
shall the dramatic productivity slow-down of 
the 1970s in the United States; FJrik Dahmen 
observes the emergence of economic decline 
in Sweden;]. Marczewski focuses on stagflation 
in France and Germany; and Max Hartwell 
follows Gibbon in emphasizing the decline as 
well as the rise of civilizations. 1 am driven 
by this and, more importantly, by the many 
conscious and frank dissents in this volume and 
evidence in other publications, to the view that 
Rostow’s best known and most ambitious ef- 
forts have not generated anything approaching 
a scholarly consensus, or even a widespread 
conviction that his writings contain methods, 
models, or insights to which all graduate stu- 
dents must be exposed. 

There is a paradox here. How can we explain 
this absence of any consensus in favor of Ros- 
tow’s main conclusions or formulations, and at 
the same time explain the extraordinary 
amount of attention and tribute his work has 
received’!* The superb timing of Rostow’s most 


famous book on The Stages of Economic 
Growth is part of the answer. It fitted in per- 
fectly with the heady optimism and global role 
of the United States in the early 1960s, and 
also with the preoccupation then with the de- 
veloping nations. Many of Rostow’s readers 
thought we could help the economies of the 
developing nations take ofi^; from then on they 
would enjoy self-sustaining growth and no 
longer be tempted by the Soviet example, 
which at that time appeared to be a far more 
dynamic alternative than it does today. None- 
theless, there were many other books that fit 
in just as well with the mood of the early 1960s, 
but which did not attract nearly so much atten- 
tion. So it is not enough just to refer to Rostow’s 
apt timing. 

A part of the resolution of the paradox be- 
comes evident, I believe, when we consider 
an economist whose work Rostow, at least in 
the book whose subtitle is a "Non-Communist 
Manifesto," chose as an antagonist: Karl Marx. 
Why has Karl Marx’ writing had such an ex- 
traordinary impact upon recent history and 
also upon intellectual life m many different dis- 
ciplines and countries'!* Some may attempt to 
explain Marx’ influence by claiming excep- 
tional truth-value for his writings, whereas oth- 
ers will prefer to explain his influence in terms 
of the inadequacies of education, intelligence, 
and judgment of his followers. Both of these 
approaches seem far from sufficient to me, and 
even to miss the main point. 

Supporters of Marx cannot make a good case 
that his predictions have been correct, or even 
sustain the contention that his writings gener- 
ated work by followers that was worthy of ex- 
tensive discussion in the histories of economic 
thought. There is general agreement among 
economists that there have been several men 
of genius who have made gigantic, cumula- 
tive contributions to non-Marxian economic 
thought since Marx’ time. There is even some- 
thing approaching consensus in our profession 
about who these men were and what they con- 
tributed. But who, after Marx and Engels, has 
made comparable cumulative contributions to 
Marxian economic thought? Who has been the 
greatest Marxian economist since Marx? ’There 
is no agreement at all about this, even among 
Marxists, and this lack of any progress that 
commands even a Marxian consensus must em- 
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jarrass Marxist economists. There is no way WaJras’ insights with those of Marx. By high- 
hat the vast impact of Marx’ work can be ex- lighting the incentive to innovate in a market 
plained in terms of any intellectual discoveries economy and the willingness of entrepreneurs 
)r long line of cumulative research that it has to take the risks of responding to this incentive, 


tenerated among his followers. 

But it is just as futile to explain Marx’ influ- 
;nce in terms of any gullibility of his followers 
sr superficiality of his ideas. There are hun- 
Ireds if not thousands of superficial and even 
olish writings published each year, but most 
if these have little impact even temporarily, 
3t alone over more than a century. The prefer- 
nce of many people, admittedly mainly in dis- 
iplines other than economics and countries 
ther than the United States, for Marxian ideas 
.'er other ideas, good and bad, therefore 
jeds to be explained. The dominance of Marx’ 
leas in those countries where non-Marxian 
Tilings are largely prohibited is hardly sur- 
rising, but we still have to explain why it was 
arxism rather than some other creed that 
ispired those who won control of countries 
»at now have Soviet-type regimes, and the 
fgions of Marxists, especially among those 
ith a university education, in other coun- 
ies. 

There is a key to the explanation we need 
Joseph Schumpeter’s writings, especially the 
eface to the Japanese translation of his The- 
■y of Economic Development, and in several 
the essays in this festschrift to Rostow. In 
s Preface, Schumpeter spoke of his vast admi- 
tion for and indebtedness to Walras’ theory 
general equilibrium. Yet Schumpeter em- 
lasized that Walras’ system depicted the 
!onomy as something that gravitated toward 
static equilibrium and adjusted passively to 
:ternal changes. Changes in technology and 
onomic organization, he observed, were ex- 
enous in Walras’ model, and he indicated 
at he had confirmed that this was also Walras’ 
jw in a conversation with him. But, Schum- 
iter emphasized, societies change dramati- 
y over time, and we must include the mo- 
'e forces behind these changes at the heart 
our theory. 

Notwithstanding his strong opposition to so- 
alism, Schumpeter credited Marx with inspit- 
? his attempt to develop a theory of eco- 
}mic development that was dynamic and 
storical as well as Walrasian. Schumpeter be- 
ved his contribution was to have combined 


Schumpeter made continuing change endoge- 
nous, and thus made economic theory consis- 
tent with historical change. By showing how 
the incentive to copy successful innovations 
and to enter industries with abnormal profits 
eventually eliminated supranormal returns, 
Schumpeter also recognized the constancy of 
the forces pushing toward an equilibrium level 
of returns and thus retained a general equilib- 
rium vision of the economy. In other work, 
such as Capitalism, Socialism, and Democracy 
and Imperialism and Social Classes, Schum- 
peter included political and social change as 
well in his conception of the historical process, 
and in this respect too he was taking a lead 
from Marx. So, antagonistic as their views of 
the world were, Marx anticipated and to a sig- 
nificant degree inspired Schumpeter in em- 
phasizing the need for an economics that took 
account of historical change and of political 
and social institutions. 

Perhaps the single point that recurs most 
often in this substantial collection of essays is 
that economics must encompass both historical 
change and political and social institutions, but 
that this is not done in most conventional pre- 
sentations of economic principles. Hartwell 
quotes Gibbon on the tendency for the stock 
of knowledge to increase over time and con- 
cludes that “history is never about equilib- 
rium” (vol. 7, p. 92). Rondo Cameron points 
out that “neoclassical economics had very little 
to say about long-term change” (vol. 1, p. 28). 
Sydney Checkland and William Parker oflFer 
classifications of the major approaches for ex- 
plaining long-run change, but neither lists 
modern neoclassical economic theory as one 
of the approaches. Dahmen argues that Keyne- 
sian macroeconomics has failed to explain re- 
cent Swedish experience and pleads for a more 
Schumpeterian {perspective. Oliveira Cam{X>s 
finds political instability, rather than any of the 
variables considered in conventional presenta- 
tions of economic theory, the major villain in 
economic breakdown. T emin appeals to econo- 
mists not to insulate themselves so much as 
they do from the historical process and the 
other social sciences. Douglass North faults 
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neoclassical economic theory for leaving out 
"institutions, property rights, the state, and 
ideology," and credits Marx for attempting to 
take these important phenomena into account 
(vol. 1, p. 21). 

All this seems to ma to help explain the vast 
amount of respectful attention that Rostow’s 
work has received and the extent of this impos- 
ing festschrift, even though no consensus has 
emerged in support of his conceptions. Rostow 
is one of the few contemporary economists or 
economic historians to ofifer a general concep- 
tion or theory that encompasses both secular 
change and political and social institutions. 
Most economists have focused on market ad- 
justments in the short and medium run. They 
have given a low priority to the study of eco- 
nomic history (and economic development), 
and only grudgingly accepted the theoretical 
efforts to make political and social institutions 
endogenous. In recent times, even most eco- 
nomic historians have focused on cliometric 
inquiries that, while necessjvy and useful, have 
sometimes narrowed their vision. 

I would hypothesize that there is perhaps 
a visceral sen.se among economists and eco- 
nomic historians that, at a humbler level, Ros- 
tow's work can do for us what Marx did for 
Schumpoter. Though none of Rostow’s formu- 
lations seems destined to have the lasting im- 
pact of Schumpeter’s conceptions of innova- 
tion and the entrepreneur, the heroic or 
Marxian scope of his historical vision can (and, 
1 think, to some extent has) encouraged us to 
seek for something more than an analysis of 
short-term movements toward equilibrium. 
That, at least, was the effect of Rostow’s best 
known book on me when, as a graduate stu- 
dent, I first read it with fascination if not agree- 
ment. Is there not at least a gut feeling in the 
economics profession that a price theory akin 
to Newton’s mechanics is not enough, and must 
be supplemented by an analysis more like Dar- 
win’s theory of evolution? Though Rostow’s 
conceptions are far from suflicient, did he not 
engage in a bold and constructive effort to do 
what most needed to be done? And has not 
his work broadened the horizons and height- 
ened the aspirations of economists, or at least 
students of economic history and economic de- 
velopment? I think it has, and that this is one 
of the reasons why Rostow’s writings have at- 


tracted so much attention even when they 
have failed to elicit agreement. 

Thus Rostow deserves the large tribute that 
editors Charles Kindleberger and Guido di 
Telia, and the distinguished list of scholars that 
have contributed to serious essays to this vol- 
ume, have given him. I hop>e that this tribute 
will encourage more economists and economic 
historians to strive, as Rostow did, to encom- 
pass historical change and p>olitical and social 
institutions in their work. 

Mancuh Olson 

University of Maryland 

050 Economic Systems 

In defence of the mixed economy. By Andrew 
Shonfield. Edited by Zuzanna 
Shonfield. Oxford and New York; Oxford 
University Press, 1984. Pp. xiii, 231. $24.95. 
ISBN 0-19-215359-5. JEL 84-1013 

Andrew Shonfield’s In Defence of the Mixed 
Economy, edited and published posthumously 
by his widow Zuzanna Shonfield, extends and 
updates the analysis made in his major 1965 
work. Modern Capitalism. In the Introduction 
to the first paperback edition of Modem Capi- 
talism. Shonfield wrote; ’’This is a piece of con- 
temporary history, not a description of an eco- 
nomic model.” The same must be said for In 
Defence of the Mixed Economy. 

This book is divided into three parts. Parts 
One and Three are laced with sweeping com- 
parisons of and generalizations about the ad- 
vanced capitalist economies. In Part One the 
author contends that the West European wel- 
fare states reached their limits of tax toleration 
during the 1970s. In Part 'Three he recom- 
mends shifting certain services from the public 
to the private sphere in order to promote a 
more direct interface of consumer and pro- 
ducer. In this, his last work, Shonfield has be- 
come a cribc of the size of the public sector 
in mixed capitalist economies. 

For Shonfield, however, the government’s 
importance in mixed capitalist economies is 
linked to its ‘‘function,’’ not to its “mass.” He 
remains a forceful advocate of indicative plan- 
ning and regulation in order to comperrsate, 
inter alia, for short time horizons, indivisibili- 
ties, lack of coordination, and risk adversity 
in the private sector. By omission, he appears 
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to be less concerned with the problems of mac- 
roeconomic imbalances and unemployment 
and the possible role for government in these 
areas. 

Shonfield also attempts in Part One to out- 
line changes in French and West German sup- 
ply management, arguing that the approach 
of the two countries has been converging since 
the late seventies toward selective sectoral in- 
terventions. This discussion, though, is far too 
vague to be convincing or useful. 

Part Two is about the mixed economy of Ja- 
pan, the only major advanced capitalist coun- 
try not treated in Modern Capitalism. I’here 
is sufficient descriptive and institutional detail 
here to provide a helpful framework for begin- 
ning to understand Japanese economic success. 
Shonfield relates interesting information about 
the structure of big business and its relation- 
ship to the Japanese state as well as about as- 
pects of Japan’s tabor market institutions. On 
the whole, however, his discussion of Japan is 
too partial and perfunctory to provide new in- 
sights into the workings or current directions 
of the Japanese economy. 

Shonfield clearly regards Japan as the most 
striking success story of a mixed economy and 
as strong evidence of the necessary role of the 
state in guiding capitalist economies. It may 
well be both of these things, but Shonfield fails 
to come to grips with the difficult questions 
surrounding thus claim. 

For instance, there are at least three diflFer- 
ent arguments on the role of the state with 
regard to industrial policy or supply manage- 
ment. One asserts that the market is always 
the best guide. Another argues that the state 
plays a vital planning role during early stages 
of development in financing and selecting in- 
vestment projects, but this function diminishes 
as the private .sector develops, the economy 
approaches the technological frontier and the 
choice of success sectors can no longer be made 
by emulation. A third view, of course, main- 
tains that there are ongoing limitations to oper- 
ation of the private sector and the state will 
always be needed to look after long-term de- 
velopment needs, issues of coordination, envi- 
ronmental conditions, etc. 

These viewpoints are reflected in various in- 
terpretations of what the state’s role has been 
in Japan. Some have argued that, because of 


a few instances of MITI not getting its way 
in detail, the state has had little or nothing 
to do with Japanese economic success. Others, 
such as Chalmers Johnson (see his excellent 
MITI and the Japanese Miracle. Stanford: Stan- 
ford University Press, 1982, and his edited vol- 
ume, The Industrial Policy Debate. San Fran- 
cisco: Institute for Contemporary Studies, 
1984), have argued that the state’s role has 
been large and central to the Japanese econ- 
omy but that the role is changing. Others, as 
Shonfield, adhere to the position that the 
state’s administrative guidance has been, is and 
will continue to be equally crucial. 

This position is certainly defensible, but 
Shonfield hardly makes a compelling case. F’or 
instance, he notes (and probably overstates) 
the growing financial independence (from 
state credit channels) of the industrial sector 
due to accumulated profits and, most recently, 
increa.sing access to foreign capital. (Actually, 
here the biggest advances are just now, in De- 
cember 1984, coming with the possibility of 
Japanese companies issuing yen-denominated 
bonds in Europe.) Most analysts believe this 
financial independence spells less allocational 
influence for the Japanese Development Bank, 
MITI and other Ministries. Shonfield believes 
otherwise, but he offers no evidence to support 
his view. Nor does he consider the argument 
that “picking winners” will now be more diffi- 
cult that Japan has reached a world leadership 
position in the most dynamic industrial sectors. 

Another important issue that is skirted by 
Shonfield is: How did the Japanese model come 
to pass? It is not enough, as is done in Part 
Three, to assert that Japan has constructed a 
symbiotic relationship among the state, big 
business, and labor and that this symbiosis un- 
derlies the success of indicative planning. If 
one is interested in arguing theoretically for 
the advantage of mixed economies in general, 
it is necessary to understand the basis of Japan’s 
social cooperativeness. If this “corporatism," 
as Shonfield calls it, cannot be reproduced else- 
where, then the policies of state supply man- 
agement may be ineffectual or impossible. 

There is an excellent and extensive literature 
on Japan’s political culture, its economic bu- 
reaucracy and its historical evolution, its suc- 
cessful labor-management relations, among 
other things. Shonfield neither discusses nor 
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cites this literature. Yet without understanding 
how the Japanese model came to be, one can- 
not logically argue that parts of it (e.g., corpora- 
tism or supply management) can be eflFectively 
adopted in other countries. Perhaps the mixed 
economy is better for Japan, but the laissez- 
faire economy is better for another country 
with a diflFerent political culture and full-blown 
central planning is better suited for yet an- 
other country. 

Shonfield, in my view, fails to defend the 
main arguments in his book with either histori- 
cal or standard economics evidence (e.g., for- 
mal theoretical reasoning, hypothesis testing, 
sustained empirical treatment). It is only fair 
to add that he was not able to complete the 
book before his death. Construed more mod- 
estly as an addendum to Modern Capitalism, 
this book rounds out his earlier contribution 
with updated information, an interesting, al- 
beit partial, discussion of the Japanese model 
and occasional insights into the workings of 
today's advanced capitalist economies. 

ANDREW ZiMBAUST 

Smith Collette 

Comparative economic systems: An assessment 
of knowledne, theory, and method. Edited 
by Andrew Zimbalist. Recent Economic 
Thought series. Boston, The Hague and Lan- 
caster: Kluwer-Nijhoff, 1984. $34.50. Pp. ix, 
177, ISBN 0-89838-087-1. JEL 84-1015 
five of the six essays in this collection sub- 
scribe to the idea that contemporary economic 
theory can make contributions to the analysis 
and comparison of economic systems. I will be- 
gin with the author of the sixth, Alec Nove, 
who is more sceptical on the .subject and likes 
to take potshots at the uses and abuses of the- 
ory: "No one in the real world has ever seen 
a production possibilities frontier” (p. 48). He 
is just as severe — but no more systematic — 
about the misuses of statistics and economet- 
rics. Much of what he says about Soviet-type 
economies has been said before, but not always 
as trenchantly. I liked, for example, his apho- 
rism: "the microeconomy is, de facto, decen- 
tralized" (p. 57), by which he means that man- 
agers of enterprises can always find room for 
maneuver within the interstices of aggregated 
plans and controls. Like all aphorisms, though, 
it is only an “insight” that requires precise defi- 


nitions and modeling to yield testable proposi- 
tions. I am also partial to Nove's idea (which 
I too have thought about for some time) that 
an economic reform in a formerly centralized 
economy might not produce statistically mea- 
surable gains because the benefits it gave rise 
to were finer (in an informational sense) than 
official statistical indicators could gauge, in- 
cluding improvements in quality, design, and 
delivery (pp. 61-62). 

Zimbalist’s introductory essay comes closer 
than any of the others to the genre of political 
economy. He is concerned with the history and 
political framework of centrally planned econ- 
omies which he believes conditioned their evo- 
lution. While I find this approach useful, some 
of the sweeping statements he makes about 
the historical development of economic sys- 
tems that were at least ostensibly centralized 
in their initial stages left me puzzled. In what 
sense did the Chinese begin “four years of ex- 
perimentation with market-type decentraliza- 
tion” in 1961 (p. 7)'P My impression was, rather, 
that during this period, there was a reimposi- 
tion of central controls that had been loosened 
up during the chaotic years of the Great Leap 
Forward and its aftermath. The claim that “Cu- 
ban economic management has been relatively 
decentralized since 1959” (p. 7) can only be 
valid at a very disaggregated level, in which 
case it resulted from the inability of the leader- 
ship to keep tight control over the economy. 

David Conn is one of the few mathematical 
economists who has done sustained research 
on the theoretical underpimiings of system 
comparisons. His essay attempts to place the 
centrally planned economic systems within a 
theoretical framework (in part derived from 
Egon Neuberger's three-way classification of 
system traits associated with decisionmaking, 
information, and motivation, to which Conn 
adds coordination structure). I have objections 
both to his theoretical dejscription of systems 
and about the liberties he takes in abstracting 
from the “real world.” Let me give one exam- 
ple of each. 

On page 43, Conn writes that the centrally 
planned economy “offers great promise for 
control and coordination, [which] is in part a 
desideratum because it could lead to improved 
performance.” This stems from 1) “a capacity 
for a superior to recognize externalities"; 2) 
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the ability of planners to assess the preferences 
of the system’s members and act on these 
"rather than give people votes on the market- 
place in proportion to their income or wealth”; 
3) the abilit)’ to allow politics to supplement 
or supplant economics in decisionmaking; 4) 
the capacity to consider the preferences of fu- 
ture generations. Now he has defined a CPE 
as an economy where there is a central agency 
which has the capacity to a) collect information 
from other members of the economy; b) define 
the preferences of the economy as a whole; 
c) determine the course of action that is to 
be pursued by the economy; d) implement 
this plan; and e) actually exercise its author- 
ity. 

Conn says nothing about the range of action 
or the nomenclature of the production deci- 
sions taken by the center. Referring again to 
the ostensible advantages of plaiming, one 
might imagine an economy where most pro- 
duction decisions were centralized but where 
negative externalities resulted from the micro- 
decisions made by enterprises within the in- 
terstices of the central plan and another where 
no production decisions were centralized and 
an army of government inspectors charged 
with detecting and repressing negative exter- 
nalities by taxes and fines were deployed over 
the entire “private economy.” It is by no 
means clear that the centralized economy 
would hold the advantage in eliminating nega- 
tive externalities. In fact, it is not obvious to 
me how much centralized control or "plan- 
ning” over production decisions is required for 
a government to achieve any of the four crite- 
ria of “improved performance” that Conn lists. 
Why could taxes and subsidies not be used in 
a private enterprise system to give effect to 
the preferences of future generations, for in- 
stance? Or incomes redistributed in a satisfac- 
tory way so that the preferences of individuals 
might be satisfied without reference to (mar- 
ket-determined) income or wealth?- Unless 
I^onn has in mind the desirability of making 
micro-corrections to market allocations — but 
then he must confront the more or less insuper- 
able informational problems bound up in 
achieving highly disaggregated goals. 

Let us turn now to an example of the doubt- 
iil relation of the model to reality. Conn claims 
that the "Maoist ideal” for China was close to 


a scheme whereby “the center elicits informa- 
tion from the peripheral members of what is 
feasible and what they prefer, and then con- 
structs a plan that is feasible and optimal for 
the periphery” (p. 25; where "optimal” may 
also mean satisfactory). I cannot recognize any 
system trait specific to China, in any phase of 
its postrevolutionary development, in this ul- 
tra-idealized scheme. All in all, I laud Conn’s 
attempts to bring structure and order to the 
description of economic systems, but I have 
some doubts about the execution.' 

In her essay on market socialism, Deborah 
Milenkovitch systematically compares the 
Lange-Lerner model of decentralized social- 
ism with a market economy made up of labor- 
managed dividend-maximizing enterprises. 
She reviews most of the contemporary litera- 
ture on the short- and long-term adjustment 
of the labor-managed firm, under both compe- 
tition and monopoly, with admirable clarity. 
There is also a short review of empirical work 
in the field relating the theory of the labor- 
managed firm to its actual operation in Yugo- 
slavia. 

Rund Knaack’s overview of system compari- 
sons is distinguished mainly by his highly ap- 
propriate objection to the static nature of sys- 
tem compari.sons atid to the failure to study 
the dynamics of system change. David Gran- 
ick’s piece is about the dysfunctional effects 
of “job rights" (full employment) in the Soviet 
planning context. I did not find helpful his set- 
theoretic scheme which reads at times like a 
caricature of a pseudo-precise mathematical 
approach. What are we to make of “the set 
of Soviet-type job rights,” which Granick de- 
fines as “a characterization of a vector of argu- 
ments included in the social welfare function 
of Soviet leaders”? (p. 138). This set intersects 
with other sets — and their complements — 
none of which have any clearly discernible sen- 
sate content. This elephantine apparatus does 
not prevent Granick from making interesting 
observations and reaching sensible conclu- 
sions — the triumph of expierience and common 
sense over methodological infatuation. 

Sinan Koon and Andrew Zimbalist, in the 
seventh and concluding essay, push the theory 
of incentives and elicitation beyond the results 
of M. Weitzman and J. Bonin by focusing on 
the variance of the expected bonus as well as 
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its average. I found their diagrams particularly 
helpful. 

All in all this is a stimulating collection of 
essays which were well worth putting out in 
a separate publication. 

J. Michael Montias 

Yale University 

100 Economic Growth; Development; 

Planning; Fluctuations 

120 Country Studies 

The Norwegian economy, 1920-1980. By 
Fritz Hodne. New York: St. Martin’s 
Press; London and Canberra: Groom Heim, 
1983. Pp. xviii, 286. $30.00. ISBN 0-312- 
57938-1. JEL 84-0709 

Between 1920 and 1980 the per capita in- 
come of Norway grew about three [lercent per 
year, the highest growth rate (four percent an- 
nually) occurring in the postwar years 1945- 
1970. During this sixty-year period the Norwe- 
gian economy underwent structural changes 
common to all Western countries: a rapid de- 
crease of the primary sector, a rather stable 
manufacturing sector and a growing service 
sector, especially the public sector. Population 
growth slowed down, emigration ceased and, 
after WW II, some immigration from non-Eu- 
ropean countries took place. The labor force 
grew but the main g^rowth in the postwar pe- 
riod consisted of women entering the labor 
market. 

This book explains the change and structure 
of the Norwegian economy by analyzing it in 
the context of the general development of the 
developed countries and also tries to identify 
traits specific to Norway. Hodne describes Nor- 
way as a dualistic society; a modern sector in 
the south and a rather backward looking sector 
politically and economically dominated by 
farmers and fishermen. Traditionalists, hit by 
the change of the economy, they turned to 
the state for support and at the same time be- 
came more radical politically. The modern sec- 
tor, on the other hand, was mostly represented 
by the conservative party, which wanted free 
trade, free capital movement and rapid indus- 
trialization. The former were inward-looking 
as was the labor party to some extent. Both 
groups preferred to ignore the fact that Nor- 


way is a small country, heavily dependent on 
the international economy. This paradox, or 
apparent paradox, is explained in detail by 
Hodne in a very convincing way. 

A second paradox is that a very high ratio 
of investment to GNP led to such a modest 
rate of growth after WW II. The labor force 
increased by 0.3 per cent but real capital grew 
by 4.0 per cent yearly between 1946 and 1974. 
The high investment ratio of 25-30 per cent 
did not produce a growth rate of national in- 
come which was high by international stan- 
dards. On the contrary, Norway’s growth rate 
has been a bit below the average of the West 
European countries. Are there some explana- 
tory links between these paradoxes? Hodne 
emphasizes that the post-war growth was not 
demand-induced. Instead, the growth resulted 
from new and better technology. Productivity 
gains, wages and returns to capital were high. 
But Norwegian society, being dualistic (with 
respect to language, religion, political attitudes 
and economic interests) and with heavy state 
involvement in investment activities, used its 
abnormal high investment ratio less than opti- 
mally. However, since the Norwegian growth 
rate was in accord with that of almost all West 
European countries, and since economic policy 
in the West European countries was not uni- 
form, one must ask how important differences 
in economic policy were in influencing out- 
comes. 

Norway seems to be one of the best examples 
for illustrating the impact of interest groups 
on economic performance. Pressure groups of 
farmers and fishermen, though rapidly de- 
creasing in numbers during the whole period, 
exercised an influence on the economic policy 
of the government which was out of proportion 
to their size. These groups were well organized 
and more aggressive than the consumers. ’The 
results of these activities were those to be ex- 
pected; regulation and planning turned out to 
be very costly to consumers — these private 
bodies acted as if they were a part of the state 
apparatus which gave them the right even to 
tax the consumer. 

The radical labor movement did not resist 
these pressure g^roups. Dominating the politi- 
cal scene for several decades, it attempted to 
make Norway a socialist country. It was suc- 
cessful in so far as Norway became a country 
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with a sophisticated planning agency (ironi- 
cally, demands from the U.S. under the Mar- 
shall plan helped). 

Hodne explains the economic development 
of the 20th century “as a sequence of the rise, 
gradual deceleration and final disappearance 
of a train of growth sectors” (p. 7); he adds a 
Schumpeterian emphasis to explain the fluctu- 
ations, the long .sw'ings, in the economy. 

He discusses the.se general ideas throughout 
the book, but not in a formal or theoretical 
way. However, the main part of the book gives 
a rather detailed de.scription of the economic 
and political problems facing Norway during 
the interwar period, the German occupation 
and the postwar period. 

After discussing labor conflicts in the 1920s 
Hodne goes on to evaluate the deflation policy 
of the goverrunent which was less successful 
than in most other West European countries. 
The krone was devalued in 1922 and 1924 by 
about 45 percent to the dollar and the pound 
(Hodne calls this a 95 percent depreciation) 
and Norway was not able to return to the gold 
standard until 1928. The governor of the Cen- 
tral Bank was blamed for the lack of a consis- 
tent policy. Hodne gives a vivid description 
of this rather popular problem in the economic 
history of Norway — popular because persons 
and not facts are the focus of interest. 

One reason for the high investment ratio has 
been the heavy concentration on shipping and 
whaling on the one hand and on infrastructure 
investments in electrification as well as in hous- 
ing on the other. The linkage effects for the 
former two were quite weak. The “abnormal" 
investment ratio combined with lack of capital 
and credit facilities, are blamed for the sluggish 
growth of the economy during the interwar 
period and to some extent during the early 
fKJstwar period as well. 

A detailed narrative of the war fjeriod 1940- 
1945 is followed by two chapters on the econ- 
omy during 1945-1952. Here the corporate 
structure of the society and the build-up of 
the planning agencies are analyzed. Full em- 
ployment and stable prices are the objectives 
as are wage equalization and increased pro- 
ductivity, high investment and low interest 
rates, less capitalism and more socialism. 
Again, these objectives were impossible to 
reach in a society as heavily involved in the 


international economy as was Norway. The re- 
sult was a growing public sector, relying more 
on bureaucratic command and less on competi- 
tion. In this respect Norway was outstanding 
among the Western Countries. 

In the 1960s Norway was a winner in the 
big natural resource lottery, i.e. North Sea oil 
became an important source of income for the 
state, especially after the big increase in the 
prices of oil in 1973 and 1979. 

How did the Norwegian society react to 
these windfall profits? According to Hodne, not 
very wisely. Prices and wages increased more 
than in other countries in Europe. Manufactur- 
ing industry, the "growth sector” of the 1950s 
and 1960s, stagnated, resulting in a general 
stagnation outside the oil sector. Hodne ends 
his book on a very sobering note, stressing that 
parliament and government will be too weak 
to withstand the pressure of organized interest' 
groups, unions and local interests. 

If the reader can overlook the rather myopic 
interest in exact numbers and names of compa- 
nies and persons, this book is a good introduc- 
tion to the Norwegian economy, the problems 
of which are growing more and more univer- 
sal. 


Lennart J5rberg 

University of Lund, 

Sweden 


130 Economic Fluctuations; Forecasting; 

Stabilization; and Inflation 

The role and limits of government: Essays in 
political economy. By Samuel Brittan. 
London: Temple Smith, 1983. Pp. 280. 
£8.95, cloth; £4.50, paper, ISBN 0-85117- 
241-5. (MN: University of Minnesota Press, 
1983. $37.50, cloth; $14.95, paper. ISBN 01- 
8166-1278-1.) JEL 84-0390 

Mr. Brittan ’s book is an extensive view of 
recent economic history, and the successes and 
failures of doctrinal economics that are embed- 
ded in the history. It is conservative, in the 
sense that economics itself is conservative; it 
conveys a deep respect for the machinery of 
markets, and it grants that much of the discom- 
forts that have beset western economies in the 
past twenty years reflect imperfections of mar- 
kets. But this is history, and analysis, provided 
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by an accomplished economist who has spent 
most of his life in intimate contact with the 
real world. Its focus is remarkably — one might 
say stunningly — objective and pragmatic. Its 
appraisal, running through chapter after chap- 
ter, confronts theory with the social and socio- 
logical realities; while it accuses liberals of 
seeking personal freedom except in the area 
of economics, it argues that conservatives seek 
freedom only in economics. It is generally 
scornful of the rigid applications of doctrinal 
economics, and scornful particularly of 
Reaganomics and its Laffer-Curve underpin- 
nings. This is the real world Mr. Brittan has 
set out to describe and analyze; he has little 
patience for economists who refuse to recog- 
nize the presence of “sociological factors" op- 
erating deep within the precincts of theoreti- 
cal economics. 

Mr. Brittan provides sharp, clear and read- 
able prose on the revolution that installed mon- 
etarism as the successor to Keynesian demand- 
management. His description of the history 
that led to the revolution, the inflation that 
finally precipitated it, and the short-run and 
long-run consequences are precise, even 
though they are blessedly lacking in mathe- 
matics. A whole range of some of the most 
tortuous elements in the history — inflation it- 
■self, unemployment, monetary and fi.scal con- 
ditions, the Phillips Curve, the NAIRU, the in- 
ternational influences playing on the history 
of individual countries, are described lucidly 
and with commendable objectivity. 

In particular, Mr. Brittan interprets the soci- 
ological influences at work in modern societies 
sensibly, and with compassion. His long experi- 
ence in the real world will not permit him 
to subordinate reality to theory. The institu- 
tions that inhibit the free play of literal market 
economics may in some degree be regrettable, 
but in some degree they are inevitable in mod- 
ern societies; the best hope is to modify them, 
not to remove them — to improve their tar- 
getry, to reduce their co.st, all with a view to 
reducing their consequences for the inflation- 
unemployment tradeoff. 

Mr. Brittan recognizes — and describes, in 
three stimulating early chapters — the broad 
philosophical condition of the West: the inter- 
est groups spawned in an environment of dem- 
ocratic government, the general ignorance on 


the part of the electorate that government is 
a cost and that its largess must be met by the 
society itself, and the excessive expiectations 
of the potentials of collective action. It is rare 
for any economics work to move with such 
professional competence from the widest is- 
sues confronting society to relatively narrow 
issues within economics itself — even to the 
consequences of detailed characteristics of the 
labor market in the United States and the 
United Kingdom. The descriptions of the 
monetarist case, the desired integrations of 
fiscal and monetary policy, the proper targets 
of monetary policy, the role of exchange 
rates in the world’s now almost totally open 
economies — all complicated subjects, some 
of them somewhat unnecessarily asterisked 
as beyond the interest of the intelligent lay 
reader — are superb illustrations of readable 
logic. 

Mr. Brittan 's book deserves much wider cir- 
culation than it is likely to get. Theoretically 
defensible, it is full of common sense, and free 
of uncritical allegiance to theory. Its coverage 
of the essential issues confronting western de- 
mocracies is so broad, and its style so lucid, 
that a careful reading will provide the intelli- 
gent lay person with a thorough grounding in 
the problems confronting western systems, 
and the partial and uncertain economic solu- 
tions that are available in a world of evolving 
social and ethical institutiops 

Ai.BEHT T. Sommers 
The Conference Board 

Specification, estimation, and analysis of mac- 
roeconornetric models. By Rav C. Fair. 
Cambridge, MA and London: Harvard Uni- 
versity Press, 1984. Pp. 479. $35.00. ISBN 
0-B7 4-83180-2. JEL 84-0718 

Specification, estimation, and analysis of ma- 
croeconometric models may be among the 
things which well brought up economists re- 
frain from doing in public. Ray Fair’s new book 
of this title, on the other hand, is recom- 
mended reading and a public service. 

Perhaps macroeconometric modeling is bet- 
ter thought of as an engineering feat rather 
than pure science. Model specification is 
largely ad hoc. Variable choice is by survival 
of the (best) fittest. No one is happy with the 
practice of macroeconometric model building 
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as science. Fair describes the craft of macro- 
econometric model building as he, one of the 
profession’s most respected artisans, practices 
it. The reader of this book will be left with a 
better appreciation of the accomplishments 
and the real problems of this field. 

The book is divided into three general sub- 
ject areas: the methodology of macroecono- 
metric model building, detailed descriptions 
of the author’s United States and multicountry 
models, and techniques for evaluating and 
comparing macroeconometric models. Fair 
writes in the first person singular, holding a 
long discussion with the reader on how he built 
and tested his models. Some material summa- 
rizes research published by Fair or by others; 
some describes his current work. 

'The first two of the eleven chapters outline 
the book and describe the author’s approach 
to macroeconometric methodology at a gen- 
eral level. The third and fourth chapters, re- 
spectively, present theoretical and economet- 
ric versions of Fair’s United States and 
multicountry models. Alternative econometric 
models, an autoregressive model, two vector 
autoregressive models, a small linear model, 
and a version of Sargent’s “classical macroeco- 
nomic model” are presented in the fifth chap- 
ter; Chapter 6 looks at econometric techniques 
for estimation of large nonlinear models. Chap- 
■;er 7 discusses problems of numerical solution 
and simulation of such models. The following 
three chapters cover “Evaluating Predictive 
Accuracy,” “Evaluating Static and Dynamic 
Properties,” and “Optimal Control Analysis.” 
110 penultimate chapter discusses estimation 
and solution of large models when rational ex- 
pectations is imposed. The text concludes with 

final summary chapter. Appendices give 
complete listings of estimated equations in 
^air’s two models, an extensive description of 
data sources, and a brief description of com- 
puter software. 

Fair’s theoretical model is in the mainstream 
Keynesian tradition, with special emphasis 
iven to the role of disequilibrium and to the 
effect of expectational errors. In this sense, it 
is nearly the antithesis of the models of the 
rational expectations or “new classical” school. 
\s he says, “No agent knows or ever learns 
he complete model, and thus decisions are 
dways being made on the basis of expectations 


that turn out not to be correct. There is no 
convergence of expectations to true values” 
(p. 90). ’The stream of modem macroeconomic 
research tends to bifurcate on the point of 
whether such a model can tell us anything 
about the world. Those economists who like 
“traditional” macroeconometric models will 
like Fair’s; those who refuse to believe the re- 
sults of any such models will have no trouble 
disbelieving this model. 

Fair’s explication of econometric technique 
should meet with more widespread apprecia- 
tion. Estimation of large-scale, nonlinear mod- 
els requires much in the way of both science 
and art in the application of very advanced 
econometric techniques. Fair takes care in ex- 
plaining the tradeoffs among various tech- 
niques in a number of practical situations. 
Practitioners will particularly appreciate the 
attention to the fine-tuning of numerical algo- 
rithms. 

Fair's discussion is inadequate on only one 
important point; this is the role of rational ex- 
pectations in estimation and testing. Rational 
expectations models are based on the notion 
that agents do not make persistent or predicta- 
ble mistakes. Fair interprets rational expecta- 
tions to mean that expectational variables in 
the model are formed consistently with fore- 
casts from the model. These two are only the 
same if the model exactly describes the econ- 
omy and all agents know it. Rational expecta- 
tions econometricians usually admit the possi- 
bility that economic agents may know facts 
that are never recorded in the econometri- 
cians’ data bank. It would be nice to see more 
of a discussion of how instrumental variable 
techniques can be used to avoid imposing the 
assumption that the economist’s model is com- 
plete. 

Specification, estimation, and analysis of 
macroeconometric models are seriously fiawed, 
but may not warrant the criticism they fre- 
quently receive. There is an identification 
problem here. The poor results indicate either 
poor work or an intractable problem; this book 
supports the latter explanation. Readers should 
recognize that macroeconometricians lack the 
luxury other specialists eiyoy of avoiding in- 
tractable problems. Business and government 
require forecasts — good ones if possible, but 
in any event the best economists can make. 
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The manufacture of forecasts is a blend of 
magic and science. Here, Fair tells as much 
as economists know about the science part. 

Richard Stabtz 
University of Washington 

200 Quantitative Economic Methods 
and Data 

220 Economic and Social Statistical Data 
AND Analysis 

U.S. productivity growth: Who benefited? By 
Lawrence P. Brunner. Research in Busi- 
ness Economics and Public Policy series, no. 
3. Ann Arbor: UMI Research Press, 1983. 
Pp. X, 148. $49.95. ISBN 0-8357-1 442-X. 

]EL 84-0117 

Lawrence Brunner seeks to reexamine Hul- 
ten’s (1975) thesis that traditional methods of 
growth accounting underestimate the contri- 
bution of technological change by ignoring its 
feedback effect on the growth of capital. In 
this book, developed out of a Ph.D. disserta- 
tion, the author uses a general equilibrium 
model with six sectors of the economy, three 
types of labor, two typ»es of capital and explicit 
consideration of intermediate goods. A modi- 
fied version of the Scarf algorithm is used to 
simulate alternate growth paths of the U.S. 
economy from 1947 to 1974 under various as- 
sumptions about productivity growth. The au- 
thor shows ingenuity in using a methodology 
developed to study the welfare implications 
of tax changes to gain insight into the distribu- 
tional effects of technological change. 

Hulten’s argument can be easily summa- 
•ized for the Hicks-neutral case. Suppose the 
economy is in a steady-state where gross invest- 
ment just equals the depreciation of existing 
capital. Assume now that the production func- 
tion makes a once and for all shift upwards 
due to Hicks-neutral technical change. Output 
increases at a given level of capital, generating 
higher savings (investment), and the capital 
stock grows (since investment now exceeds the 
depreciation of existing capital). This in turn 
generates higher output and investment. The 
Process continues until the depreciation of the 
higher stock of capital equals the new invest- 
ment level. Hulten’s point is that the tradi- 
tional Solow index measures the proportionate 


increase in the height of the production func- 
tion at the new equilibrium level of capital 
but ignores the growth in output from a move- 
ment along the production function, due to 
the increased capital created by the process 
described above. 

In contrast to the availability of the simplex 
method for linear programming, our ability to 
solve nonlinear models is rather limited. A ma- 
jor breakthrough was achieved by Scarf (Scarf 
and Hansen 1973). It determines the equilib- 
rium price vector for a competitive economy. 
However, the algorithm requires some strin- 
gent assumptions. Production functions have 
to be linear homogeneous while demand func- 
tions are to satisfy Walras’ law. To fulfill these 
requirements, Brumier assumes linear expen- 
diture systems; further restrictions on parame- 
ters are introduced to ensure a constant savings 
rate. Gross output is defined as the sum of value 
added and intermediate inputs. The value 
added is determined by a CES function of ag- 
gregate capital and labor indices. Intermediate 
inputs are fixed proportions of output. 

The six industries into which the production 
sector is aggregated are: agriculture, miscella- 
neous, construction, manufacturing, equip- 
ment and services. There are two types of capi- 
tal, structures and equipment, and they are 
aggregated into a single index using a Cobb- 
Douglas function. The ten Census Bureau one- 
digit labor occupations are first collapsed into 
three — white collar, skilled and unskilled — and 
then aggregated using a Cobb-Douglas func- 
tion. The units of inputs are defined as that 
amount which earned one dollar in 1967. The 
parameters of the model are estimated on the 
assumption that the economy is in equilibrium 
for every year and that these parameters are 
able to generate the actual data set. In the 
case of production functions this leaves one 
degree of freedom and this is eliminated using 
exogenous estimates of the elasticity of substi- 
tution. 

Because of the assumption of competitive 
equilibrium, the actual data set must be ad- 
justed to fulfill the following six conditions: a) 
Demand must equal supplies for all products, 
b) Total costs must equal total sales for each 
industry, c) Each consumer group’s purchases 
must equal disposable income for that group, 
d) Endowments of consumers must match fac- 
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tor usage, e) Value of final demands must equal 
value added, f) Finally, the government budget 
must balance. Chapter 2 e.xplains various steps 
taken to make data from various sources com- 
patible with each other and meet the above 
requirements. 

The author undertakes twelve simulation 
runs of his model. The first one estimates the 
parametric values .so as to fit actual data. The 
second one assumes that there is no change 
in productivity in any industry; the difference 
between the two simulations would give esti- 
mates of the impact of technical change. The 
next five simulations assume that technical 
change is absent in one of the industries (there 
is no simulation assuming zero productivity 
growth in rnfscellaneous industries). The next 
four assume different dispersions of productiv- 
ity growth between industries. P’inally, there 
is a run to project the economy up to 1978. 

The results are discussed in Chapters 3 and 
4. The difference in the contribution of techni- 
cal change to growth as conventionally mea- 
sured and using the index in the model is 21 
percent. This may be contrasted with the 30 
percent difference derived by Hulten. The au- 
thor attributes the difference between his re- 
sult and Hulten 's to the greater disaggregation 
in this model and the use of CEkS production 
functions. As for the distributional effects of 
technical change, the share of capital de- 
creased at the aggregate level and in all the 
industries except construction. The author also 
argues that the increased demand for skilled 
labor due to technical change protected skilled 
workers against the adverse effects of in- 
creased supply created by shifts in educational 
levels. 

My main criticism of the book is that the 
author has embarked on it before recovering 
from the excitement and exhaustion of com- 
pleting a Ph.D. dissertation. The presentation 
of the material fluctuates between a thesis style 
and one meant for a wider audience in business 
economics. At some places he explains in detail 
trivial growth equations while deep>er concepts 
are glossed over with the citation of a prior 
work. At a substantive level, he seems to miss 
opportunities to discuss interesting issues in 
some depth. Let me cite three examples. The 
algorithm used requires the assumption that 


the economy is in continuous equilibrium. Why 
did the author not choose to end the period 
just before the oil crisis of 1973? Does he be- 
lieve that the U.S. economy adjusted to a new 
equilibrium by the end of 1973 or is he just 
using a data set that was available to him? Sec- 
ond. the algorithm requires that the govern- 
ment budget be in balance. The natural as- 
sumption for an equilibrium model is to use 
the Ricardo-Barro argument and claim that the 
budget deficit would be seen by consumers as 
equivalent to a tax. Instead he argues: 

In this work, we adjust government expendi- 
tures {federal, state, and local including social 
insurance funds) to balance the overall govern- 
ment budget Instead of adjusting expendi- 

tures we could adjust taxes or both Here we 
follow Whalley’s work but this is a matter of 
preference jp, 39), 

Finally, given that one of the main objectives 
is to reexamine Hulten’s estimate of the contri- 
bution of productivity change to growth, the 
difference between hi.s e.stimate of 30 percent 
and the author’s 21 percent (p. 107) seems sig- 
nificant enough to deserve detailed consider- 
ation. All differences in estimations are due 
either to differences in the data set or in as- 
sumptions; one would expect the author to 
come with some more concrete explanation. 
I do not consider these to be fatal flaws but 
rather blemishes in an otherwise commenda- 
ble study. 

Rama Ramachandran 

Brown University 
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For most people, even economists, this book 
is not light reading. It contains calculations of 
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time series of rates of return on capital in ten 
countries: the U.S., Sweden, the U.K., France, 
West Germany, Canada, Japan, Finland, Aus- 
tria, and Italy. Each of the studies has its own 
author(s) and each follows a roughly similar for- 
mat. However, the exact methods of calcula- 
tion differ somewhat from country to country, 
which is perhaps not surprising in view of the 
differences that exist in available data. 

Actually, each of the studies calculates more 
than just a single time series of returns. A typi- 
cal chapter contains time series of rates of re- 
turn on business assets before and after taxes, 
equity before and after taxes, nominal and real 
returns to investors, Tobin’s "q,” a measure 
of the aggregate cost of capital, and the debt 
(or equity) ratio. As well, most of the studies 
conduct simple econometric tests to ascertain 
whether there is a downward trend in profit- 
ability. Some of the more interesting results; 
i) Calculated rates of return for roughly compa- 
rable series vary considerably across countries. 
Here, a question arises as to the efficiency of 
international capital markets. Of course, some 
force(s) not included in the study, such as ex- 
pected exchange-rate gains or personal income 
taxes may explain the discrepancies, but this 
remains to be seen. At any rate, eyeballing the 
tables is not enough to convince me that rates 
of return in different countries have even 
moved together. On the other hand, it does 
appear that after-corporate-tax rates of return 
have diverged less during 1970-1981 than they 
did during 1961-1969, so perhaps some equil- 
ibration has taken place, ii) Simiarly, returns 
generally differed across sectors of an econ- 
omy, sometimes substantially. This might be 
explained by differences in risk, iii) Returns 
to investors, over reasonably long time periods, 
have not equaled net-of-tax returns from capi- 
tal. Is this explained by a failure of equity prices 
to appreciate one-for-one with retained earn- 
ings (i.e., Tobin’s “q” is not equal to one), which 
is in turn a consequence of the favorable tax 
treatment of capital gains (Alan Auerbach 
1983, p. 924), or is it due to poor data on returns 
to investors? iv) Evidence of a downward trend 
in profitability is mixed, with no clear trend 
in perhaps half the series, a weak downward 
trend in a number of series, and a significant 
downward trend in several series. In general. 


evidence of a downward trend is stronger for 
countries with short available time series. 

Despite the common focus of the studies, 
fairly large differences exist in scope, available 
data, and techniques. This is unfortunate since, 
as Holland notes, it reduces the comparability 
of re.sults across countries. For instance, several 
of the studies calculate capital stocks with a 
perpetual-inventory method using economic 
instead of accounting depreciation, while other 
studies employ cruder historical-cost data to 
measure capital and depreciation. As regards 
comparability of results, Holland makes the im- 
portant fjoint that, due to differences in mea- 
surement techniques, it may be more sensible 
to compare changes rather than absolute levels 
of profitability across countries. 

There are other methodological issues. One 
is that most of the calculations treat average 
and not marginal rates of return. This may be 
important for some applications. For instance, 
average returns tell us little about incentives 
to invest since investment represents a mar- 
ginal addition to the existing capital stock. Ac- 
tually, the after-corporate-tax rates of return 
calculated may be inversely related to incen- 
tives to invest under some circumstances. For 
instance, if sufficient subsidies and tax-induce- 
ments for investment are built into the corpo- 
rate tax system then abolishing corporate taxa- 
tion can increase the overall effective tax rate 
on new capital (Mervyn King and Don Fuller- 
ton 1984). This means that abolishing the cor- 
poration tax may simultaneously raise average 
profitability but decrease incentives to invest. 

Another methodological issue is that none 
of the studies take account of {personal income 
and wealth taxes. “After-tax” profitability thus 
refers only to returns after corporation taxes. 
This should be borne in mind by researchers 
who use the time series reported, since per- 
sonal taxes are also likely to be important for 
many applications. Of course, this comment 
does not apply to before-tax returns, which 
roughly measure the ex post average pro- 
ductivity of capital. 

Finally, the book contains a number of state- 
ments about the cost of capital and Tobin’s 
“q" that are inconsistent with recent literature 
on the cost of capital (Auerbach 1983). The 
authors’ rough (by their admission) measure 
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of the cost of capital bears little resemblance 
to modern formulations of the costs of debt 
and/or equity finance, and their time series 
of this measure should be used sparingly if at 
all. Similarly, statements to the effect that in 
the long run, Tobin’s "q” should equal one are 
wrong; q<l is possible in a long-run equilib- 
rium in which new capital is financed by re- 
tained earnings. 

These minor annoyances aside, the time se- 
ries reported provide a great deal of useful 
data for other researchers; this is the true con- 
tribution of the book. 

Charles Stuart 
University of California, 

Santa Barbara 
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■Economic inequality in the United States. By 
Lars Osberg. Armonk, NY and London: 
Sharpe, 1984. Pp. x, 305. $25.00, cloth, ISBN 
0-87332-234-7; $13.96, paper, ISBN 

0-87332-259-2. JEL 84-0739 

Lars Osberg’s book provides an objective, 
;omprehensive survey of both the theoretical 
ind empirical evidence on economic inequal- 
ty in the U.S. He presents data on the extent 
Df income and wealth inequality and poverty 
ind emphasizes both the difficulty in measur- 
ng inequality and the variety of factors — eco- 
lomic, demographic, political — that affect the 
ncome distribution. 

He then reviews the major theories that 
lave been used to explain both the distribution 
>f income and the determinants of individual 
jamings. He includes chapters on the determi- 
lation of factor shares, the role of discrimina- 
ion, and a variety of theories concerned with 
he size distribution of income, including, 
imong others, human capital and internal la- 
x>r market theories. 

Osberg’s review is exhaustive and his presen- 
ation balanced. He correctly warns that while 
luman capital theory provides the foundation 
or the neoclassical view of inequality, . . 


most of what now passes for a discussion of 
earnings distribution is really only hasty gener- 
alization from the theory of earnings determi- 
nation” (pp. 192-93). That is, we understand 
very well why some individuals are at a higher 
point on the income distribution than are oth- 
ers, but we know much less about why the 
income distribution has a particular shape or 
why it has changed or failed to change in re- 
sponse to economic and demographic factors. 

After discussing theories, Osberg turns to 
two important and related public policy is- 
sues — the tradeoff between growth and equal- 
ity and the role of government in altering the 
income distribution. He concludes with a sec- 
tion on his “Personal Opinion” that argues for 
a heightened interest in both equality of oppor- 
tunity and equality of result. 

One finishes O.sberg’s book looking for a .syn- 
thesis of the vast literature surveyed. But Os- 
berg does not pretend to have the answers, 
since successive generations of economists 
have addres-sed distributional issues without 
reaching a consensus on such questions as: Is 
there an optimal degree of inequality; what 
is the relationship between measured income 
inequality and the distribution of economic 
well-being; and, given the goal of reducing ine- 
quality, what is the most effective policy'P 

Osberg’s empirical review focuses primarily 
on the trend in inequality up to 1980, but he 
speculates that the shift in domestic priorities 
toward “the pursuit of growth at the expense 
of equality” may accentuate social strains and 
actually impede future growth (p. 265). For 
example, if the “system” comes to be viewed 
as unfairly biased toward the rich, will the chil 
dren of the poor reduce their desired invest 
ments in education? Or, as the “supply-siders’ 
argue, will the prospect of higher after-tax re 
wards lead to increased investment? Unfortu 
nately, neither income distribution theorie 
nor empirical studies provide answers to thes 
questions. Nonetheless, inequality is likely t 
remain on the research agenda — the fiftiet 
volume of the Studies in Income and Wealt 
of the National Bureau of Elconomic Researc 
is about to appear. 

My mgjor criticism is that I would have pn 
ferred that Osberg discuss fewer topics ] 
greater depth. However, I still recommend tl 
book for advanced undergraduate classes c 
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nequality or for the economist who wants to 
:atch up on the literature on some particular 
lubtopic. 

Sheldon Danzicer 
University of Wisconsin, 

Madison 
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fhe principles of financial intermediation. By 
Alex N. McLeod. Lanham, MD and Lon- 
don: University Press of America, 1984. Pp. 
xiv, 237. $22.75, cloth, ISBN 0-8191-3831- 
0; $11.50, paper, ISBN 0-8191-3832-0. 

JEL 84-1080 

This is an estimable book. Foremost, it 
clearly recognizes that credit is nowadays the 
:ey financial variable causing changes in aggre- 
gate spending. Second, it correctly treats finan- 
•ial intermediation as the "theoretical core" 
)f modern money and banking. Third, it recog- 
lizes that intermediaries whose liabilities are 
money” are only one species of a large genus. 
The book also has technical virtues. It has 
1 clear, relaxed, literary style. But it also pre- 
ents formal demonstrations of its models and 
heorems, both arithmetic and algebraic, with 
.he latter separated so they do not clutter up 
:he text. It has a generally insightful final sec- 
ion on policy implications. 

It has admirably wide coverage. Theoreti- 
cally, it covers not only "long-run general-equi- 
ibrium models” (unfortunately, in my view, 
‘the bulk of the analysis”), but also "short-run 
disturbances,” so-called “dynamic” models. It 
deals with both "closed” and “open” econo- 
mies and domestic and international interme- 
diation. 

Another estimable feature of McLeod’s work 
s that he avoids letting “real” analysis muddy 
jp, as it so often does, financial analysis. (As 
e freely admits: “. . . whether these expan- 
iions of money income add equivalently . . . 
o real income . . . depends on factors we . . . 
lave been unable to integrate systematically 
nto our models,” p. 135.) One of the striking 
ruits of this wise use of Ockham’s razor is the 
meaningful conception of "saving” for use in 


monetary and financial analysis. As he states 
it: “. . . we are subsuming saving in the form 
of direct acquisition of capital goods in the pro- 
pensity to spend and are concerned only with 
the propensity to save in financial [my italics] 
forms” (p. 219). “Saving” amounts essentially 
to “non-spending.” This was also Keynes' 
prime operative, though not formal, concept. 

For all this, and more, this distinguished 
Canadian economist deserves our thanks. The 
book will be useful as a supplement to texts 
in introductory money and banking, and for 
fuller use in advanced money and finance 
courses. My major reservations — the perhaps- 
biased views of one who believes “monetary 
economics" needs even a more thorough 
shake-up than McLeod gives it — follow. 

First, McLeod employs the tradibonal in- 
verted “pyramid” paradigm to analyze the cre- 
ation of (“money,” of “near monies,” and even 
the extension of) credit. The reserve ratios of 
(banks and other) intermediaries and the “ac- 
ceptance ratios” of their liabilities by the pub- 
lic provide his scaffolding. He typically takes 
these ratios as fixed. Yet as he himself observes, 
“In the real world the parameters . . . are 
likely to be complex variables obeying ill-de- 
fined laws, instead of constants ...” (p. 148). 
Why does he not then treat them as variables 
and search for the “laws” that govern them? 
McLeod does not deal with the borrowing and 
lending policies of intermediaries, nor does he 
raise the jxissibility of a “lack of creditworthy 
borrowers.” (This last, incidentally, omits an 
important part of Keynes’ full message.) He 
could have avoided his “fixed coefficients” and 
broadened his analysis by substituting for his 
“pyramid” the paradigm of interrelated 
“credit networks” (Niehans 1978, Elarley 
1981). 

Second, McLeod overemphasizes the influ- 
ence of what he calls “standard money,” and 
uses it as the foundation of his pyramid. After 
first adopting D. H. Robertson’s sensible defini- 
tion of “money” as “anything which is widely 
accepted in payment for goods, or in discharg- 
ing other kinds of obligations” (p. 5), he identi- 
fies “standard money” more explicitly as either 
the monetary obligations of the central bank 
(in most contemporary systems) or a commod- 
ity money (in commodity-convertible systems). 
Although he points out that internationally 
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there are no longer any clear links between 
"standard money” and the actual volumes of 
either money or credit (p. 162), he does not 
seem to recognize that in a well-developed 
world of “liabihty management” there are no 
such links domestically either (Earley and Ev- 
ans 1982). Here again the examination of 
“credit networks,” only very loosely if at all 
connected with “ba.se money,” would be a 
more fruitful paradigm. 

My final serious reservation concerns the re- 
lations between credit creation, “multipliers,” 
“.saving” and income generation. McLeod per- 
ceptively builds on a too-little-noted early arti- 
cle by Vining (1940). In doing so, however, 
he overgeneralizes V'ining's rather special case. 
McLeod employs a “total income multiplier,” 
derived by compounding his “credit multi- 
plier” and a “standard income multiplier.” Fol- 
lowing Vining, he postulates that for the stan- 
dard income multiplier to operate, the 
“.saving” at each "round” must be returned 
to the intermediaries in forms which permit 
them collectively to increase their net lending 
correspondingly. This is technically incorrect. 
What is done with the increased “saving” at 
each round is indeed important to total in- 
come expansion. If, for example, it is held in 
bank demand deposits, there is no stimulus to 
'urther lending. If it is withdrawn from inter- 
mediaries in legal tender, the result could be 
disastrously contractionary. But this important 
act is not technically connected with the stan- 
dard income multiplier. The rising spending 
associated with the standard multiplier does 
not need to be “financed” by credit. It is fi- 
lanced by the rising income (receipts) of the 
iionfinancial units. 

The standard “Keynesian” multiplier 
couched in the form of investment spending 
ind the marginal, or average, propensity to 
consume), is incorrectly formulated for use in 
financial analysis. Here the “multiplicand” is 
lot investment spending per se, nor even in- 
ermediary lending per se, but the overall "fi- 
lancial deficits” being run by some economic 
inits in excess of the “financial surpluses” con- 
‘urrently run by others. If deficits exceed sur- 
iluses, total spiending rises and conversely. A 
multiplier” in a meaningful sense would oc- 
ur so long as such a multiplicand exists, 
leynes’ multiplier implicitly assumes that this 


same multiplicand persists unchanged while 
the self-financed added spending works itself 
out (via the consumption function). This would 
require a given net financial deficit continuing 
while successive induced expenditures bring 
the rate of aggregate spending to an asymp- 
totic level. (When aggregate surpluses equal 
aggregate deficits, total spending will be sta- 
ble.) The return of all successive accretions of 
induced “savings” to intermediaries will help 
maintain or even increase aggregate spending, 
but it is not strictly necessary and certainly 
not .sufficient to do so. Other variables are likely 
to be much more important. The spending 
changes, and the equilibrating principle, in 
fact involve not only the “multiplier,” but 
other changes in saving, and, above all, the 
behavior of deficit spending (Earley, Parsons 
and Thompson 1976). 

James S. Eahley 
University of California, 

Riverside 
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The economics of larae government deficits: 
Proceedings of a conference held at Melvin 
Village, New Hampshire, October, 1983. By 
the Federal Reserve Bank of Boston. 
Federal Reserve Bank of Boston Conference 
Series, no. 27. Boston: Author, 1983. Pp. 199. 
Paper. JEL 84-1091 

In the words of Robert Solow, there is some 
feeling among the conference contributors to 
this volume that large government deficits, 
such as those now looming in the United States, 
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are a Bad Thing. But the view is not quite 
unanimous, and those sharing it ofiFer a lot of 
clarifications and qualifications. 

The lead paper, by Frank de Leeuw and 
Thomas M. Holloway, furnishes cyclically ad- 
justed ratios of deficit and debt to “trend 
GNP." It finds the first large and the second 
growing. The trend GNP is calculated by con- 
necting midpoints, not peaks, of successive ex- 
pansions. The reference pwints thus entail sub- 
stantially more unemployment than the five 
percent of the traditional high employment 
budget, and hence considerably more in the 
way of deficits. The authors note that the cul- 
prits in recent large increases in the deficit, 
with whatever adjustments, were cuts in per- 
sonal and corporate taxes and increases in mili- 
tary spending. 

Barry Bosworth expresses a concern — which 
I share — with the de Leeuw-Holloway measure 
of a cyclically-adjusted GNP related to an un- 
employment rate that rose from five and a half 
in 1972 to eight percent in 1983. He also argues 
that federal debt should be adjusted for federal 
financial assets. This would indeed make a con- 
siderable difference. 

Willem H. Buiter distinguishes aptly among 
the long-run roles of government deficits and 
debt and their short-run roles in reducing the 
market failures of recessions. The arguments 
in favor of both debt neutrality and a uniformly 
balanced budget, he reminds us, requires im- 
possibly stringent conditions to be sustained. 
Government deficits and debt can alleviate the 
distress occasioned by the lack of forward mar- 
kets or other satisfactory private market mech- 
anisms for providing for the future. And they 
can help adjust disposable and spendable in- 
come to permanent income. 

Buiter calculates permanent or sustainable 
deficits, adjusting not only for cyclical factors 
but also for changes in public sector capital 
formation and resource or asset disposal, infla- 
tion, exchange rate and growth effects, demo- 
graphic effects on the tax-transfer relation and 
seigniorage — the government’s gains from 
money creation. Applying most of these cor- 
rections, Buiter finds the U.K. in 1982 with a 
permanent “deficit” which is in fact a surplus 
equal to two and a half jjercent of GDP. 

Rudolph Penner points up the political moti- 
vation of those who would insist on a balanced 


budget rule as a means of curbing public 
spending. He also notes that the calculation 
of Buiter 's fjermanent deficit depends crucially 
on the values estimated for future taxes minus 
transfers, with the social security system domi- 
nant in any such projections for the United 
States. 

Benjamin Friedman also distinguishes be- 
tween the stabilizing role of deficits in reces- 
sions — read U.S. 1981-1983 — and their long- 
run role. From evidence of stability of the 
private saving and total debt to GNP ratios, 
he concludes that the deficits and government 
debt in prospect will detrimentally diminish 
net private investment. 

In a particularly lively comment, Albert M. 
Wojnilower questions whether we really are 
underinvesting, whether we are investing 
wisely, and whether the real issue is not deficits 
or debt but national priorities such as military 
spending, providing for the aged and the kinds 
of public as well as private investment we 
want — to which I must offer a hearty “Amen.” 

Paul Krugman argues that, with the Fed tar- 
geting nominal income, easy fiscal policy in 
the U.S. has implied tight monetary policy, 
high real interest rates and a consequent high 
value of the dollar. Other nations have then 
followed tight monetary policies in an effort 
to check their exchange depreciation and thus 
curbed their own domestic investment and in- 
come — and, as 1 can vouchsafe for France, 
brought on domestic stagnation and deep polit- 
ical distress for the Government. Lowering the 
value of the dollar without tightening fiscal pol- 
icy, Krugman suggests though, would crimp 
U.S. investment by removing the inflow of for- 
eign capital which currently offsets much of 
government dissaving. 

In a dissenting comment, Bichard Cooper 
sees the Federal budget deficit as having only 
a minor depressant effect on private invest- 
ment, while the current account payments 
deficit discourages productive investment in 
equipment and encourages investment in non- 
tradable structures and services. Cooper also 
objects, wisely in my view, to targeting nomi- 
nal income — which he points out has hardly 
been done effectively, if at all, up to now — as 
opening the way for price shocks to reduce 
real output. Otto Eckstein views the large bud- 
get deficits as contributing to high interest 
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rates, an appreciated dollar, and trade deficits 
which injure critically important industries 
and the nation’s long-run development. 

Richard W. Kopcke uses three large, un- 
named econometric models to simulate the ef- 
fects of a combination of easier monetary pol- 
icy and deficit-reducing personal income tax 
increases which preserve the baseline growth 
in real GNP. He finds generally little change 
in inflation but lesser consumption, more net 
exports and residejitial construction and only 
modest increases in business fixed investment. 
Kopcke warns against tax increases in them- 
selves when GNP remains well below full em- 
ployment levels. 

Preston Miller, in his comment, objects cor- 
rectly that Kopcke’s policy simulations do not 
meet the Lucas critique and that results would 
differ if the models took into account the vary- 
ing consequences of temporary and perma- 
nent tax increases and the monetary policies 
which would be associated with them. He 
sketches his own “equilibrium" model in 
which permanent deficits net of interest must 
be financed by implicit taxes on money and 
bonds. Such deficits may then imply substantial 
inflation. 

Lawrence R. Klein stresses the need for high 
3mployment targets and notes that deficit re- 
duction, if those targets are to be met, requires 
3asier monetary policy and increases in net 
sxports. He buttresses his case with Whar- 
:on Annual Model simulations. These too are 
subject to Miller’s objections, although like 
"lopcke’s simulations, they are not necessarily 
otally invalidated. Saul Hymans accepts the 
main thrust of Klein's arguments but questions 
:he feasibility of one of his scenarios in which 
unemployment is driven below four percent 
kvith little increase in inflation. Klein defends 
die scenario’s feasibility with reference to 
:hanging demographics and productivity 
rowth. 

I welcomed the frequent reminders of the 
lifference between cyclical and structural or 
Permanent deficits, a distinction all too absent 
n popular and political discussions. It is criti- 
!ally important, with all the current concern 


about deficits and the attention of some among 
us to highly abstract, market-clearing equilib- 
rium models, that the main body of the eco- 
nomics fraternity keep in the foreground the 
importance of fiscal policy to goals of economic 
stabilization at high employment. 

In this connection, model builders and prac- 
titioners would do well to reexamine the struc- 
tural specifications of their models. They 
should then be revised, where appropriate, to 
recognize, in a system where unemployment 
is not always “natural,” that there are differ- 
ences between short-run and long-run policies, 
and deficits. 

Discussions of deficits become confused and 
confusing when they ignore important ques- 
tions of definition, measurement and account- 
ing conventions along with underlying real 
magnitudes. Three of the papers — those of de 
Leeuw and Holloway, Buiter and Friedman, 
along with the comment by Miller — explicitly 
note the relation of inflation to reported defi- 
cits, But there remains considerable unques- 
tioned acceptance of official measures. 

Thus, in a number of places we are left with 
the notion that our economic history, even 
prior to 1982, involved stimulatory budget def- 
icits and counterbalancing tight monetary pol- 
icy. Ignored is the probability that losses in 
the real market value of existing government 
debt, resulting from high and increasing infla- 
tion, converted presumably stimulatory defi- 
cits into contractionary real surpluses (Eisner 
and Pieper 1984). 

And it does make a difference, as noted by 
Buiter and Wojnilower in particular, whether 
"deficits” are spent on "government consump- 
tion" such as missiles and bombers, or invest- 
ment in the human and physical capital on 
which our future economic well-being de- 
pends. 

Robert Eisner 

Northwestern University 
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The supply-side revolution; An insider’s ac- 
count of policymaking in Washington. By 
Paul Craig Roberts. Cambridge, MA and 
Lx)ndon; Harvard University Press. 1984. Pp. 
327. $18.50. ISBN 0-674-85620-1. 

JEL 84-0773 

“This is the story of a revolution in economic 
policy from its origin in Jack Kemp’s office in 
the summer of 1975 through the first thirty 
months of the Reagan Administration. Jack 
Kemp was the first supply-side politician, and 
Ronald Reagan was the first supply-side Presi- 
dent.” These are the opening sentences of The 
Supply-Side Revolution. An Insider’s Account 
i of Policy Making in Washington, and they 
give the reader a pretty good indication of 
i what is to come in the ensuing pages. 

; The discipline of economics has, of course, 
had more than a little diflficulty getting “supply 
side” into clear focus. In a sense, the renais- 
sance of concerns about the capability of the 
economy to produce, and policies to encourage 
a more rapid enlargement of that capability, 
have been central to economics since there 
was .such a discipline. The full title of Adam 
Smith’s book is instructive on that matter. 

For two reasons, however, economists have 
been uncomfortable coming to terms with this 
dimension of the subject during recent years. 
One is that for a half-century demand manage- 
ment became the preoccupation of econo- 
mists. This was initially an ad hoc response to 
the slack and unemployment of the Great De- 
pression, but a body of theory emerged about 
the factors determining aggregate demand 
which came to be seen as macrotheory. While 
supply functions were not absent, the focus 
of macrotheory and macropolicy was the man- 
agement of aggregate demand, not the man- 
agement of aggregate supply. Viscosities afflict 
the intellectual arena also when we must 
change course, even if what is involved is re- 
suming the orientation that had been tradi- 
tional until recent decades. 

The need to give more thought to the supply 
side of economic processes was made even 
more difficult by a vernacularized variant 
which seemed to suggest that reducing tax 
rates would so activate the economy that the 
resulting flow of revenues would be even 
larger than would have occurred with the old 


rates — that, in short, “all this and heaven, too” 
were there just for the asking. That there could 
be tax rates so high that revenues would be 
larger with rates at lower levels is, of course, 
obvious. If, for example, income above some 
level were taxed at a 100 percent marginal 
rate, there would be no incentive to earn such 
income. Thus, there would be little revenue 
collected. The key question is whether the evi- 
dence suggests that current rates are in this 
“prohibitive range.” The evidence does not 
suggest that they are. 

Roberts’ book, however, does not, and is not 
intended to deal with the theory and empirical 
analysis of supply-side economics. (For those 
interested in the theory and analysis of supply- 
side economics a book such as the volume ed- 
ited by Richard H. Fink, Supply-Side Econom- 
ics: A Critical Appraisal, would be more in 
order.) This book is the story, the biography, 
of what happened when an Administration 
tried in its program to give expression to sup- 
ply-side economics. And it is a story of how 
what was started with optimism and confi- 
dence in 1981 was gradually, as the author sees 
it, compromised and eviscerated. 

Why'P 

Here the book takes on the drama of a "who- 
dunit.” Fundamentally the problem is seen as 
.some Trojan horses within the Administration. 
There was Stockman, whose interest was to 
reduce the deficit and balance the budget (an 
obvious route to the hero’s role for the Director 
of OMB), and Baker, Weidenbaum, and Feld- 
stein. Imprisoned by conventional thinking, 
these important fonctionnaires opposed and 
whittled away and diverted the program from 
its original course. This book largely chronicles 
that struggle, with the author participating in 
the battles as Assistant Secretary of the Trea- 
sury. 

While only those who had a view from the 
inside can evaluate the accuracy of the drama 
and the roles played by the dramatis personae, 
the disappointments experienced by the sup- 
ply-siders probably had causes in addition to 
the usual Washington struggles for turf. Reaga- 
nomics was never pure supply-side economics. 
As the author points out, it was an amalgam 
of supply-side economics, monetarism, and tra- 
ditional Republican budget-balancing. When 
Candidate Reagan became President Reagan. 
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le had to broaden his base in order to bracket 
enough of the political spectrum to govern. 

This is a useful — indeed, an important — 
jook. Both its admirers and its adversaries 
vould agree that this Administration came in 
vith a more focused sense of direction for eco- 
lomic policy than was reflected in the eclecti- 
Msrn of most of its predecessors during the 
irior quarter of a century. It is good to have 
his chronicle of the intramural struggles. And. 

0 the author’s credit, he left the Administra- 
ion feeling that with all of the disappoint- 
nents more was accomplished than he had 
bought possible. 

Two further quick points. In a profession 
.'hose writing generally reflects a low level 
f literary quality, the prose in this book stands 
ut. It is excellent writing — a pleasure to read, 
jiid the author’s philosophical ruminations 
bout the shift in the American Weltanschau- 
ng toward "the denunciatory ethic," found 

1 the concluding two pages of Chapter 8, are 
vitalizing. They should be expanded into an- 
ther Roberts’ book. 

Paul W. McCracken 
University of Michigan 

400 International Economics 
410 International Trade Theory 

mport competition and response. Edited by 
Jagdish N. Bhagwati. National Bureau of 
Economic Research Conference Report se- 
ries. Chicago and London: University of Chi- 
cago Press, 1982. Pp. ix, 410. $32.50, ISBN 
0-226-04538-2, hbk; $15,00, ISBN 0-22&- 
04539-0, pbk. JEL 83-0139 

This volume contains the proceedings of a 
BER Conference on the theory and policy 
' Import Competition and Adjustment, held 
MIT in the Spring of 1980. There are twelve 
apers and eighteen comments, aside from the 
iitor’s introductory chapter. The idea was to 
tiderstand a major policy problem of the 
70s, namely how to “keep intact the liberal 
iternational economic order” that had served 
e world economy so well during the three 
astwar decades (p. 1). Rather than adding to 
le great body of empirical literature on the 
tbject, thoug^h, the focus of the conference 
as on “the development of a corpus of re- 


spectable theoretical work that . . . enables 
the empirical analyst to examine the phenome- 
non of import competition insightfully,” as 
stated in the editor’s Introduction (p. 1). 

Organized by one of the main architects of 
the “pure, traditional core of international 
trade theory” (p. 2) — known in the trade as 
two by two by two theory — the conference was 
a signal to international economists and the 
profession at large that the times were a’chang- 
ing. Indeed, in the two years before the confer- 
ence, several people had independently ar- 
rived at models of international trade that 
shared the flavor of modern industrial organi- 
zation rather than the flavor of general com- 
petitive analysis. In the meantime, there were 
other conference proceedings, such as the ones 
in Henry Kierzkowski (1984), and most of this 
work has appeared in the periodical literature. 
Furthermore, Elhanan Helpman and Paul 
Krugman (1985) have found it fit for textbook 
treatment. 

Reading Chapter 7, by Krugman, and the 
comments by Kelvin Lancaster, Michael Mus.sa 
and John Chipinan is a useful reminder that 
not so long ago the trade-and-IO literature was 
still debating whether there is a “right” way 
to model monopolistic competition, a natural 
reaction to decades of pure theory. 

Chapter 6, by Jagdish Bhagwati, has a well- 
written taxonomy of trade models and lobby- 
ing. His basic distinction is between traditional 
and Schumpeterian industries. In the former, 
he contrasts protection to labor importation, 
and finds that the relaxation of immigration 
quotas is a better policy response than the tar- 
iff, but that labor may succeed in lobbying for 
the "efficient tariff,” which is analyzed in 
Chapter 9, coauthored by Robert Feenstra. 
While the model of Ronald Findlay and Stanis- 
las Wellisz (Ch. 8) also endogenizes the tariff, 
there is no explicit contrast with other policies 
where the public-good aspect might be absent, 
such as firm-specific subsidies. Yet, by making 
the alternative explicit, Dani Rodrik (1984) 
shows that a tariff dominates a subsidy. Contri- 
butions to the “rent-seeking” literature are sur- 
veyed by Robert Baldwin in Chapter 10. Look- 
ing at Bhagwati, Richard Brecher and T. N. 
Srinivasan (1984) it is again striking how much 
work they have done along the same lines since 
the conference. 
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The "biological” appendix of Feenstra to 
Chapter 6 notwithstanding, the analysis is 
looser for technologically progressive indus- 
tries. Bhagwati was certainly right to call for 
a theory of trade in similar products with ex- 
plicit dynamics rather than static economies 
of scale (p. 176). The force of the static models, 
though, is precisely that they do not require 
the integration of ixnperfect competition, capi- 
tal theory and growth theory in order to be 
insightful. For example, the basic idea that 
comparative advantage applies to North-South 
trade while economies of scale explain intra- 
OECD trade sheds a great deal of Stolper-Sam- 
uelson light on the responses against manu- 
facturing imports from newly-industrialized 
countries. 

Nevertheless, trade policies have now been 
studied in an explicit game-theoretic set-up 
which allows for the dynamic considerations 
mentioned earlier. For example, export subsi- 
dies are analyzed in a series of papers by vari- 
ous combinations of James Brander, Avinash 
Dixit, Gene Grossman, Barbara Spencer and 
others. Thus Kala Krishna (1984) shows how 
tariflFs may dominate voluntary export restric- 
tions, which enhance collusive behavior. While 
the empirical contents of this literature re- 
mains minimal, there are now essays explicitly 
designed to illuminate policy, such as Dixit 
(1984a and b), Grossman (1984) and Spencer 
(1984). 

It is therefore no wonder that the papers 
on the two major theoretical strands of the con- 
ference, adjustment costs and lobbying, are not 
fully reflected in the empirical papers of Part 
III, by David Richardson (Ch. 12) for the U.S. 
and by Eric Verreyt and jean Waelbroek (Ch. 
13) for Europe. As the editor states, though, 
“these papers can be read with great pleasure 
and profit” (p. 1). Chapter 11, by Ronald Dore, 
provides a fascinating account of live adjust- 
ment in a Lancashire town. 

The theoretical case for adjustment assis- 
tance is presented by Peter Neary (Ch. 3), 
whereas Mussa (Ch. 4) makes the case against 
it. Mussa’s point, expanded in subsequent 
work, is that even with adjustment costs, ad- 
justment assistance will be suboptimal under 
perfect foresight. Michael Bruno’s disequilib- 


rium apparatus (Ch. 2) and Peter Diamond’s 
new public economics approach (Ch. 5) neatly 
provide alternative avenues. These models are 
sufficiently difiFerent to leave the policy issue 
intact. 

In sum, despite the editor’s effort to put the 
papers in a common (2x2x2?) language in the 
Introduction, there is little connection be- 
tween them. This is more than offset by the 
excellent quality of the papers and the careful 
discussions of them. The comments are ex- 
traordinarily useful in bringing the theory to- 
gether and contribute greatly to the attractive- 
ness of the volume. Allowing for the 
publication lag (let alone the review lag) does 
not hinder the timeliness of the policy problem 
even though it shifts the focus to the strong 
dollar and the budget deficit. While these mac- 
roeconomic concerns were absent at that time, 
the papers and comments included continue 
to be useful after five years, an extraordinary 
feat even for a dynamic editor. 

Jorge Braga de Macedo 

Princeton University 
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The political economy of U.S. tariffs: An empir- 
ical analysis. By R^al P, Lavergne. Eco- 
nomic Theory, Econometrics and Mathe- 
matical Economics Series, New York, 
London and Toronto: Harcourt Brace Jo- 
vanovich; Academic Press, 1983. Pp. ix, 
210. $24.50. ISBN 0-12-438740-3. 

JEL 84-0463 

This book reports an empirical study of the 
political factors that determine the level and 
structure of U.S. tariffs. It follows a flood of 
recent academic activity investigating the po- 
litics of protectionism, and is a positive contri- 
bution to this literature. 

The study employs a regression model using 
a cross-sectional sample of some 300 manufac- 
turing industries. Hypotheses are tested for 
nominal and effective tariff levels before and 
after the Kennedy and Tokyo Round tariff ne 
gotiations. In addition two tests are run on non- 
tariff barrier hypotheses. The various hypothe- 
ses involve 32 independent variables which 
can be summarized into four major hypothe- 
ses; namely, that tariff levels and structure re- 
flect 1) interest-group pressure, 2) the compar- 
ative disadvantage of the industry, 3) efforts 
to minimize displacement costs, and 4) an his- 
torical continuity. In addition, several minor 
hypotheses were tested including international 
bargaining motives, defense protection, anti- 
trust policies, etc. 

The book contains eight chapters: an Intro- 
duction, four chapters on the theoretical and 
institutional aspects of tariff policy, one sum- 
marizing the various hypotheses to be tested 
and variable definitions, another reporting the 
empirical results and a final short concluding 
chapter. What I particularly liked in the book 
are the four very good chapters on tariff policy. 
The author presents a well-written and com- 
prehensive review of the literature. The list 
of references is extensive, thorough and up- 
to-date with almost 400 titles listed. This re- 
view covers both theoretical and empirical 
issues with special attention devoted to the 
difficulties in observing and measuring the 
events and concepts to be studied. 

A major assumption underlying the empiri- 
:al work is that tariffs are a valid measure of 


protection. The author does recognize the in- 
creasing popularity of quantitative limits such 
as those contained in “orderly marketing ar- 
rangements,” subsidies or government pro- 
curement preferences as alternative policies 
to support domestic industry. But, like so many 
other investigators, the author finds difficulties 
in measuring the so-called nontariff barriers. 
Thus, the bulk of the empirical effort is based 
purely on tariff rates as the indicator of protec- 
tionism. 

In comparison with other empirical studies 
on protectionism, this work’s major contribu- 
tion lies in its comprehensiveness. Most previ- 
ous studies have concentrated on a particular 
motive for protection or a process for political 
decisionmaking. The empirical results of such 
studies are, in fact, case studies that may not 
qualify for generalization because of the influ- 
ence of omitted variables. Lavergne instead 
offers a general model that is a composite of 
many hypotheses about the politics of pro- 
tectionism that have appeared in the litera- 
ture. 

The empirical work itself is very carefully 
done though somewhat unimaginative. To be 
critical, any modeling exercise involving over 
30 independent variables seems more like a 
fishing expedition in which hooks are thrown 
everywhere in hojjes of catching anything. I 
prefer more precise statements of hypotheses 
with rigorous theoretical specification.s of the 
variables to be examined. And I was not at 
all surprised with the conclusion that seemed 
to surprise the author, namely that little empir- 
ical evidence exists to support the primary 
hypothesis that tariffs are influenced by pres- 
sure-group activity from import-impacted in- 
dustries. Instead, the results indicate and the 
author concludes that tariffs today primarily 
reflect the structure of tariffs yesterday. 

This conclusion cannot be surprising given 
the international “rules of the game” as con- 
tained in the General Agreement on Tariffs 
and Trade (GATT). Tariff binding seriously lim- 
its the ability of a country to rai.se tariffs. Dur- 
ing the last thirty years tariff changes have gen- 
erally come as the result of GATT negotiations 
to lower tariffs. And the two major rounds un- 
der study (Kennedy and Tokyo Rounds) em- 
bodied formula tariff cuts; thus even the struc- 
ture of tariffs was maintained to a large degree. 
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The truly useful information for studying 
protectionism lies in the “exceptions lists,” i.e., 
the lists of products for whrch less-than-the for- 
mula tarifip reductions were negotiated. I sus- 
pect that much of this information is diluted 
by the aggregation of tari£F line products to 
the 4-digit SIC product categories used in the 
study. Unfortunately, such aggregation is nec- 
essary in order to obtain measures for many 
of the independent variables. 

While I do not doubt the conclusion regard- 
ing the historical evolution of tariffs, I am not 
ready to accept the author’s rejection of the 
pressure-group hypothesis. There is simply too 
much information to the contrary reported in 
the literature. 

While much of what I have said may sound 
critical of this work, my overall evaluation is 
very positive. Though the empirical results 
may leave something to be desired, I am sym- 
pathetic with the empirical problems that the 
author faced. The author recognizes these 
problems and attempts to deal with them in 
a professional manner. I recommend this book 
as a very good review of the literature on the 
politics of protectionism. For graduate stu- 
dents who wish to get acquainted with the em- 
pirical problems of data evaluation and analy- 
sis, it is a good place to start. 

Tracy Murray 

University of Arkansas 
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The politics of international credit: Private fi- 
nance and foreign policy in Germany and 
Japan. By J. Andrew Spindler. Washing- 
ton, DC; Brookings Institution, 1984. Pp. xii, 
220. $29.95. ISBN 0-8157-8070-2. 

JEL 84-0801 

J. Andrew Spindler became a vice-president 
of the Continental Illinois National Bank of 
Chicago in 1982, and the special director of 
its newly-formed Credit Risk Evaluation De- 
partment in 1983. Before that, in 1980-1982, 
he was a business fellow in the Brookings For- 
eign Policy Studies Program, writing this book. 
Based on academic sources, contemporary 
banking Journalism, and a wide range of inter- 
views in Germany, Japan and the United 
States, the book explores the relations between 


government and major banks in the fields of 
foreign policy and foreign economic policy, ex- 
plicitly for the first two countries and with a 
mere glance at the United States. The author 
seems to admire the intimacy between banks 
and government in Germany and Japan — the 
way many U.S. economists admire Japanese 
“industrial policy,” — and to deplore the “arms- 
length” relationship that prevails in the United 
States. He insists, to be sure, that the German 
and Japanese systems — which differ from each 
other, but by much less than they do from the 
U.S. one — cannot be copied in this country 
with its different structures and traditions. Be- 
tween the lines, however, he seems to think 
that both bank profitability and U.S. foreign 
policy could benefit from wider and deeper 
understanding between government and 
banks. 

The material that Spindler adduces on Ger- 
man and Japanese practice is fascinating. 
There are failures as well as successes. (He 
notes one success in the United States, where 
governmental agencies froze Iranian assets 
without consulting the banks — though one or 
two seem to have been tipped off — and as- 
cribes that success to luck.) German authori- 
ties, leaning on the banks to lend to Turkey, 
were rebuffed. It is striking that the Finance 
Minister twice called on the president of the 
Deutsche Bank rather than summoning him 
to the Ministry. Joint successes were scored 
in Portugal, Poland (thus far), and in Ostpolitik 
(not really studied). 

Spindler claims that Japanese banks are 
deeply involved in international politics, 
though most of the episodes recounted relate 
to economics. The Mexican oil deal seems not 
to have been a howling success, and the “samu- 
rai leasing” effort, in which MITI supported 
a bank’s suggestion that the Japanese buy air- 
planes abroad, lease them abroad, and enter 
them in trade statistics as an import in an effort 
to disguise the size of the balance-of-payments 
surplus, seems a sordid ploy for a major power. 
It also gave rise to outbursts of disagreement 
among both banks and government agencies, 
despite the long and repetitive passages the 
author devotes to consensual life at the eco- 
nomic top in Japan. For the Japanese authori- 
ties to turn the banks on and off in foreign 
lending as the surplus waxes and wanes, more- 
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over, represents a low-grade form of economic 
foreign policy. 

There are good tables on the German and 
Japanese banking .structures but unhappily no 
data on the foreign networks, comparable to 
the useful table on the growth of U.S. bank 
foreign branches from 1950 to 1982. There is 
nothing, in particular, on the Japanese bank 
invasion of the United States which leaps at 
us daily from the press. That Japanese banks 
have 20-30 percent of their as.scts abroad, but 
derive only 10-16 percent of their income 
therefrom — in sharp contrast to the U.S. posi- 
tion until 1982 but not since — is left unex- 
plained. This may be merely start-up costs. If 
not, it would counteract Spindler's view that 
banks as well as government benefit from their 
intimacy, I further missed any words on the 
role played by Japane.se banks in the country’s 
major investments in Australian re.sources. 

It is easy to agree with the author that the 
regulatory agencies in the United States could 
have been quicker to recognize limits of coun- 
try risk in sovereign lending through syndi- 
cated bank loans. The banks, too. The question 
lies mainly outside foreign policy, however, as 
contrasted with mere prudential surveillance. 

Were matters diBFerent in the United States 
in the interwar period? rhere is mention of 
Thomas Lament of J. P. Morgan & Co. and 
of the Council on foreign Relations in New 
York where bankers, industrialists, academi- 
cians and government officials discussed for- 
eign policy, and have been accused — the au- 
thor cites a book from the Marxists’ Monthly 
Review Press — of conspiring as an economic 
elite. 'The Dawes loan is referred to, and Paul 
Warburg and Alexander Hemphill are men- 
tioned along with Lamont, but not J, P. Morgan 
himself, Rufus Leffingwell, Dwight Morrow, or 
the Wall Street lawyers who served as secretar- 
ies of state: Charles Evans Hughes, Elihu Root, 
Henry L, Stimson, and more recently John Fos- 
ter Dulles. It seems likely that relations Be- 
■-■ween the financial and the foreign policy es- 
tablishments are less close in this country than 
they used to be, and it is hard to deplore it. 
Most economists, I suspect, would rather have 
banks look after the money of their depositors 
and stockholders rather than make foreign pol- 
icy along with the Department of State, or 
serve as its agents. But this view is on the de- 


fensive now when banks and corporations are 
asked to get out in front of the government 
on human rights, apartheid, and similar issues 
of foreign policy. 

Charles P. Kindlebergeb 
Massachusetts Institute of Technology 
and Brandeis University 

An international standard for monetary stabi- 
lization. By Ronauj R. McKinnon. Policy 
Analyses in International Economics series, 
no. 8. Washington, DC: Institute for Interna- 
tional Economics, distributed by MIT Press, 
Cambridge, MA and London, 1984. Pp. xi, 
97. $6.00. ISBN 0-262-63093-1. 
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A new SDR allocation^ By John Williamson. 
Washington, DC; Institute for International 
Economics, 1984. Pp. vii, 53. $6.00. ISBN 
0-88132-028-5. 

Recent experience of the international 
macroeconomy has been particularly turbu- 
lent, including bouts of worldwide inflation 
and rece.ssion as well as the debt crisis. Against 
this backdrop, active debate has emerged in 
three interrelated areas: the optimal degree 
of exchange rate flexibility, appropriate re- 
sponses to the debt crisis and the desirability 
of macroeconomic policy coordination among 
industrial countries. The monographs by John 
Williamson and Ronald McKinnon provide 
timely contributions to these debates. Each ar- 
gues for a particular policy aimed at alleviating 
aspects of the current turbulence. 

Williamson examines the case for a new SDR 
allocation, so as to augment the available stock 
of international reserves. His support for the 
policy rests in part on the view that the scheme 
would provide for industrial, creditor nations 
to cooperate in sharing the burdens of coping 
with the debt crisis, and would improve pros- 
pects for its successful resolution. 

In building his case, Williamson begins with 
a concise review of the history and workings 
of Special Drawing Rights which will be appre- 
ciated by readers unfamiliar with the SDR sys- 
tem. He then turns to a discussion of empirical 
evidence on the adequacy of current reserve 
stocks, focusing on four country groups: capi- 
tal-imperting developing countries, capital- 
surplus oil exporters, the United States, and 
other industrial countries. 
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The case for a new SDR allocation can be 
summarized in two parts. First, if SDRs are 
to remain a part of the international monetary 
system, the total allocation of SDRs should 
keep pace with demand for international re- 
serves. There has been considerable growth 
in reserve demand since the last SDR alloca- 
tion in 1981. Second, the main beneficiaries 
would be capital-importing developing coun- 
tries. These countries could run down their 
SDR holdings (at least temporarily) acquiring 
credit from the three other country groups. 
The availability of additional reserves to debt- 
ors would tend to "alleviate the need for short 
term austerity over and above what is neces- 
sary to secure medium term adjustment" (p. 
26). The primary objections to the scheme will 
be that it is potentially inflationary, and that 
it allows for loans 'to be extended to debtors, 
imposing neither repayment deadlines nor 
conditionality. 

Focusing on the second objection, it is useful 
to return to the broader debate on responses 
to the debt crisis. A central point of contro- 
versy is the desirable mix between internal ad- 
justment in countries with payment difficulties 
and global changes in their macroeconomic en- 
vironment. The latter range from proposals for 
revisions in industrial country macroeconomic 
policies and negotiations with banks for inter- 
est rate caps and capitalization, to schemes for 
writing down the value of the debt. From this 
perspective, Williamson’s proposal shifts little 
of the response away from debtor adjustment. 
This would be particulary true if the provision 
for “reconstitution” were reestablished. The 
provision would require each country to main- 
tain a minimum average balance of its SDR 
holdings over a five-year period. 

In sum, Williamson succeeds in his stated 
goal of presenting important issues to a broad 
audience. The exposition is clear, focused and 
well organized. I found his case for a new SDR 
allocation to be a compelling one, although un- 
likely to go a long way towards improving pro- 
spects for a successful resolution of the debt 
crisis. The final decision, however, is still pend- 
ing. The Interim Committee of the Interna- 
tional Monetary F’und is scheduled to discuss 
a new allocation in April 1985. 

McKinnon's study develops a provocative ar- 
gument for a program of monetary coordina- 


tion among reserve currency countries so as 
to restore the price stability he views as inher- 
ently lacking in the current system of flexible 
exchange rates. The explicit purpose of the 
monograph is to present a “single concise trea- 
tise" of McKinnon’s analysis, responding to 
previous criticisms while adding some empiri- 
cal support and a specific proposal for imple- 
mentation (p. x). 

There has been widespread disappointment 
in the experience with flexible exchange rates. 
Real and nominal exchange rates have been 
very volable, responding in part to large short- 
term speculative capital flows, and affecting 
international competitiveness. Countries have 
not been able to pursue independent targets 
of inflation and unemployment. The experi- 
ence has provoked considerable interest in the 
desirability of additional exchange rate man- 
agement, and in internabonal policy coordina- 
tion to improve macroeconomic performance. 
McKinnon’s proposal stands out, in this debate, 
as advocating a return to pegged exchange 
rates, with coordinabon taking the form of a 
joint monetary policy for key reserve coun- 
tries. 

The rationale for the program is developed 
in three steps. The first discusses the interna- 
tional monetary system from a historical per- 
spective, critiquing arguments for and against 
flexible exchange rates. The second develops 
the argument (discussed below) that exchange 
rate movements should pro side an indicator 
for monetary policy. The third step presents 
some empirical evidence (also discussed below) 
to provide support for a joint internabonal 
monetary policy to maintain price stabilit>’. 

The analysis is predicated on the view that 
the critical source of macroeconomic instabil- 
ity is instability in the demand for individual 
currencies due to shifts in desired portfolio 
composibon. To the extent that total demand 
for reserve currencies remains stable, aggre- 
gate money growth should be stabilized, allow- 
ing for increases in the growth rates of some 
currencies, with compensated decreases in the 
growth rates of others. McKinnon argues fur- 
ther that exchange rate movements provide 
leading indicators of future price movements. 
Therefore, to stabilize prices, the distribubon 
of money growth rates among countries should 
be determined by exchange rate movements. 
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\ currency appreciation (depreciation) should 
signal the need for a domestic monetary ex- 
pansion (contraction). Readers familiar with 
dcKinnon’s work will not be surprised by the 
ocus on price stability, or by the back-seat role 
assigned to fiscal policy. 

The final chapter of the monograph sets out 
:he actual program for international monetary 
coordination as a two-stage process. Stage one 
vould involve joint control of world money 
,Towth, targeted so as to maintain stability of 
raded goods prices, and managed so as to 
nove exchange rates gradually towards “equi- 
ibrium” levels. Stage two would involve 
more complete financial unification among 
eserve currency countries" (p. 75) and ex- 
change rates which are pegged within narrow 
nargins. 

Two issues arise in evaluating the proposal, 
^'irst, are key governments likely to agree to 
md maintain the policy? McKinnon’s proposal 
'ould imply that when the United States ex- 
pects reduction in German inflation, it should 
pe willing to contract its money supply, while 
Germany expands, even if the outcome were 
ligher U.S. interest rates and reduced activity. 
The coordination policy does not explicitly in- 
orporate real as well as price objectives and 
s unlikely to be adopted or maintained. 

The second issue is whether or not the plan 
^ould imply desirable macroeconomic adjust- 
nent to potential disturbances. While the pro- 
losed international monetary rule may be sta- 
lilizing in response to shifts among demands 
or reserve currencies, it may be destabilizing 
response to other types of disturbances. For 
xample, the U.S. fiscal expansion in 1981 was 
ne factor leading to the appreciation of the 
oUar. According to the monetary rule, the 
I.S. should have expanded its money supply, 
bwever, the combination of fiscal and mone- 
expansion would tend to be destabilizing. 

‘ single monetary rule is hard pressed to deal 
nth all potential disturbances. A more flexible 
>proach in which countries commit them- 
sives to international objectives, recognizing 
variety of interrelated policy instnunents, 
'ould be preferable. 

There are additional problems with the argu- 
lent for a general monetary rule based on 
Kchange rate movements. The argument as- 


sumes that these movements provide leading 
indicators of future price movements. How- 
ever, the empirical support comes from regres- 
sions of traded goods price inflation on cur- 
rency depreciation and domestic and world 
money growth. Since many of the same shocks 
will influence both inflation and depreciation, 
exchange rate movements are endogenous 
variables in these regressions. Oil prices (and 
presumably other variables) are omitted from 
the equations because of difficulties in dis- 
tinguishing between their endogenous and 
exogenous components. The resulting esti- 
mates are inconclusive and difficult to inter- 
pret. 

Furthermore, the endogenous exchange rate 
movements would only provide information 
for monetary policy makers when evaluated 
in relation to an underlying ‘‘equilibrium’’ ex- 
change rate which is also endogenous. For ex- 
ample, changes in U.S. fiscal policy have argu- 
ably shifted the equilibrium rate of the dollar 
relative to its equilibrium of four or five years 
ago. McKinnon does discuss the problem of 
calculating equilibrium exchange rates in the 
last chapter; however additional analysis incor- 
porating the endogeneity of these equilibria 
is warranted. 

Finally, a major policy change — such as a 
move to the proposed international monetary 
coordination — may change behavior of market 
participants, influencing international capital 
flows and the movement of nominal exchange 
rates in response to various shocks. Thus, 
whether exchange rates provide appropriate 
monetary policy indicators in the current 
macroenvironment need not imply that they 
could perform the same role in the new envi- 
ronment. 

The need for an increased awareness of mac- 
roeconomic interdependence and for examina- 
tion of appropriate policy responses is critical, 
especially in light of recent experience. McKin- 
non’s monograph provides a readable, stimu- 
lating, controversial discussion of an important 
viewpoint on international policy coordination 
and exchange rate flexibility. One hopes that 
the issues he raises will become focal points 
of continued debate and analysis. 

Susan M. Colons 

Harvard University 
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440 International Investment and Foreign 
Aid 

Risk and the political economy of resource de- 
velopment. Edited by David W. Pearce, 
Horst Siebert and Ingo Walter. New 
York: St. Martin's Press; London: Macmillan 
Press, 1984. Pp. vu, 363, $39.95. ISBN 
0-312-68447-9. JEL 84-0810 

This book is a compendium of eighteen pa- 
pers given at a conference on “Risks and Re- 
turns in Large-Scale Natural Resources Proj- 
ects” at Bellagio, Italy, November 1982. The 
general subject is an important one. Modern 
resource projects are inherently risky. Capital 
investment tends to be large and the period 
between the initial investment and the begin- 
ning of production is quite long, often more 
than a decade. This makes for great uncer- 
tainty in both costs and returns. In the case 
of minerals sold on competitive world markets, 
prices are highly volatile and long-term aver- 
age prices are difficult to project. There are 
exploration risks involving outlays of millions 
of dollars with a low probability of success, and 
technological risks that the facilities for extract- 
ing, processing or transporting the materials 
will not perform efficiently or be subject to 
serious breakdown. Added to these are the po- 
litical risks of government expropriation, ex- 
cessive taxation, or other measures that might 
reduce the returns from the project well below 
that expected when the investment decision 
was made. There are risks not only for the in- 
v'eslors, public or private, but for the govern- 
ment in seeking to establish a fiscal regime that 
maximizes revenue from resource develop- 
ment; there are environmental risks; there are 
risks for those contracting to purchase the out- 
put of the resource project; and there are risks 
encountered by those providing financing for 
the project in the form of nonequity capital. 
All these risks are dealt with in one degree 
or another in this volume. 

Two of the papers, one by Peter Kassler and 
another by G. Campbell Watkins, R. G. Kirkby, 
and Roger La wry, deal with exploration risk 
and project appraisal and the application of 
probability and sensitivity analysis in the oil 
and gas industry. The general methodologies 
discussed are well known, but the illustration 
of their application to a Canadian Arctic natu- 


ral gas project is interesting to the nonspecial- 
ist. Several of the papers deal with relations 
between host countries and foreign resource 
investors, including the bargaining process and 
effects of various fiscal regimes on the incen- 
tives for exploration and development. Most 
of this material is not new, but the article by 
Alexander Kemp and David Rose provides an 
excellent analysis (previously available only in 
mimeographed form) of the distortionary ef- 
fects of different fiscal regimes on investment 
risk and on the efficiency of petroleum explora- 
tion and development in differing environ- 
ments. 

Raymond Vernon’s papier on state mineral 
enterprises brings to bear some of his earlier 
writings on the spiecial risks involved in state- 
owned opierations — risks that are heightened 
by the political nature of the investment and 
opierating decisions. Vernon pxiints out that the 
nationalization of production in the develop>- 
ing countries of coppjer, iron ore and p>etro- 
leum has reduced both concentration and ver- 
tical integration in these industries, thereby 
reducing the degree of market control for- 
merly maintained by the multinationals. This 
suggests that copper might not be selling at 
Its lowest real price in history if the world’s 
copper output were still in the control of a 
handful of multinational mining companies. 

Michael Porter examines the problems of 
stale-owned power companies in selling piower 
to energy-intensive industries such as alumi- 
num. Porter draws his example from the com- 
plex political and economic problems of selling 
power to the aluminum industry in Australia, 
but he might have found an equally good case 
in the operations of the Bonneville Power Ad- 
ministration in the Pacific Northwest. 

Ingo Walter and Glenn Whitley, in separate 
chapters, examine risks relating to large re- 
source projects from the pierception of the 
lenders (Walter) and from that of the borrow- 
ers (Whitley). Financing without recourse to 
the owner (but usually with a completion guar- 
antee by the owner) is frequently employed 
in large projects involving hundreds of millions 
of dollars. Walter rightly points out that bank- 
ers often underrate the risks to the lenders 
in such financing. He might have illustrated 
this observation by reference to the nickel-cop- 
per project in Botswana which was heavily fi- 
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nanced by nonrecourse loans with completion 
guarantees. The lenders are, nevertheless, 
likely to incur large losses as a consequence 
of the low net profits of the completed pro- 
ject (see Raymond F. Mikesell, Foreign Invest- 
ment in Mining Projects, Cambridge, MA: 
Oelgeschlager, Gunn and Main, 1983). 

Two chapters are devoted to the risks to cus- 
tomers for large-scale fuel projects — LNG in 
international trade, and coal and uranium for 
IJ.S. electric utilities — while the final chapter 
examines the problems of exploiting interna- 
tional common property resources, with spe- 
cial attention to seabed mining and the Law 
of the Sea Convention. 

Although the chapters are well written, they 
cover a large number of complex problems 
somewhat superficially, and are only loosely 
related by an emphasis on risk and uncertainty. 
This common emphasis does not yield an inte- 
grated analysis of handling risk, which is an 
element of every form of investment and con- 
tractual arrangement. Readers may be inter- 
ested in individual chapters that deal with as- 
pects of particular resource industries, but they 
will not find a systematic, comprehensive treat- 
ment of the economics of risk and the measures 
for dealing with it. This is a problem with 
nearly all compendiums of conference papers. 
However, this one is better than most I have 
read in recent years. 

Raymond F. Mikesei.d 
University of Oregon 

600 Industrial Organization; 
Technological Change; Industry Studies 

610 Industkial Organization and Public 
Policy 

Disconnecting Bell: The impact of the ATirT 
divestiture. Edited by Hahry M. 
Shooshan. New York, Oxford, Toronto and 
Sydney: Pergamon Press, 1984. Pp. ix, 160. 
$19.50, cloth; $8.95, paper. ISBN 0-08- 
030172-X, pbk. JEL 84-0837 

The book is a collection of essays presented 
it a 1983 conference by an all-star cast from 
icademia, government and the private sector, 
’ogether they have produced a strong set of 
assays, even though the book as an entity suf- 
ers from low-energy editing: there are no at- 


tempts at an introductory or summarizing 
chapter, and the references are minimal. Nev- 
ertheless, the book should not be dismissed as 
a reference source. The chapters by Richard 
Wiley, a former chairman of the FGC, and 
by Shooshan himself provide excellent histor- 
ical summaries of the events leading to the 
AT&T divestiture, and supplement the insid- 
er’s account by AT&T's chairman, Charles 
Brown. They are nice factual summaries writ- 
ten by participants in many of the events de- 
scribed. 

Other articles are similarly useful: Charles 
Jackson writes on the changing technology and 
its implications for depreciation policy, an issue 
of importance in rate setting. He relays a state- 
ment by the Bell Labs scientists which would 
bode ill for AT &T if it were widely accepted: 
“A good product can find its way without mar- 
keting, indeed, it may be better for having no 
marketing concerns to drive it” (p. 74). 

Henry Geller contributes his encyclopedic 
knowledge to a thoughtful essay on the highly 
complex entanglement of divestitute, FGC 
policies, congressional legislative initiatives, 
and various public policy goals. Charles Zielin- 
ski, former chairman of New York’s Public Ser- 
vice Commission, carries this theme into the 
realm of state regulation. 

Particularly interesting for economists is the 
essay by Robert Crandall and Bruce Owen, 
who explore the theory underlying the divesti- 
ture and its applicability to other situations 
such as the GTE/Sprint merger and the gate- 
keepier potential of a cable television operator. 

Linda Grant, correspondent for the Los An- 
geles Times, collects a wide array of insights 
from telecommunications experts across the 
country, leading her to conclude that the fu- 
ture, after a decade of transition, is bright in- 
deed. 

These are ail useful contributions. But the 
book, by its own admission, aspires to more 
than historical accounts and analyses of recent 
transitional issues. As the editor writes, “Most 
importantly, the book assesses the future. How 
will the breakup of Bell change the economy, 
the nature of regulation, the services available 
to consumers, and the position of the United 
States in the world telecommunications mar- 
ketplace?” (pp. 8-9). These self-imposed goals 
are ambitious, and the book, not surprisingly. 
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reaches them only occasionally. While it suc- 
ceeds in enlightening the present, it ventures 
only rarely into the future. More audacious 
than anyone is Ithiel de Sola Pool, to whose 
memory the book is dedicated. Pool's essay 
confirms the magnitude of the loss of this 
scholar, whose grasp included the politics, eco- 
nomics, technology, and social impact of tele- 
communications. Pool is one of the observers 
who recognized the inconsistency in holding 
AT&T’s monopolistic local -exchange business 
to be a potential source for cross-subsidization 
of its competitive businesses, while simulta- 
neously viewing AT&T as having made a bril- 
liant move in disposing of its slow-moving and 
subsidized monopoly business, a view that 
seems to be the prevailing wisdom. 

Pool also recognizes the fleeting nature of 
a structural separation based on quick-freezing 
the technological and economic realities of 
1982. As competition emerges in other areas, 
such as in local data transmission, the 1982 sep- 
aration will need modification. Indeed, right 
from the beginning Judge Greene adjusted the 
conceptual neatness of the consent decree in 
the ca,se of equipment marketing and Yellow 
Pages in a largely pragmatic fashion. He has 
.since become, it appears, the permanent over- 
seer of the telecommunications industry, and 
has established elaborate but purely ad hoc 
rules on the Bell-successor companies’ non- 
traditional activities. The consequences for the 
regulatory process of such court-supervised 
rules — e.g., that regional companies’ revenues 
in competitive fields may not exceed 10 per- 
cent of total revenues — have barely been rec- 
ognized. 

Are those only transitory problems? Pool, for 
one, does not believe so. To him, the funda- 
mental problems of telecommunications policy 
have hardly been touched yet; there may be 
other tunnels at the end of the divestiture tun- 
nel. It is a fantasy to expect a workable and 
stable long-term structural solution in the 
midst of dynamic changes in technology, in 
an industry composed of regulated and 
unregulated segments, and which serves vari- 
ous social goals. The AT&T divestiture is only 
one step, though of dramatic size, in a long 
and ongoing process. 

Eli Noam 


630 Industry Studies 

Capital goods production in the Third World: 
An economic study of technology acquisi- 
tion. By Daniel Chudnovsky and 
Masafumi Nagao with the collaboration of 
Staefan Jacobsson. New York: St. Martin’s 
Press, 1983. Pp. xvii, 232. $27.50. ISBN 
0-312-11927-5. JEL 84-0850 

This book deals with capital goods produc- 
tion in a number of Third World countries, 
in particular a few newly industrializing coun- 
tries — Brazil, India, Korea and China — al- 
though attention is also paid to countries in 
an earlier phase of development. Industrializa- 
tion is a major phase in economic development 
and the domestic production of capital goods 
is an impiortant step in the maturing of the 
economy. Little systematic research has been 
published on this subject and this is, therefore, 
a most welcome and worthwhile source of in- 
formation. The book is very factual, bsised for 
a considerable part on information collected 
by means of firm interviews in these countries. 
Interview data are an important source of in- 
formation and if the interviews are well pre- 
pared and analyzed, they may yield valuable 
insights. This information needs to be checked 
and complemented with other data, for exam- 
ple, interviews of branch institutes, govern- 
ment officials, policymakers and national and 
international statistics. This is the only way to 
obtain a fair and comprehensive picture of 
something as complicated as the transforma- 
tion of a particular segment of a developing 
society. This method, by now more or less ac- 
cepted, is followed in the work. 

The book consists of five chapters preceded 
by a lucid Foreword by Surendra Patel. In the 
introductory chapter the main features of capi- 
tal goods industries are explored. The subject 
matter is restricted to capital goods, such as 
machinery and transport equipment, which 
are produced by the metalworking or engi- 
neering industries. Indeed, a capital goods in- 
dustry in that sense is the backbone of any 
national industrialization process. However, 
that does not mean that every country which 
fosters industrialization should have a full- 
fledged capital goods industry. The size and 
completeness of this fundamental industry de- 
pends also on the internal size of the market, 


Columbia University 
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OH the economic and political objectives of the 
country and on its willingness to integrate into 
the world economy. 

In the second chapter entry into capital 
goods production is explored. Clearly skilled 
labor is a major prerequisite for capital goods 
production and therefore an evolutionary ap- 
proach in developing the capital goods indus- 
try seems appropriate. Nevertheless, such a 
process is often considered to be too slow and 
attempts are made, by means of deliberate pol- 
icies, to accelerate the diversity and rate of 
capital goods production. The authors stick 
close to the observed facts and although they 
try to .some extent to move from observed real- 
ity to orderly abstractions and generalizations, 
they do not go very far in this direction. So, 
one looks in vain for a fundamental discussion 
of alternative objectives, policies and strategies 
for fostering capital goods production, al- 
though most of the elements for such a discus- 
sion are implicitly and even to some extent 
explicitly provided. In particular, the authors 
provide a very useful analysis of conditions for 
entry, for countries in an earlier phase of indus- 
trialization such as Peru, Tunisia, Tanzania and 
Thailand, countries also characterized by vari- 
ations in their developmental philosophy. Nev- 
ertheless, the general conclusion is that an im- 
portant factor for successful capital goods 
production in the early phases of development 
is the ability to establish a dynamic interaction 
between the market and the various factors; 
technological knowledge, management skills 
(internal organization), design capability, good 
quality of intermediate and primary inputs, re- 
quired for the manufacture of (imitated) simple 
standard equipment. 

The third chapter deals with the capital 
goods sector in Brazil, India and Korea and 
the fourth chapter with China. These countries 
have indeed been successful in creating a sub- 
stantial capital goods industry, although quite 
different ideas about the organization of soci- 
ety have influenced this development. In the 
fifties and sixties, India and China were in- 
spired by the USSR, India more indirectly, 
Thina more directly, whereas Brazil imitated 
the U.S. and Korea was inspired by Japan. Nev- 
ertheless there are common features in the 


gradualness of the build-up of the capital goods 
sector in India, Brazil and Korea, in each case 
almost entirely a domestic effort. Hence, sub- 
sidiaries of transnational corporations have not 
been involved. The chapter on China’s experi- 
ences is, of course, fascinating. Reflecting the 
plurality of Chinese development, capital 
goods vintages of the thirties and forties, and 
the fifties, sixties and seventies (the latter 
mainly on the basis of licenses) remain simulta- 
neously in production; this reflects not only 
capital and technological scarcities, but also the 
desire to provide meaningful work for many 
millions who otherwise would have been idle. 
Also interesting is the information on the de- 
mand for technology and the process of imita- 
tion and innovation in the Chinese capital 
goods sector that one may distill from the text. 

The final chapter is devoted to the entry of 
newly industrializing countries in the produc- 
tion of computer numerically controlled (CNC) 
machine tools. Most of the NICs have estab- 
lished, in the last fifteen years, an excellent 
capability in producing and exporting conven- 
tional engine lathes, They are now gradually 
mastering the ability to produce simpler ver- 
sions of the CNC machine tools. Due to market 
changes mainly caused by the aggressive mar- 
keting behavior of the Japanese CNC machine 
tool producers, it is more difficult for the lead- 
ing firms in the NICs to penetrate the interna- 
tional market. Nevertheless, a few firms will 
probably be successful in segments of the mar- 
ket where machine performance, simplicity, 
quality and price provide a competitive posi- 
tion vis-a-vis Japanese, American and Euro- 
pean producers. Due to technological con- 
straints it sounds plausible that successful firms 
are potentially competitive at the lower end 
of the CNC lathe market spectrum and for that 
reason may also have a good opportunity in 
the so-called South-South trade. 

In sum, the book is a welcome addition to 
the field of Third World capital goods produc- 
tion. It contains a wealth of factual and scarce 
information on this issue for a number of coun- 
tries. 

Gerard K. Boon 

The Technology Scientific Foundation, 

The Netherlands 
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700 Agriculture: Natural Resources 
710 AcaiCULTURE 

Land market distortion and tenure reform. By 
Anthony Y. C. Koo. Ames: Iowa State Uni- 
versity Press, 1982. Pp. vii, 137. $14.95. ISBN 
0-8138-107&-0. JEL 83-0821 

This book defends land reform as a remedy 
for market distortions which, unchecked, make 
for economic inefiBciency, rather than as a rem- 
edy for maldistribution of income or political 
instability. The defense is in seven chapters, 
three of which were published in journals dur- 
ing the seventies under more revealing titles. 
The arguments all revolve around the inefiB- 
ciency of multiple prices for the same eco- 
nomic good or service (for instance, a monopol- 
ist has a supply cost which dififers from the 
price faced by consumers). Monopoly is pre- 
sumed (without apparent regard for recent 
theory and facts) to characterize the supply 
of land and other factors cooperating with la- 
bor in developing countries, and its implica- 
tions are laboriously deduced formally in mod- 
els. 

Chapter 1 distinguishes questions about land 
ownership or tenure from questions about land 
operation. Tenure reform is “removing barri- 
ers to free access to . . . markets, information, 
and government services . . ." Operation re- 
form "concerns the pattern of cultivation and 
scale of operations ...” (p. 5). On the next 
page, however, Koo argues that farm tenure 
and farm productivity (operation) are linked. 
Although tenure and operation are linked, this 
is not generally because of the classical mecha- 
nism adduced by Koo: “security of tenure will 
lead to more capital and labor investment per 
unit of land by extending the planning horizon 
of cultivators, and crop patterns may depend 
on farm size" (p. 6). Rather, linkage results be- 
cause dififerent tenures make credit, tools, 
management and land available to farm labor- 
ers’ in different proportions (Joseph Reid 1979, 
James Roumasset 1976). Unfortunately, Koo 
does not incorporate this insight into his mod- 
els. EflBcient provision of inputs complemen- 
tary with agricultural labor is deemed the re- 
sponsibility of government (p. 5), rather than 
seen as the rationale of dififerent tenures. Later, 
Koo admits that government may do more to 
hinder than promote efficiency (p. 90). 


Ironically, in light of the complex models 
that follow, the problem of the second best, 
that is, of applying partial equilibrium models 
to general equilibrium problems, is noted (p. 
6) just as the partial models are turned to. The 
full calculus of profit maximization in a well- 
behaved one output-two input production 
function with an exogenous price is presented 
(pp. 9-10). This is followed by a discussion of 
the consequences for land prices of variations 
in land quality, of segmented demands for 
small versus large farms and or urban versus 
rural land. The reader should see Roumasset 
(1976, ch. 4) for a less confusing discussion of 
the land quality-land price issue. 

Chapter 2 surveys positive rationales for land 
reform, namely: to get rid of inefficient share 
tenancies or to reduce excessive rents that by 
distorting demand undesirably affect economic 
growth. Here Koo pursues a long discussion 
of the attack on the Marshallian inefficiency 
of sharecropping made by Steven Cheung 
(1969). Koo’s selective awareness of subse- 
quent work leads him to question whether 
landlords and share tenants simultaneously 
could maximize income under sharecrop- 
ping — Cheung formally modeled only land- 
lords as income maximizers.' Because Koo does 
not see that other inputs can manage as well 
as aid labor (Lee Alston 1981), he is perplexed 
by share tenants’ greater use of fertilizers (p. 
27). 

The previously published Chapters 3, 4, and 
5 carry on the formal documentation that 
prices unequal to cost are inefficient, and dis- 
misses questions of the relevancy of this analy- 
sis as “empirical.” Koo is correct that the extent 
to which monopoly or monopsony characterize 
agriculture in developing countries is an em- 
pirical question. But the author should note 
that this question has been answered, and the 
verdict, by and large, is “very little” (Hans Bin- 
swanger and Mark Rosenzweig 1984, Ronald 
Herring 1983, James Roumasset 1976). 

Chapter 6 argues that landlords’ exploitative 
power gives them excessive influence over fi- 
nal demand, which in turn distorts and impov- 

' Since I later formally modeled laborers and land- 
lords as income maximizers separately (Reid 1976) 
and am cited by Koo, perhaps these comments repr 
resent an oversi(d>t. 
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erishes ihe economy. Of necessity, resolution 
of this argument is empirical. Chapter 7 briefly 
summarizes the book. 

Joseph D. Reid, Jr. 
George Mason University 
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Regulation and the courts: The case of the 
Clean Air Act. By R. Shep Melnick. Wash- 
ington, DC; Brookings Institution, 1983. Pp. 
X, 404. $29.95, ISBN 0-8157-5662-3, hbk; 
$11.95, ISBN 0-8157-5661-5, pbk. 

JEL 84-0235 

Shep Melnick ’s book on the role of the courts 
under the Clean Air Act is valuable and pro- 
vocative despite its flaws. Melnick’s goal is “to 
describe the influence of federal court deci- 
sions on policymaking in an area characterized 
by extensive judicial intervention and then to 
evaluate the courts’ ability to understand these 
complex issues and to control the activity of 
a large bureaucracy” (p. 18). His conclusion 
is that “the courts were not part of the solution 
because they were part of the problem” (p. 
361). 

Regulation and the Courts is divided into 
three parts. The first consists of three introduc- 
tory chapters. Melnick begins by describing 
what he takes to be the “new era in administra- 
tive law” (p. 9), beginning about 1970, during 


which courts have been less deferential to ad- 
ministrators. Next, he summarizes the growth 
of federal air pollution regulation. In the final 
introductory chapter, he lays out what he con- 
siders the inherent “dilemmas” facing gen- 
eralist judges in reviewing administrative 
action. 

The second part of the book is the most valu- 
able. Melnick develops six well-researched 
case histories, each tracing the evolution of air 
pollution policy in a different substantive area. 
Melnick does a superb job of capturing the 
swirl of contemporary lawmaking from Con- 
gress into the agencies, then into the courts 
and back into the Congress. This is the book’s 
greatest strength: that it accurately portrays 
the texture of modern interactive lawmaking, 
in which legislatures, agencies and courts work 
together to shape the law. 

A final chapter purports to as.sess the “institu- 
tional capacity” of courts at “improving the 
performance” of a bureaucracy charged with 
implementing a complex statute such as the 
Clean Air Act (pp, 343-44). It should come as 
no surprise that Melnick concludes that judicial 
review has not lived up to the extravagant 
claims made by its proponents in the early 
1970s. 

Most of Melnick’s critique of judicial review 
has been done more elegantly elsewhere, as 
for example in Jerry Mashaw’s Bureaucratic 
Justice (1983). In one notable respect, how- 
ever, Melnick’s criticisms are unique. Melnick 
suggests that the consequences of court deci- 
sions have been “neither beneficial nor ran- 
dom,” but that judges have systematically “en- 
couraged legislators and admiiristrators to 
establish goals without considering how they 
can be achieved, exacerbating the tendency 
of these institutions to promise far more than 
they can deliver” (p. 344). This conclusion con- 
flicts sharply with the vision of proponents of 
an activist judiciary, who saw the fundamental 
role for courts as making sure that other institu- 
tions of government “keep their promises” 
(David Bazelon 1971, p. 655). If Melnick is 
right, it would call into question the judicial 
activists’ prescription to expand further the 
right to go to court to enforce regulatory pro- 
grams (Richard Stewart and Cass Sunstein 
1982). 

'There are, however, basic flaws in Melnick’s 
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strategy for assessing the performance of the 
courts. Melnick renounces any ambition to 
evaluate whether the policies promoted by 
court decisions were “right or wrong” (p. 344). 
Having abandoned the critical leverage that 
economics or some other system of normative 
policy analysis would have given him, Melnick 
focuses primarily on sterile criticism of judicial 
opinions — an effort which is as much literary 
criticism as policy analysis. For example, he 
criticizes Judge Pratt’s opinion ordering EPA 
to create a program to “prevent significant de- 
terioration” of air quality on the grounds that 
“its legal underpinnings are so weak as to re- 
quire justification on policy grounds” (p. 79) 
and suggests that perhaps the judge failed to 
appreciate that the concept of “significant de- 
terioration” of air quality lacks a definite mean- 
ing (pp. 76-78). 

Unsophisticated and unexamined jurispru- 
dential assumptions underlie Melnick’s attacks. 
He takes as self-evident, for example, that a 
statute IS a closed set of “instructions ” by the 
legislature and therefore that the only proper 
role for a court is to insure that the legislature’s 
“instructions” have been “obeyed” by the 
agency (p. 392). Modern legal thought, how- 
ever, is virtually unanimous in rejecting his 
mechanistic conception of the role of courts 
and agencies in statutory construction {Chev- 
ron, U.S.A., Inc. V. Natural Resources Defense 
Council, Inc. 1984, Harry Wellington 1983). 

The distinctive feature of modern lawmak- 
ing — which Melnick captures so well in his case 
histories — is that courts, legislatures and agen- 
cies are joined together in an integrated “poli- 
cymaking system” (p. 344). Because contempo- 
rary law is the joint product of multiple 
lawmaking institutions, critical scholarship 
must focus on facilitating interaction among 
diverse institutions to achieve the best policy 
output from the system as a whole (Bruce Ack- 
erman and William Hassler 1981), rather than 
attempt to evaluate one of several interdepen- 
dent lawmaking institutions in isolation. 

Ultimately, Melnick’s strategy for assessing 
the performance of the courts in isolation 
makes about as much sense as would an at- 
tempt to assess the contribution of protons to 
the structure of matter. 

E. Donalx) Elliott 

Yale University 


References 

Ackerman, Bruce A. and Hassler, Wiluam T. 
Clean coal/dirty air: Or how the Clean Air Act 
became a multibillion-dollar bail-out for high-sul- 
fur coal producers and what should be done about 
it New Haven: Yale U. Press, 1981. 

Bazelon, David L. “New Gods for Old: ‘EflScienf 
Courts in a Democratic Society,” N. Y.U. Law Rev 
Oct. 1971, 46(4), pp. 653-74. 

Chevron, U.S.A., Inc. v. Natural Resources Defense 
Council, Inc., 104 S.Ct. 2778, 1984. 

Mashaw, Jerry L. Bureaucratic justice- Managing 
social security disability claims. New Haven: Yale 
U. Press, 1983. 

Stewart, Richard B. and Sunstein, Cass. “Public 
Programs and Private Rights,” Harvard Law Rev., 
Apr 1982, 95(6), pp. 1193-1322. 

Wellington, Harry H “History and Morals in 
Constitutional Adjudication,” Harvard Law Rev , 
Nov. 1983, 97(1). pp. 326-35. 

Alaskan resources development: Issues of the 
1980s. Edited by Thomas A. Morehouse. 
Boulder, CO: Westview Press, 1984. Pp. xvii, 
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In this book, the authors, all but one of whom 
is associated with the University of Alaska, seek 
to deflate unrealistic expectations about the fu- 
ture of the state. They vigorously advocate a 
realistic approach to state development. De- 
clining oil revenues have begun far sooner 
than the state expected. Thus, adjustment also 
must begin faster. The primary concern is with 
showing that prospects for natural resource 
production and processing have been exagger- 
ated. However, the overall impression con- 
veyed is one of limited opportunities for any 
kind of economic activity. 

Many Alaskans apparently believe that the 
state is a resource rich region whose develop- 
ment has been thwarted by misguided public 
policies. This misdirection is supposed to con- 
sist mainly of barriers to development, but crit- 
ics of public policy also complain that govern- 
ment aid has been inadequate. These essays 
dispute major aspects of this impression. 'They 
deny the richness of Alaskan resource endow- 
ment. Whatever bounty exists is due more to 
the size than to the fertility of Alaska. The high 
costs of production and transportation reduce 
the competitiveness of Alaskan natural re- 
source industries. Many readily exploitable 
natural resources, notably fisheries and forests, 
may be overused. Similarly, no great advan- 
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tage is seen in encouraging greater local pro- 
cessing of natural resources. 

Thus, the primary problem for Alaska is lack 
>f competitive position, not bad public policy, 
lie authors, however, recognize that defec- 
've public policies exist and have aggravated 
he difficulties. In most cases, Alaska simply 
las been affected more than other regions by 
he inherent defects of public policies. More 
cderaUy-owned lands are in Alaska than in any 
ither state. More critically, the federal govern- 
nent owns a far larger proportion of Alaska 
han of any other state. The deficiencies of pub- 
',c land management, therefore, have a much 
.Teater relative impact on Alaska than on other 
tates. The authors emphasize that these poli- 
ies have stressed redistribution over effi- 
iency. 

Similary, the Jones Act requirement that in- 
srstate ocean transportation be conducted by 
^S. flag ships harms Alaska (and Hawaii) more 
lan the contiguous 48 states. The impact for 
Jaskan oil was increased by bans on selling 
:s oil outside the United States, Alaskan oil 
'as effectively taxed to subsidize a few Ameri- 
an tankers. 

These arguments are presented in eight es- 
ys. Three, including an Introduction and a 
:onclusion, are by the editor. His separate 
lapter deals primarily with the relationship 
jtween the Alaskan state government and 
le resource problems. The discussion includes 
recapitulation of the critical influences, a re- 
iew of the fiscal situation for the state govern- 
lent, and examination of various policy pro- 
osals. Attention is focused upon whether oil 
venues are better invested prudently in the 
ipital market or in state selected projects to 
'omote development. He presents a case that 
terns to lean to prudence, but fears that pru- 
mce lacks a constituency. 

Arlon R. Tussing presents an examination 
Alaskan oil and gas and the prospects for 
her industries. He argues that world oil 
■ices are not likely to rise sharply and traces 
le consequences for Alaska — namely that only 
ant oil fields or substantial ones close to the 
dsting pipeline will be competitive, 

Bradford H. Tuck reviews the modest state 
exploitation of other minerals. Alaska's 
lown mineral resources are expen^ve to ex- 
oit. From examination of the economic liter- 


ature on probable mineral market develop- 
ments, he concludes prices are unlikely to rise 
to levels that would allow Alaskan resources 
to compete. Matthew D. Berman reviews re- 
newable resource developments and the strain 
on resources produced by public policies — par- 
ticularly those that fail to provide secure prop- 
erty rights in natural resources. He examines 
how public policy created inefficiency in a 
search for equity. The discussion manages to 
cover at least two sides of the issue. He seems 
to share concerns about whether equity is re- 
ally advanced. However, he also fears that 
turning lands over to private ownership would 
be inequitable. 

Richard A. Cooley, a geographer from the 
University of California at Santa Cruz, reviews 
the laws affecting Alaskan resource develop- 
ment and the political controversies in the 
1970s associated with adding greatly to these 
laws; Robert B. Weeden treats environmental 
problems. Both deal extensively but descrip- 
tively with the subjects and the policy debates 
that they inspired. 

Overall the book is a careful, cautious, 
largely self-contained review of the subject. Its 
most obvious appeal is to those interested in 
Alaska. The book adds much information, but 
only cautious evaluation, about the state’s natu- 
ral resource problems. 

Several of the writers, particularly More- 
house, mute their conclusions rather Heavily. 
He, for example, stops short of unequivocally 
indicating which investment strategy is better. 
When discussing land ownership issues, he 
merely states that these issues should be con- 
sidered. Tussing, on the other hand, follows 
the practice of his prior work by taking strong 
stands. He condemns both the specific policy 
of encouraging creation of pulp mills and the 
general tendency to invest in uneconomic 
showpieces, and notes that subsidization is bad 
enough when the best bets are aided; in fact, 
however, the worst projects have been funded. 
The prime example of such an effort in Alaska 
was a Forest Service decision to link grant of 
timber rights to a firm that would operate a 
pulp mill. Tussing clearly considers this to be 
waste that produced dubious equity benefits; 
Berman, who also discussed this case, is more 
guarded on the equities. 

The book is a careful, moderate discussion 
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of the alternatives. Much is left to the reader. 
This includes both the relationship of this study 
to other work on natural resources, public land 
and economic development, and choosing the 
best policy for Alaska. The subtlety and qualifi- 
cations seem excessive. At best, readers famil- 
iar with the subject are left unsure whether 
they have correctly interpreted the authors; 
other readers with less background may be 
even more confused. 

Richard L. Gordon 
The Pennsylvania State University 
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Human resources, employment and develop- 
ment. Vol. 3. The problems of developed 
countries and the international economy: 
Proceedings of the Sixth World Congress of 
the International Economics Association 
held in Mexico City, 1980. Edited by 
Burton Weisbrod and Helen Hughes. 
New York: St. Martin’s Press, 1983. Pp. viii, 
568. $35.00. ISBN 0-312-39957-X. 

JEL 84-0572 

This collection of original papers is drawn 
from the Proceedings of the Sixth World Con- 
gress of the International Economic Associa- 
tion held in Mexico City in 1980, and consti- 
tutes Volume 3 of the lEA's series The 
Problems of Developed Countries and the In- 
ternational Economy. The book consists of two 
loosely integrated parts, one concerning hu- 
man resources and employment in developed 
countries and a second concerning the interna- 
tional economy and development. The former 
part of the lEA program was planned by Bur- 
ton Weisbrod, who provides an introduction 
and overview to Part One of the book. The 
latter was planned by Jagdish Bhagwati. Helen 
Hughes, edited and wrote an introduction to 
the papers for Part Two. 

In his Introduction, Weisbrod points out that 
Human Resources, Employment and Develop- 
ment “represents wide-ranging eEForts to 
probe the behavior of human investment mar- 
kets and their relationships with other compo- 
nents of the economic and social system” (p. 
13). He further argues that the papers chosen 
for inclusion in the book are integrated 


through their common focus on the economic 
growth process. Specifically, the various papers 
are characterized by their attention to the 
means by which human resources and employ- 
ment mechanisms interact to shape the eco- 
nomic growth process in developed countries. 
Although certain of the papers deal with coun- 
tries that are commonly regarded as less devel- 
oped, the book’s emphasis is clearly on devel- 
oped economies. 

Part One consists of twenty-two papers that 
are grouped into three major sections: man- 
power policy and the labor market (9 papers), 
education and human resource development 
(7 papers), and labor supply, income distribu- 
tion and demographic change (6 papers). Part 
Two, which contains eleven papers, also has 
three sections; migration (3 papers), trade and 
employment (6 papers), and transnational cor- 
porations and employment (2 papers). These 
papers deal with various aspects of labor mar- 
kets in a number of different countries or re- 
gions, including Australia, Brazil, Britain, Bul- 
garia, Canada, France, Hungary, Italy, Japan, 
Sweden, United States, Eastern Europe, and 
the Middle East. A significant part of one paper 
also treats Germany. 

The volume contains a number of solid pa- 
pers by respected economists. Contributors in- 
clude Harvey Leibenstein, James Heckman, 
Mary Jean Bowman, Mark Nerlove, Barry R. 
Chiswick, Koichi Hamada, Anne O. Krueger, 
Alan V. Deardorff, Robert M. Stem, and WU- 
liam A. Brock. Several other authors are not 
as well known in the U.S. and brief bibliograph- 
ical sketches would have been helpful. 

Many of the topics studied are among the 
leading economic issues of our times. For ex- 
ample, Mary Jean Bowman, “Women and The 
Japanese Economic Performance,” and Evelyn 
Lehrer and Marc Nerlove, “The Impact of Fe- 
male Life-cycle Time-allocation Decisions on 
Income Distribution Among Families,” treat 
the growing role of women in the develop- 
ment process. Barry R. Chiswick, “Illegal 
Aliens in the United States Labour Market,” 
examines the characteristics and esumings of 
apprehended illegal aliens in the U.S. from 
Mexico and elsewhere. Alan V. Deardorff and 
Robert M. Stem, “Changes in Trade and Em- 
ployment in the Mayor Industrial Countries, 
1970-76,” study the mayor role played by inter- 
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national trade in shaping the employment ex- 
periences of the major industrial countries. 

As pointed out by Helen Hughes, the papers 
included in the volume and the broader group 
presented at the conference fail to develop a 
consensus concerning the relationship be- 
tween trend.s in international economic rela- 
tionships and employment. Given the wide va- 
riety of contributors and their diflPerent 
backgrounds and fields of expertise, the lack 
of consensus is not surprising. However, the 
lack of consensus has made the integration of 
the many papers difficult. Although the volume 
is a fair representation of the state of the litera- 
ture in a broad and diverse field of economics, 
its lack of continuity makes continuous reading 
difficult, but unnecessary. 

A volume containing thirty-three papers 
leaves much room for variety, which character- 
izes Human Resources, Employment and De- 
velopment. Certain papers report findings that 
are clearly preliminary, whereas others report 
firm conclusions. Some are short and nontech- 
nical, while others are longer and somewhat 
more technical. Many are descriptive, but 
some are analytical. The sum of the parts is 
representative of a broad and important field 
of study. Though few readers will want to wade 
through the entire collection, many readers 
will find a number of the papers welt worth 
their attention. 

Michael J. Greenwood 
University of Colorado, Boulder 

The share economy: Conquering stagflation. 
By Martin L. Weitzman. Cambridge, MA 
and London: Harvard University Press, 
1984. Pp. vi, 167. $15.00. ISBN 0-674- 
80582-8. JEL 85-0282 

A share economy is defined by the author 
as one where, in a substantial proportion of 
firms, the system of labor compensation is such 
as to create a negative partial derivative of 
earnings per head with respect to employ- 
ment. The central example of such a system 
is one where the wagebill is a prearranged pro- 
portion of total revenue. This leads to the re- 
quisite negative partial derivative, because an 
increase in employment in a firm will normally 
lead to a less than proportional increase in its 
revenue, on account of imperfectly elastic de- 
mand for its product (or on account of rising 


marginal costs). The author argues that the 
move to a share economy would conquer stag- 
flation. 

The book is, in part, a popular presentation 
of ideas put forward in Martin Weitzman ’s ear- 
lier article (1983). It goes a good deal further 
than the article, however, in relating these 
ideas to real life and in working out a specific 
policy proposal. This proposal is that share 
schemes should be encouraged by substantial 
income tax concessions on earnings under ap- 
proved schemes. This fiscal intervention is just- 
ified on the grounds that the benefits are at 
the macro level and constitute an externality. 

The idea is highly original and potentially 
of much importance. The book is written with 
great force and clarity and with the fervor of 
a prophet. 

In the interests of the popular reader, no 
algebra or diagrams are used, only arithmetical 
examples. The gist of the argument may be 
put as follows. Suppose that labor’s share in 
the firm’s revenue is negotiated at, say, three- 
yearly intervals. The employer is always free 
to vary employment and the worker is always 
free to quit. Competitive profit maximization 
requires labor’s share to be such as to make 
average labor compensation (ALC) equal to la- 
bor’s marginal revenue product (MRP). The 
crucial trick is that, because the function relat- 
ing ALC to employment is downward sloping, 
the marginal cost of labor (MLC) to the firm 
is less than ALC. Hence, since ALC = MRP, 
it follows that MLC < MRP. This causes excess 
demand for labor, in the sense that the firm 
would always like to be able to hire more labor 
on the existing share contract (and hence with 
lower ALC). If there is unemployment, that 
is just what it will do; there will be a “vacuum- 
cleaner” effect, sucking surplus labor into em- 
ployment. If there is full employment, this will 
not be possible, because ALC will not be able 
to depart significantly from the going wage in 
the economy as a whole. But the firm will per- 
petually be trying to find ways of making itself 
more attractive to labor, just as it is perpetually 
trying to make its product attractive to custom- 
ers. The dignity of labor will be enhanced, and 
the personnel manager will become as ingrati- 
ating as the salesperson. In a share economy, 
employment will, in full employment equilib- 
rium, be no different from under orthodox 
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wage systems. What will difiFer will be the pro- 
cess of adjustment from one equilibrium to an- 
other in face of macro or micro shocks. Under 
the share system, the process will not work 
by means of unemployment (or not primarily). 
It will involve changes in real labor earnings; 
but the driving force is the chronic excess de- 
mand for labor, so it is not equivalent to 
straight wage-flexibility. 

Weitzman recognizes that a full revenue- 
sharing system is unlikely to be acceptable. He 
therefore takes as his central case, for practical 
purposes, a mixed scheme, in which workers 
get, say, two-thirds of their remuneration as 
a straight wage and one-third as revenue shar- 
ing (or profit sharing). This, he believes, would 
be enough to produce the desired results. He 
holds that any incidental ill-eflFects would be 
second-order compared with the enormous 
benefits. The prcfposed tax privileges might 
lead to some distortions and to some diversion 
of energies into tax avoidance, but, for heav- 
en's sake, he says, we se6m to be prepared 
to put up with other tax provisions that do 
that and have less to oflFer. 

Having started the book as a sceptic, by the 
end of my first reading I was almost an enthusi- 
ast. Almost. Further reflection made for more 
doubts. Here are some of them. 

As Weitzman reasonably says, no system of 
labor compensation is sacrosanct. Revenue 
sharing or profit sharing in their various forms 
have been and are used to some extent and 
they have sundry consequences other than 
those at issue here. But insofar as a share sys- 
tem effectively embodies the antiunemploy- 
ment feature claimed for it, it does seem a 
particularly unnatural form of contract, and 
hence liable to prove unstable, in the following 
respect. Not only are the worker's earnings 
contingent rather than fixed. They are contin- 
gent on a decision (on employment) over 
which he has no control and which the em- 
ployer has every inducement, not to say gov- 
ernment encouragement, to manipulate to the 
worker’s disadvantage — surely an unusually 
acute form of moral hazard. It is rather as if 
the directors of a company had carte blanche, 
without any accountability to shareholders, to 
dilute their holdings by the issue of new shares. 
So the firm’s existing workers will have a strong 
incentive to seek to include an agreement 


about numbers employed at the three-yearly 
bargaining sessions. This is absolutely not to 
be allowed (p. 133). But can it be stopped';* 
In some circumstances, collusion will be in the 
interests of employers as well as workers, if 
the alternative is foregoing the tax privileges. 
Even if restriction on employment is formally 
outlawed, can workers be relied on to be very 
welcoming to the newcomers whose arrival is 
depressing their earnings? Weitzman argues 
that this potential conflict of interest between 
employers and their existing workers will usu- 
ally be drowned in the noise of other events. 
But the employers are being expected to see 
it, otherwise the whole point is lost. So workers 
do not have to be ultrarational to see it too. 

The whole question of labor responses is 
rather lightly treated in the book, as is that 
of unions’ objective functions. One example 
concerns the three-yearly share bargain. As 
Weitzman notes, if the share is set too high, 
the immediate consequence will be an increase 
in employment — the opposite of workers pric- 
ing themselves out of a job. One self-policing 
element in the bargain is thereby removed and 
the conflictual nature of the bargain is thrown 
into greater prominence. The conflict will, it 
is true, not have any tendency to cause infla- 
tion, but it could cause other troubles. All that 
will hold back a union’s demand is the fear 
that the firm will be pushed out of business 
altogether or else will not generate enough 
profits for future investment. More generally, 
Weitzman suggests that unions will have to 
recognize not only that restrictions on entry 
are not allowed but also that their members’ 
pay cannot indefinitely be held above the com- 
pietitive rate (p. 109). Readers in strongly 
unionized countries may feel that, if this should 
happen, we should indeed be home and dry 
not only on a share system but on most other 
systems too, piossibly including the one we al- 
ready have. 

A further set of questions concerns the ef- 
fects of a share scheme on firms’ decisions on 
matters other than price, output, and employ- 
ment. Those latter may appear as the chief 
decision variables in the static Chamberlin- 
Robinson world of single-product firms that is 
implicit in much of Weitzmam’s discussicm. But 
we know that this is not quite the way things 
appear to most firms in reality. Consider,. for 
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example, mergers and diversification. These 
involve a change in the nature of the firm’s 
bvisiness. They may lead to substantial changes 
in average revenue per employee, insofar as 
they carry with them alterations in average 
capital-intensity or profitability or skill-mix. In 
the case of mergers, it will not normally be 
possible for both participants to maintain their 
existing labor share of the amalgamated reve- 
nue. In the case of diversification, maintenance 
of the existing share may be uneconomic for 
the management or, alternatively, it may lead 
to serious losses of earnings for the worker, 
-lence any such action by firms is liable to have 
to be accompanied by renegotiation of the 
share contract, even if it is not due for its three- 
yearly review and even if, on a conventional 
wage system, labor’s interests would not be af- 
fected one way or the other. The same applies 
to capital-deepening investment and to prod- 
uct innovation. All these actions would have 
'.o be subject to the consent of labor, since they 
might involve premature change in the three- 
year agreement. Perhaps it would not be a bad 
thing to have labor involved in such decisions; 
that would depend on labor’s objective func- 
ions, its bargaining power, transaction costs, 
and so on. But it would certainly make life 
more complicated. 

Finally, in my list of doubts, the empirical 
examples oflFered did not strike me as alto- 
jether convincing. Much is made of the Japa- 
nese bonus system and of Japan’s good unem- 
ployment record, as a precedent. However, it 
s hardly a familiar view that the “vacuum- 
pleaner” effect characterizes the Japanese la- 
lor market. It is far from clear — as the author 
limself would admit — that chronic excess de- 
nand for labor on account of the bonus system 
the explanation of Japan’s low and stable un- 
jmployment. Of the various empirical exam- 
ples cited, the one that rings most true is that 
if door-to-door salespeople of magazines and 
!osmetics, remunerated by commission only, 
fiere is certainly no lack of such jobs to be 
pad as a rule. But this is not a form of employ- 
nent that is held in high esteem. A widespread 
lew is that firms are able to get away with 
. only with workers of exceptionally low bar- 
raining power. So it is hardly an encouraging 
precedent. 

Weitzman’s proposal amounts really to a 


form of incomes policy, taking that in the 
broadest sense of action by government to al- 
ter wage-bargaining. The issues about most in- 
comes policy schemes are whether they are 
feasible and whether they have sufficiently im- 
portant adverse side-effects to outweigh the 
undoubtedly large potential gains. There are 
also questions about whether it is most expedi- 
ent to introduce them in fair weather or in 
foul weather or in phases and about how to 
retreat from them without injury if their out- 
come is other than expected. Weitzman’s pro- 
posal is no exception. I am not yet persuaded 
that the objections are as trivial as he thinks. 
In a short popular book he has, naturally, not 
been able to go into all the implications. I hope 
he will go on and do this in further work, both 
theoretical and empirical. 

R.C.O. Matthews 
Clare College, Cambridge 
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The economics of trade unions: New directions. 
Edited by Jean-JaC(?UES Rosa. Boston stud- 
ies in applied economics. Series on labor and 
employment. Boston, Dordrecht and Lan- 
caster, England: Kluwer, Nijhoff; distributed 
in North America by Kluwer, Hingham, MA, 
1984. Pp. xi. 353. $45.00. ISBN 0-89838- 
147-9. JEL 84-09 J 4 

Motivated by the ’’crisis" of trade unionism 
in Western countries, the Foundation Natio- 
nale d’Economie Politique held a series of con- 
ferences aimed at providing new insights into 
the nature of trade unions and their effects 
on wages, strikes and productivity. Twelve of 
the papers presented at these conferences are 
published for the first time in The Economics 
of Trade Unions: New Directions. The volume 
presents an interesting and timely collection 
of studies which constitute a balanced mix of 
theoretical and empirical work within a com- 
parative framework. 

The book is organized in three parts. Empiri- 
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cal studies of the union efiFects on the labor 
market, in particular on wages, strikes and 
productivity, are assembled in Part I. The sec- 
ond part presents primarily theoretical analy- 
ses of unions as organizations, while the third 
focuses on broader issues and prospects for fu- 
ture research. Most of the studies are accompa- 
nied by commentary from one of the confer- 
ence participants. 

The first article, by George Johnson, extends 
H. Gregg Lewis’ estimates of the U.S. union- 
nonunion wage differential into the 1960s and 
1970s and investigates the validity of this ex- 
tension. While Johnson’s approach is ingenious 
and represents a contribution to the large liter- 
ature on the union wage effects, data limita- 
tions seem to justify some of John Addison’s 
reservations about parts of Johnson’s method- 
ology and conclusions. 

Melvin Reder presents a simple but innova- 
tive analysis of a “blackjack theory of union- 
ism” by examining the possibility of a union- 
nonunion wage differential arising as a result 
of union strike-threat power. The correspond- 
ing empirical analysis is not included but the 
reader is referred to the appropriate paper. 
John Burton examines the main features of this 
theory in a brief and illuminating comment 
in which he points out the difference between 
short- and long-term sources of union power. 

George Neumann proposes and tests a new 
theory of strikes (mistakes) whose frequency 
is affected by the maturity (experience) and 
competence of the negotiators. His empirical 
analysis based on Canadian data is irmovative 
and Goran Skogh, in his comment, finds the 
theory to be supported by the Swedish experi- 
ence as well. 

Jean-Francois Hennart uses an Ashenfelter 
and Johnson (1972) type model to estimate the 
relative wage effect of French unions, in spite 
of the absence of good data on unionism. He 
approximates the unionization variable in each 
industry by the ratio of total votes cast for 
union candidates for enterprise committees to 
total industry employment and finds no wage 
effect. He then discusses in detail how this re- 
sult is consistent with earlier French studies. 
Despite the approximation of the unionization 
variable, Hennart’s paper is at present the best 
piece of work on union wage effects in France. 

John Addison discusses restrictive practices 


and, with a particular emphasis on the so called 
“Harvard School” of thought, he critically ex- 
amines the literature on the impact of unions 
on productivity. In his comments John Pen- 
cavel examines the issue of restrictive practices 
in light of two competing models of union- 
management bargaining outcomes — one in 
which the wage equals the marginal product 
of labor and one characterized by the wage 
exceeding the nrarginal product. He also offers 
two explanations for the provocative empirical 
findings of Brown and Medoff (1978). 

Part II opens with John Burton’s review of 
the Ross-Dunlop controversy on the nature 
and modeling of unions and a presentation of 
two approaches to economic modeling of the 
union as a political institution. Without dis- 
agreeing with Burton’s discussion, Melvin 
Reder offers a view that the main issue is not 
a lack of theories but rather of interesting em- 
pirical issues seeking explanation. 

Jean-Jacques Rosa argues that diverse unions 
in different national contexts are all examples 
of managerial firms and suggests that theories 
of unionism ought to be built around this prem- 
ise. Gordon Tullock finds Rosa’s paper “an im- 
portant new start in the study of the labor 
unions” (p. 188). 

Donald L. Martin presents a union model 
that captures the different interests of union 
leaders and the rank and file as well as the 
agency problem that may arise in unions. He 
skillfully uses the idea that most unions are 
nonproprietary organizations to derive empiri- 
cal predictions. 

John Pencavel outlines a modified Fellner- 
Cartter model of union behavior and tests it 
with data on the U.S. newspaper industry and 
the International Typographical Union. The 
paper extends Pencavel ’s previous work on the 
subject and, while some of the results are coun- 
terintuitive, it constitutes a solid piece of em- 
pirical work. 

Bernard Lentz proposes a business model 
of unionism in which union presidents behave 
as if maximizing the difference between reve- 
nues received from union members and the 
cost of generating the membership. The model 
is capable of explaining several institutional 
features although, as Jean-Francois Hennart 
points out, data weaknesses limit the usefulness 
of the empirical analysis. 
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Part III starts with Peter B. Doeringer’s at- 
tempt to interpret union behavior in a more 
complex and dynamic fashion than is custom- 
ary. Doeringer describes several models of 
union behavior and examines the issues of the 
wage-employment effect, macroeconomic per- 
formance, inequality, equity, and labor market 
structure. 

In the concluding paper Leo Troy and Neil 
Sheflin suggest a research agenda for the 
1980s, focusing on aspects of membership and 
management of unions. 

There is no doubt that Jean-Jacques Rosa has 
assemblexl an important set of studies and that 
the book will become a reference piece in the 
field. Most of the papers in fact constitute sig- 
nificant advancement over the existing litera- 
ture. Where the volume does not quite fulfill 
its mission is in clearly defining and analyzing 
the pre.sent “crisis” of unionism which presum- 
ably motivated the organizers of the confer- 
ence. This drawback is not crucial, however, 
for the comparative empirical studies are very 
useful and likely to serve as a solid basis for 
future work in this area. 

Jan Svejnar 

Cornell University 
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The political economy of demographic change: 
Causes and implications of population 
trends in Great Britain. By John F. 
Ermisch. Policy Studies Institute series. 
London, Exeter, NH and Melbourne: Heine- 
mann 1983. Pp. xiv, 317. £25.00. ISBN 
0-435-83230-1. JEL 84-0585 

During the economic depression of the 
\930s there was an outpouring of books and 
irticles, primarily in England, concerned with 
he economic consequences of slowing rates 
jf population growth. Some writers even saw 
n declining birth rates the seeds of economic 
stagnation and high unemployment. Many of 
hese fears were set aside with the surge in 


births after the second world war, but when 
fertility rates once again fell below the replace- 
ment level in the 1970s there was renewed 
scholarly and policy interest in the economic 
outcomes associated with population growth 
rates that were small or zero. Much of the re- 
cent literature has also been concerned with 
the effects of changes in population age distri- 
bution and, in particular, with the aging of the 
"baby boom generation.” 

This new and comprehensive book by John 
Ermisch, a research economist at the Centre 
for Environmental Studies and the Policy Stud- 
ies Institute in England, continues the tradi- 
tion, but extends it by exploring the causes 
as well as the implications of population shifts 
and by considering the policy consequences 
of demographic trends. The book is organized 
into nine chapters; British population trends 
in an historical and world context; explaining 
and forecasting fertility developments; ex- 
plaining and forecasting other demographic 
developments; the evolution of the labor mar- 
ket; demographic swings in hou.sing demand; 
income support; fertility waves and education; 
the provision of health care and other social 
services; and a summary of Britain’s changing 
demography and future strategies. Some of the 
material in this book has appeared in previous 
articles by Ermisch in Population Studies and 
elsewhere, but much of it is completely new. 

One quickly discovers that many of the de- 
mographic trends of the past forty years in 
Great Britain were paralleled by similar hap- 
penings in the United States and other West- 
ern European countries. It is this fact that 
enhances both the analytic and policy signifi- 
cance of the book. In F^ngland, the period total 
fertility rate (roughly the average number 
of lifetime births per woman) rose steadily 
from about 2.2 in the early 1950s to almost 
3.0 by 1965, and then began a sustained drop 
to just over 1.6 by the late 1970s. Successive 
generations of women reaching their twenties 
during the 1950s and 1960s married at an ear- 
lier age, but subsequent generations have been 
postponing marriage. The probability that a 
marriage ends in divorce rose steadily over this 
period and accelerated in the 1970s. This fact, 
coupled with declining remarriage rates, has 
meant a sharp increase in the number of single- 
parent families. Finally, major shifts in the in- 
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ternai distribution of population have been ac- 
companied by net migration of population out 
of metropolitan areas to nonmetropolitan ones. 

Perhaps the single most important develop- 
ment, and one shared by many western na- 
tions, has been the pronounced movement of 
women into the paid labor force. In England, 
for example, childless women born since the 
late 1950s appear to have lifetime employment 
rates equal to those of men. Why female labor 
force rates should have increased so rapidly 
is not exactly clear, but the rise in female wages 
relative to those of men must certainly have 
been one factor. Others cited by Ermisch in- 
clude technological changes that produced 
more labor-saving household appliances and 
commodities, higher female educational at- 
tainment, and changes in women's career aspi- 
rations. Educational attainment, however, is 
also a choice variable, but Ermisch does not 
explain why women should have chosen more 
education or why their career aspirations rose. 

Whatever the cause behind the greater at- 
tachment of women to paid employment, it 
is credited by Ermisch as being largely respon- 
sible for the downturn in fertility after 1965 
In this regard, the author subscribes to the eco- 
nomic theory of fertility advanced by William 
Butz and Michael Ward. When one-earner cou- 
ples predominate, a growth in real income 
tends to raise desired family size. But if two- 
earner couples become the norm, then a rise 
in real wages depresses fertility because the 
negative price eflFect of an increase in the cost 
of children (stemming from a rise in the value 
of the mother’s time) is more than sufiScient 
to offset the positive income effect. Ermisch 
does not totally reject Richard Easterlin's rela- 
tive income hypothesis to explain the postwar 
fertility swing but concludes that changes in 
young couples’ earnings prospects relative to 
aspirations have had only a secondary effect 
at best on British fertility. 

Many of the institutional impacts that Er- 
misch examines in areas of education, the labor 
market, housing, social services, and pensions 
stem from the movement of the baby boom 
bulge along the age distribution in a manner 


reminiscent of a boa constrictor swallowing a 
pig, or what Norman Ryder has called “demo- 
graphic peristalsis.” For instance, if the num- 
ber of places in higher education continues tc 
be demand-determined, then the number ot 
British entrants would peak in 1983, fall until 
1995, and then rise again into the next century. 
Ermisch contends that the present govern- 
ment had demonstrated an inability to adjust 
to the cyclical nature of demands for primary, 
secondary, and higher education. In the latter 
case, it has tended to preserve the quality 
of education and to restrict access. Ermisch 
seems to favor a greater emphasis on access 
since British pupil-teacher ratios are low by 
international standards. 

American policy audiences will be especially 
interested in Ermisch’s discussion of Britain’, 
pension system. Like the United States, Britain 
has a pay-as-you-go system that is gradually 
being transformed to an earnings-related 
scheme. Demographic developments do not 
turn unfavorable until some time after 2(X)5. 
However, if fertility remains low, there will 
be only two workers per pensioner around the 
year 2030. Even with fertility that is projected 
to be close to the replacement level, workers’ 
contribution rates will have to rise substantially 
to maintain the average replacement of in- 
come by state pension. Sharp increases in 
worker contribution rates may well encounter 
resistance because they mean slower annual 
growth rates in real disposable earnings. On 
the other hand, Ermisch contends that failure 
to increase contribution rates would disappoint 
the legitimate expectations regarding workers' 
pensions over the next fifty years. Ermisch 
cites the urgency of early action and says, “For 
this reason, it is necessary to consider changes 
in the pension scheme now, before such expec- 
tations are fully formed, even though difficul- 
ties will not arise until well into the next cen- 
tury" (p. 307). 

This book is aimed at a general audience 
and, in this goal, it succeeds. It is well worth 
reading by scholars and policymakers alike. 

Thomas J. Espenshade 

The Urban Institute 
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’Retirement and economic behavior. Edited by 
Henry J. Aaron and Gary Burtless. 
Studies in Social Economics series. Washing- 
ton, DC; Brookings Institution, 1984. Pp. xv, 
352. $31.95, cloth; $11.95, paper. ISBN 
0-8157-0036-9. JEL 84- J 251 

Retirement and Economic Behavior delivers 
nore than its name implies. Indeed, the ten 
Japers also deal with labor force behavior long 
jefore retirement and the economic status of 
he elderly well into that period of life. The 
Japers, along with a discussant’s comment on 
iach and an Introduction by Aaron and Burt- 
ess, stem from a Brookings conference held 
n October 1982. 

Although each separate paper has its own 
ypothesis, methodology, and data, they share 
ome common strengths and weaknesses. Most 
.re longer than a traditional journal article and 
lence include more discussion of the rationale 
or the approach used and potential policy rele- 
ance. Analytical techniques range from haz- 
rd functions to a microsimulation model pro- 
acting to the year 2020. The diversity of data 
ets is also impressive: No fewer than six major 
licrodata sources are employed, although the 
letirement History Survey is most commonly 
sed. One warning; this book would not serve 
a primer for the uninitiated. Each paper 
uiids upon a considerable body of existing iit- 
rature and the policy discussions tend to as- 
jme substantial knowledge about the pro- 
■ams under study. 

The first two papers, by Douglas Wolf and 
rank Levy, and by Robert Haveman, Barbara 
/olfe and Jennifer Warlick, examine workers 
efore retirement. Wolf and Levy ask whether 
ifferences in private pension plans affect the 
irnover rates of workers in the manufacturing 
ictor. Their findings suggest that private pen- 
on coverage does indeed matter. 

Haveman, et al. consider the effects of Social 
Bcurity disability coverage on labor force par- 
icipation. The public controversy that has re- 
entiy raged over eligibility determinations for 
ifs program means that such an analysis is 


timely. Data with which to evaluate the appro- 
priateness of benefits remain hard to come by, 
however, requiring some heroic assumptions 
such as those used in this controversial analysis. 

The next two papers examine the timing of 
the retirement decision. Peter Diamond and 
Jerry Hausman consider the effects of uncer- 
tain life events on that decision, and Gary Burt- 
less and Robert Moffitt look both at the specific 
effects of Social Security on retirement age and 
at the labor force participation of older work- 
ers. While these papers use different models 
and data sets, both conclude that increasing 
the age of retirement under Social Security 
is unlikely to induce workers to postpone re- 
tirement by very long — so that the major effect 
of such a policy change would be lower Social 
Security benefits over the remaining lifetimes 
of many workers. Since the gradual transition 
to a later retirement age constituted an impor- 
tant part of the 1983 Social Security Amend- 
ments, these findings are also of great policy 
relevance. 

Although the first four papers touch the stan- 
dard bases of labor supply issues, they also raise 
questions about the economic status of retired 
persons, which is the common theme of the 
next three. The broadest of these, by Sheldon 
Danziger, Jacques van der Gaag, Eugene Smo- 
lensky and Michael Taussig, focuses on improv- 
ing comparisons of status between elderly and 
nonelderly families, and demonstrates again 
that developing good measures requires more 
than simply computing family incomes. 

The next two papers, by Sally Merrill, and 
by Saul Schwartz, Sheldon Danziger and Eu- 
gene Smolensky, consider housing and living 
arrangements of the elderly, respectively. 
Merrill focuses specifically on movements be- 
tween renting and owning among the young 
elderly {those under 72). Schwartz et al. also 
analyze transitions — but in this case, the deci- 
sion to share living arrangements with rela- 
tives. Again, the group studied, due to data 
constraints, is the young old, providing only 
a partial and perhaps unrepresentative picture 
of the elderly. 

The final three papers are forward looking. 
Reading in order through the volume places 
them at somewYiat of a disadvantage, tot by 
this point the reader is likely to be over- 
whelmed by the data and methodological 
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problems rooted in the present, much less 
those associated with projections into the fu- 
ture. Nonetheless, they present interesting and 
varied analyses of issues that are bound to in- 
crease rather than diminish in importance over 
time. Alan Auerbach and Larry Kotlikoff con- 
sider the impact of future demographic 
changes and return to the Social Security re- 
tirement age issue. They indicate that benefits 
will have to decline substantially — perhaps 
through a higher retirement age — if tax liabili- 
ties are to remain constant. 

Paul Courant, Edward Gramlich and John 
Laitner attempt to modify the life cycle model 
to deal with changes in conditions affecting 
families over time, thereby incorporating more 
realistic assumptions about behavior. The final 
paper, by Sheila Zedlewski, simulates private 
pension benefits to the year 2020 and provides 
a careful documentation of the many adjust- 
ments that must be made before it is possible 
to calculate this one source of income. 

This volume illustrates how economists at- 
tempt to analyze the impact of transitions such 
as retirement on behavior and economic status. 
A study of the timing of retirement requires 
that other equally difiBcult discontinuous vari- 
ables like health status be examined as well. 
Despite the importance of health on economic 
behavior, few advances have been made in de- 
veloping reliable measures or predictors of 
changes in individuals’ health status. More- 
over, other transitions, such as changes in hous- 
ing tenure and living arrangements, are also 
critical for studying the elderly. Existing data — 
even when longitudinal — are often insuflScient 
for examining these important changes. This 
volume makes valuable contributions to our 
knowledge in these areas and, by identifying 
where more work is needed, should stimulate 
future research and analysis. 

Marilyn Moon 

The Urban Institute 


Five thousand American families — patterns of 
economic progress. Vol. X. Analyses of the 
first thirteen years of the Panel Study of In- 
come Dynamics. Edited by Greg J. Duncan 
AND James N. Morgan. Ann Arbor: Univer- 
sity of Michigan, Institute for Social Re- 
search, Survey Research Center, 1983. Pp. 
viii, 436. $25.00. ISBN 0-87944-286-7. 

JEL 84-0923 

Those familiar with previous volumes of Five 
Thousand American Families will recognize 
the style and substance of this, the tenth vol- 
ume in the ongoing series of essays using the 
Panel Study of Income Dynamics (PSID). Pub- 
lic p>olicy questions motivate each of these es- 
says, while the methodology and presentation 
of results are limited to what an informed pol- 
icy analyst can understand. 

The nine essays cover a wide variety of top- 
ics. Three analyze special questions added to 
the PSID to address specific public policy con- 
cerns. Richard Coe asks why half of the house- 
holds eligible for SSI do not participate in the 
program. In a second essay he applies the same 
methodology to explain the equally low partici- 
pation in the Food Stamp Program. Daniel Hill 
asks whether natural gas deregulation had an 
impact on consumption and, if so, whether the 
impact was regressive. 

Three essays use the PSID to modify or ex- 
pand previous studies. Linda Datcher uses 
standard error variance decompiosition to add 
a new twist on previous work on earnings dy- 
namics. Rather than asking whether the error 
structure is consistent with permanent poverty 
she asks whether it is consistent with perma- 
nent afiBuence; Are those affluent at a moment 
in time the same people who were affluent 
in previous periods? Greg Duncan and Jeffrey 
Liken expand on earlier work that attempts 
to determine whether attitudes affect earnings 
or whether it is earnings which affect attitudes. 
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James Morgan expands on his earlier work on 
intrafamily transfers by focusing on emergency 
help. 

Finally, two essays review a large body of 
literature and add their own insights based on 
PSID data. Mary Corcoran, Greg Duncan and 
Michael Ponza focus on earnings of women. 
They examine labor supply, wage growth and 
occupational .segregation. Martha Hill is 
equally ambitious in her review and extension 
of work on female headship and poverty. 

By any measure these are ambitious essays. 
Are they successful? 

The answer depends on what one sees as 
the function of this series. If one is looking for 
methodological contributions which would be 
publishable in major journals, then one is likely 
to be disappointed. If, on the other hand, one 
is looking for clear descriptive papers accessi- 
ble to a wide audience, then these essays de- 
serve attention. 

The authors' previous experience with this 
complex data set reduces the probability of 
computational errors. This is an important fac- 
tor when dealing with as complex a data set 
as the PSID. (For a description of the potential 
pitfalls of using this data set see the excellent 
Users Guide recently prepared by ISR for 
^SID Users.) 

The papers themselves are uneven. Several 
eport that the work is still in progress or that 
the results may not be reliable. Others over- 
whelm the reader with detail. However, the 
majority of the papers achieve the goal of pre- 
senting clear descriptive tables which answer 
pecific public policy questions. 

This is the strength and the weakness of this 
.'olume. While descriptive papers in the early 
volumes led to major insights, the returns are 
clearly diminishing. Early studies showed that 
br many families poverty was not a perma- 
nent state and that family disruptions, not at- 
dtudes, were a major cause of falling into 
overty. This early evidence, which could only 
:ome from longitudinal data, served to under- 
nine the culture-of-poverty thesis. Few 
equally important insights have come from re- 
cent papers. 

Two developments in economics have 
sroded the marginal value of essays in this se- 
nes. First, many other researchers are now 
vriting policy oriented papers using longitudi- 


nal data. ISR must now compete with hundreds 
of others using the PSID and other longitudinal 
data sets, including such prolific researchers 
as Mary Jo Bane and David Ellwood. Second 
the techniques for longitudinal data analysis 
have mushroomed over the last fifteen years. 
As econometricians and statisticians have de- 
veloped techniques for analyzing longitudinal 
data, the array of useful tools for applied work 
has grown rapidly. Technically sophisticated 
articles now permeate the journals. The essays 
in the Five Thousand American Families series 
have tended not to follow the trend toward 
greater statistical sophistication (though 
Datcher’s is an exception in this volume). The 
benefit of staying within a descriptive mode 
is that these essays are accessible to a wide 
audience. The cost is that the results can be 
misinterpreted. It is easy to forget that cross 
tabs can only keep a limited number of factors 
constant or that transition probabilities based 
on censored or lengtb-biased data cannot be 
used to draw general conclusions. 

In summary, this volume does what it sets 
out to do and does it well. The current volume 
would benefit by somewhat tighter standards, 
which would exclude work still in progress. In 
the longer run the editors will have to decide 
whether to forgo some policy relevance to 
keep their work more closely in line with 
methodological improvements developed 
since the series began. 

Peter Gottschalk 
Bowdoin College and 
Institute for Research 
on Poverty 

Life after early retirement: The experiences of 
lower-level ivorkers. By Dean W. Morse, 
Anna B. Dutka and Susan H. Gray. Fore- 
word by Eli CinzbERG. Conservation of Hu- 
man Resources series, no. 17. LandMark 
Studies. Totowa, NJ: Littlefield, Adams; Row- 
man (x Allanheld, 1983, Pp. xiv, 192. $25.00. 
ISBN 0-916672-^2-X. JEL 84-0600 

The exodus of older workers over the last 
three decades has dramatically changed the 
demographic character of the United States 
work force. When “normal” retirement is de- 
fined as the age at which at least half of an 
age cohort drops out of the labor force, normal 
retirement for men fell from age 70 in 1950 
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to age 65 in 1970 and is currently below age 
63. 

Life After Early Retirement: The Experi- 
ences of Lower-Level Workers is the second 
in a series, published by the Conservation of 
Human Resources from data it collected, to 
focus on a little understood and clearly under- 
researched aspect of this change in behavior; 
the post-retirement experiences of workers 
. who retire early. The first volume. Early Re- 
tirement: Boon or Bust?, reports on middle 
managers and technical personnel who retired 
between ages 55 and 65 in the years 1968 
through 1978. Here the authors concentrate 
on lower level white collar workers and blue 
collar workers who retired between the same 
" ages over the same period from three large 
but unnamed corporations — a manufacturer, 
a utility, and a retailer. 

This population of workers is particularly 
worthy of a case study since it represents the 
backbone of middle class working America. 
Median family income in the year before re- 
tirement for this sample of 850 workers, almost 
half of whom are women, was $22,000 in 1979 
dollars — nearly equal the median for all family 
heads age 45 to 64 in 1979. 

Much of what is found here will come as 

■ no surprise even to the ca.sual observer. When 
asked why they retired, the most frequent re- 
sponses were based on either health or eco- 

: nomics. Similarly, economic and social satisfac- 
tion dominated reasons for post-retirement 
v/ork. More interesting was the number of 
long-tenured retired workers who returned to 
' work. The median respondent had worked for 
' a firm for over 20 years and over 40 percent 
. were with their firm for over 30 years. Yet 
almost one-in-four had some work experience 
' during the years after formal retirement. The 
jobs varied in duration and hourly wages were 
usually substantially below those of the previ- 

■ ousjob. But this is still a remarkably large labor 
supply commitment by an age group often con- 
sidered to have little interest in or opportunity 
.for, work. Economists reading this book will 

be surprised at the degree of labor activity re- 
P>orted but will be frustrated in understanding 
its precise nature and the decisionmaking pro- 
;cess behind its occurrence and timing. 

Equally surprising, given the economic stag- 
nation and the high inflation rates of the pe- 


riod, is how positive the perceptions of the 
majority of responses in this survey are con- 
cerning early retirement and its aftermath. A 
clear majority retired because they believed 
they had worked enough or could afford it. 
Most knew for a considerable time in advance 
when they would retire. While inflation and 
deterioration in health were problems after re- 
tirement, the great majority felt they had re- 
tired at the right time. The authors found that 
a substantial minority of retired workers were 
not satisfied with their exf>erience, but my 
overall impression is that for the middle- Amer- 
ican retirees in this sample the 1970s were not 
as difficult as conventional wisdom might sug- 
gest. 

This volume is based primarily on descrip- 
tive statistics and is impressionistic in style. 
Thus, no model of initial retirement or post- 
retirement behavior is proposed or tested. 
None of the now established literature on the 
complex incentive structure of social security 
and individual pension plans is incorporated 
in the analysis. But what will be particularly 
disappointing, even to an audience unsym- 
pathetic to the often sterile assumptions neces- 
sary in complex mathematical models of the 
retirement decision, is that even though it 
adopts an alternative approach it does not pur- 
sue its case study framework to the fullest. 

The great majority of empirical studies of 
retirement behavior in the economics litera- 
ture have been based on large data samples 
such as the Retirement History Survey which 
ask detailed questions about individuals but 
have little information on the firm. It is now 
recognized that pension plans vary widely 
across firms and their effect on retirement is 
only crudely measured by such data. Case stud- 
ies of specific firms offer a major opportunity 
to look carefully at the institutional relation- 
ships which effect retirement age and perhaps 
subsequent economic well-being and work. 

Unfortunately this book though it uses a sam- 
ple drawn from three major corporations, does 
little more than compare individual character- 
istics across workers in them. No supplemen- 
tary information was gathered on the work en- 
vironment within these different corporations 
with resp>ect to pension plan rules or other eco- 
nomic chau'acteristics which may have influ- 
enced retirement or post-retirement behavior. 
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No questions were asked of the corporations 
concerning their policies toward preparing 
workers for retirement or their treatment of 
workers once retired. 

The authors break new and important 
ground by focusing attention on little under- 
stood phenomena — work behavior and well- 
being after early retirement. But they fail to 
provide the detailed information that a case 
study of the work environment within firms 
could provide and fail to statistically separate 
the relative influence of the many factors 
which respondents do cite as efiecting their 
retirement and post-retirement behavior. 

Richard V. Buhkhauser 
Vanderbilt University 

930 Urban Economics 

Energy costs, urban development, and hous- 
ing. Edited by ANTHONY Downs and 
Katharine L. Bradbury. Washington, DC: 
Brookings Institution, 1984. Pp. xiv, 296. 
$31.95, cloth; $11.95, paper. ISBN 0-8157- 
1050-X. JEL 84-0934 

This book contains six papers and comments 
on the papers presented at a Brookings confer- 
ence held in November 1981. The focus of the 
papers is on the eflFects of energy price in- 
creases during the 1970s on housing, urban or- 
ganization, and regional shifts in population 
and employment. 

After an introduction and summary by the 
editors, Raymond Struyk analyzes effects of 
home energy costs on housing costs of the poor 
and elderly. Next, Richard Muth studies effects 
of energy price increases on decentralization 
of housing from urban centers to suburbs. 
Kevin Neels and Michael Murray analyze ef- 
fects of high energy prices on energy use and 
on prices for the existing housing stock. Dwight 
Jaffee studies effects of high energy prices on 
construction of new housing. Roger Schmen- 
ner turns to effects of energy prices on location 
of industry. Finally, William Miernyk analyzes 
effects of energy prices on regional movements 
of people and jobs. 

Struyk presents a fine survey of evidence 
as to effects of high energy costs on housing 
costs for the poor and elderly. There follows 
an extended discussion of actual and proposed 
government programs to assist low income and 
elderly households with fuel bills and weather- 


ization. The paper suffers from lack of analysis 
of the adequacy of private incentives to induce 
optimum responses of households to high en- 
ergy prices. In addition, it seems to me defec- 
tive in not discussing the desirability of reduc- 
tions in the stringency of land use controls on 
multi-family housing. Suburban land use con- 
trols generally increase the costs of housing 
to low income residents of metropolitan areas 
for whom multi-family housing is optimum. 
Specifically, heating and cooling costs fall about 
proportionately to increases in the percentage 
of shared walls. Such energy costs per room 
in large apartment houses may be only 25 or 
35 percent of their level in single family de- 
tached houses. In the long run, reducing 
government controls on multi-unit dwellings 
is by far the most important action govern- 
ments could take to economize on home en- 
ergy use. 

Richard Muth concludes, on the basis of care- 
ful calculations, that increases in automobile 
fuel costs during the 1970s caused too small 
an increase in commuting costs to have much 
effect in slowing metropolitan suburbaniza- 
tion. Conceivably, faster movement of jobs 
from central cities to suburbs might reduce 
commuting distances and costs, and might be 
an effect of rising gasoline prices. Rising gaso- 
line prices might also reduce commuting dis- 
tances by inducing workers to live closer to 
their jobs without altering housing locations. 
It is well known that in the United States work- 
ers could decrease average commuting dis- 
tances by large amounts by an elaborate ex- 
change of existing houses. 

Neels and Murray study carefully the incen- 
tives of owners and renters to economize on 
home fuel use as energy prices rise. They also 
report an elaborate simulation of effects on 
housing prices as the existing housing stock is 
gradually replaced by more energy-efiBcient 
structures. 

Jaffee shows that energy-using characteris- 
tics of newly built dwellings responded in some 
predictable and some erratic ways to high en- 
ergy prices. The difficult issues are to separate 
effects of high energy prices from demo- 
graphic effects, especially falling family sizes, 
and frostbelt-sunbelt moves that might have 
occurred even in the absence of rising energy 
prices. Incidentally, although Jaffee does not 
discuss it, total energy use by consumers ap- 
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pears to vary little by region. High frostbelt 
heating expenditures are almost offset by high 
cooling expenditures, greater commuting dis- 
tances (because of more dispersed metropoli- 
tan areas) and more automobile air condition- 
ing in the sun-belt. 

Schmenner reviews evidence of industrial 
input substitution resulting from high energy 
prices and finds substantial effects. But there 
appears to be no sound analysis or evidence 
that energy prices affected industrial location, 
especially moves from frostbelt to sunbelt. Re- 
gional variation in most energy prices has be- 
come relatively small in recent years, but even 
regional variation in energy input needed, 
mainly for space heating and cooling, seems 
to have had little effect. 

Miernyk, in a masterful survey, shows that 
by far the largest regional effect of rising en- 
ergy prices was probably a pure terms-of-trade 
effect. Incomes rose faster in energy producing 
regions than elsewhere during the period of 
rising energy prices. That of course may have 
large indirect effects on migration of people 
and jobs, but the motivation would be search 
for high incomes, not search for cheap energy 
or locations requiring little energy input or 
consumption. The next step in the analysis 
would be to ascertain how much of the im- 
proved terms-of-trade in energy producing re- 
gions was higher property income, such as cap- 
ital gains, and how much higher earned 
income. Both might affect migration, but in 
different ways. 

The essays in this volume are thoughtful and 
careful. Much additional research is suggested 
by them. They seem dated in the fall of 1984, 
but should be taken off the shelf when the next 
crisis arrives. 

Edwin S. Mills 

Princeton University 

940 Regional Economics 
High technology small firms: Regional devel- 
opment in Britain and the United States. By 
Ray Oakey. New York: St. Martin's Press, 
1984. Pp. ix, 179. $25.00. ISBN 0-^12- 
37239-6. JEL 84-0944 

The concentration of high technology manu- 
facturing activities at particular sites presents 
intriguing questions to students of industrial 
location seeking to explain this agglomeration 


of economic activities and to public planners 
desiring to replicate the experience in their 
areas of choice. This work contains observa- 
tions that will be of interest to both groups. 
In developing theories of the origins and poli- 
cies for encouraging the formation of such en- 
claves, Ray Oakey draws on the literature of 
regional science, economics of technology, and 
product life cycles. 

Survey results of small electronics manufac- 
turing firm characteristics in the British Eco- 
nomic Planning regions of Scotland and South 
East England, and the San Francisco Bay Area, 
supplement the theoretical and policy discus- 
sions. The regions were chosen to achieve “the 
greatest possible environmental diversity” in 
characteristics external to the firm (p. 55). Scot- 
land’s relatively small electronics industry has 
experienced vigorous recent growth partly by 
attracting branch plants of U.S. and U.K. firms. 
By contrast, in spite of a high level of employ- 
ment achieved in earlier development. South 
East England has recently experienced con- 
traction of its electronics labor force. The geo- 
graphical area of the San Francisco Bay Area 
was chosen as a paradigm of rapid growth in 
small electronics firm employment and of busi- 
ness growth without government regional 
planning. 

Firms included in the sample came from two 
British industrial classifications, scientific and 
industrial instruments and radio, radar and 
electronic capital goods, and their U.S. SIC 
counterparts. Sample universes of “small, inde- 
pendent, single-site firms of less than 200 em- 
ployees in the chosen industries were com- 
piled” (p. 57). From these sample universes, 
Oakey completed interviews with fifty-four 
firms in Scotland and sixty randomly selected 
firms in each of the other two regions. Inter- 
views were done during 1981 in the United 
Kingdom and 1982 in the United States. 

In each region a majority of firms had made 
a product innovation in the five years preced- 
ing the survey. Unfortunately, Oakey does not 
provide detailed tabulations about many of the 
other characteristics of the firms surveyed. Ta- 
bles presented in Chapter 9 show that 33 of 
the 60 Bay Area firms were founded prior to 
1970; many of these had, by 1981, grown larger 
than the sample’s 200 employee cutoff point. 
Those remaining below the cutoff may be 
there for a reason — such as an antigrowth bias 
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in nuiiiagement or failure to achieve their 
growth objectives. Thus, the survey results can 
be relied upon to capture the characteristics 
of small, independent firms but may fail to cap- 
ture some of the growth characteristics of such 
firms and may not fully reflect the impact of 
post-1970 innovations such as the microproces- 
sor. 

Oakey chose four areas of focus for his inter- 
views; vertical linkages, research and develop- 
ment activity, labor market characteristics, 
and finance acquisition. Survey results are pre- 
sented as tables, most often divided by region, 
accompanied by chi-square and probability 
values to facilitate comparison of regional char- 
acteristics. 

In interpreting the contribution of vertical 
linkages to economies of agglomeration, Oakey 
suggests that local goods exchange may be ac- 
companied by important information transfers 
that increase the desirabihty of an enclave. In 
particular, the importance of upstream link- 
ages is supported by a marked tendency of Bay 
Area firms to purchase the majority of their 
inputs (by value) locally. A wider geographical 
dispersion of downstream linkages is revealed 
for all regions. Because a predominance of sales 
are nonlocal. Oakey concludes that local down- 
stream linkages make a smaller contribution 
to agglomeration than upstream ones. This as- 
sumes that the volume of backward informa- 
tion flow is proportional to the volume of sales. 
Towever, such a relationship is unnecessary 
to the hypothesis that local backward linkages 
exist or are important, a proposition that is par- 
tially supported by the direct questioning 
about such links. 

Research and development (R&D) was a ma- 
jor activity of most of the firms that Oakey 
interviewed. Over three-quarters of the firms 
eported the existence of internal R&D facili- 
ties and a majority stated that the principal 
objective of research and development was 
product development. Firm executives were 
asked “if their firms maintained any external 


contact with a source of technical information 
of importance in developing products and pro- 
cesses in the plant” (p. 104), A majority of Scot- 
tish firms had such contacts, characterized by 
Oakey as local universities or other high tech- 
nology firms. By contrast, over three-quarters 
of Bay Area firms claimed to have no such con- 
tacts. 

The availability of a technologically sophisti- 
cated labor force is an important element in 
Oakey ’s prescription for a healthy enclave, 
Oakey notes that rapid growth and intense uti- 
lization of the workforce is likely to create a 
paradox: Appropriate workers will be in short 
supply in areas of most dynamic growth — this 
conclusion was partly supported by survey 
data. 

The diflBculties of procuring start-up capital 
is reflected in a tabulation of finance sources 
for firms started after 1970. In each region, 
personal savings was the major source of fi- 
nance. Among Bay Area firms, 30 percent were 
financed by private venture capital, far more 
than Scotland with three percent and South 
East England with six percent. Internal finance 
was the major source for continued growth. 
In Scotland, a significant number of firms had 
received some government finance. 

In making policy recommendations, Oakey 
suggests that if a planner can devise policies 
that 1) attract firms to an area where linkages 
are undeveloped and 2) foster availability of 
risk capital, the formation of spin-oEFs may sus- 
tain growth in spite of the tendencies of matur- 
ing firms to migrate to lower wage areas. The 
problem with replicating this description of 
past successful regional development is that 
there is little guide to the level of support 
which will suffice to initiate this process or to 
the priorities among the many factors identi- 
fied as important. Oakey does provide a useful 
collection of ideas and facts for those seeking 
to initiate such a process. 

W. Edward Steinmueller 

Stanford University 
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000 General economics; Theory; History; Systems 
010 General economics 
020 General economic theory 
030 History of thought; methodology 
040 Economic history 
050 Economic systems 

100 Economic growth, Development, Planning. 
Fluctuations 

110 Economic growth, development; and 
planning theory and policy 
120 Country studies 
130 Econornic^uctuations; forecasting; 
stabilization, and inflation 

200 Quantitative economic methods and data 

210 Econometric, statistical, and mathemati- 
cal methods and models 
220 Economic ;ind social statistical data and 
analysis 

300 Domestic monetary and fiscal theory and 
institutions 

310 Domestic monetary and financial theory 
and institutions 

320 Fiscal theory and policy, public finance 

400 International economics 

410 International trade theory 
420 Trade relations, commercial policy, 
international economic integration 
430 Balance of payments, international 
finance 

440 International investment and foreign aid 


.500 Administration; Business finance; Marketing, 
Accounting 
510 Administration 
520 Business finance and investment 
530 Marketing 
540 Accounting 

600 Industrial organization; Technological change. 
Industry studies 

610 Industrial organization and public policy 
620 Fxonomics of technological change 
630 Industry studies 
640 Economic capacity 

700 .Agriculture, .Natural resources 
710 Agriculture 
720 Natural resources 
730 Economic geography 

800 Manpower; Labor. Population 

810 .Manpower training and allocation; labor 
force and supply 

820 Labor markets; public policy 
830 Trade unions, collective bargaining, 
lalxir-rnanagement relations 
840 Demographic economics 
850 Human capital 

900 Welfare programs, Consumer economics. 
Urban and regional economics 
910 Welfare, health, and education 
920 Consumer economics 
930 Urban economics 
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000 General Economics; Theory; 
History; Systems 

UlO General Economics 

Dusek, E. Rai.PH, ET al., eds. American Psychologi- 
cal Association 's guide to research support. Second 
edition. Washington, D.C.; American Psychologi- 
cal Association, Scientific Affairs Office, (1981J 
1984. Pp. xiv, 463. $25.00, paper. ISBN 0-912704- 
91-8. JEL 85-0335 

Handbook identifying 180 federal programs and 
55 nonfederal organizations that provide funding 
for behavioral science research. Describes each 
federal program and private organization, identi- 
fying research topics that might be addressed by 
psychologists and providing basic information for 
behavioral scientists. Details the type and sources 
of data provided in the federal program entries 
and provides a glossary of terms used in the federal 
funding process. Includes entries for each federal 
program that supports extramural research pro- 
viding the name and telephone number of the 
individual to be contacted, a description of re- 
search topics supported, the amount of money 
spent on research in FY 1982 and FY 1983, and 
the amount available for FT 1984. An overview 
of private philanthropy discusses types of founda- 
tions and procedures for applying for grant sup- 
port. Entries for nonfederal sources contain a 
statement of the organization’s purpose and sub- 
ject areas of research grants, types of grants, recipi- 
ents and restrictions, and a financial summary of 
grants. Provides a list of publications that list addi- 
tional sources of federal and nonfederal funding. 
’The editors are on the staff of the American Psy- 
chological Association, Washington, D.C. Indexes 
to federal agency personnel, federal and nonfed- 
eral programs, and subjects. 


Free Enterprise Institute of Amway Corpora- 
tion. Free enterprise resource index. Third edi- 
tion. Ada, Mich.: Author, 1984. Pp. 111. Paper. 
ISBN 0-940434-01-6. JEL 85-0336 

Resource index of annotated information per- 
taining to free enterprise and personal and eco- 
nomic freedom. Section one lists audiovisual aids, 
classified by academic grade; section two, printed 
materials (books, periodicals, essays, reports, cur- 
riculum guides, catalogs, bibliographies, directo- 
ries, and sources of statistical information); section 
three, organizations (research and public policy, 
national /regional economic education, college/ 
university center, business/industry/trade, and 
others); and section four, corporate programs and 
resources 

LaRouche, Lyndon H., Jr. So, you wish to learn 
all about economics'' A text on elementary mathe- 
matical economics. New York: New Bepjamin 
Franklin House, 1984. Pp. xv, 192. $9.95, paper. 
ISBN 0-933488-35-1. JEL 85-0337 

Textbook on national economic policy within 
the framework of modern mathematical econom- 
ics, exposing reasons why econometrics, opera- 
tions research, and systems analysis have accumu- 
lated a "consistent record of failures.” Opens with 
a chapter on Gottfried Leibniz’s approach to eco- 
nomic science; discusses population density, the 
thermodynamics of political economy, economic 
value, technology, work versus energy, monetary 
theory, wages and population, economic infra- 
structure, and inflation. The author is chief execu- 
tive of the Executive Intelligence Review, an inter- 
national news-weekly. No index. 

McCarty, Marilu Hurt. Dollars and sense: An 
introduction to economics. Fourth edition. Glen- 
view, III., and London: Scott, Foresman, [1976 . . . 
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1982) 1985. Pp. 304. $17.95, paper. ISBN 0-673- 
18118-9. JEL 85-0338 

Textbook for a one-term beginning course in 
economics. [See JEL no. 82-0678 for annotation 
of the third edition.] Updates and revises chapters 
on demand, demand elasticity, and fiscal and mon- 
etary policy. Includes new topics — demand elastic- 
ity in the market for petroleum, airline deregula- 
tion, the AT&T break-up, the composition and 
growth of GNP, and recent changes in the value 
of the dollar. Incorporates several new pedagogi- 
cal aids. The author is at the Georgia Institute of 
Technology. Index. 

National Sciknce Foundation. Guide to pro- 
Krams: Fiscal year 1985. Washington, D.C.: Au- 
thor, 1985. Pp viii, 81 Paper. JEL 85-0339 

Contains an introduction to the nature and pur- 
pose of the National Science Foundation, its orga- 
nization, its criteria for the selection of research 
projects, and its FY' 1985 programs De.scribes 
seven program areas: mathematical and physical 
sciences; engineering; biological, behavioral, and 
social sciences; astronomical, atmospheric, earth, 
and ocean sciences; science and engineering edu- 
cation, scientific, technological, and international 
affairs; and other activities Describes individual 
programs within each program area, giving infor- 
mation on area of research, eligibility, deadlines, 
and who to contact for more information. No in- 
dex. 

Owen, Wvn F and C;ro,ss, Labhy R., eds. Guide 
to (graduate study in economics, agricultural eco- 
nomics. and doctoral degrees in business and 
administration in the United Slates of America 
and Canada. Seventh edition Boulder Fconomics 
Institute, University of Colorado, 1984 Pp. xxii, 
518. $33.00, paper. ISBN 0-88036-00.3-8 

JEL 85-0340 

Seventh edition of a guide to information on 
over 300 graduate training programs in economics 
and agricultural economics and on doctoral pro- 
grams in business and public administration of- 
fered at universities and colleges in the United 
States and Canada. Part one provides comparative 
analyses of the graduate programs, including rank- 
ings of programs, trends in degree production, 
general information for prospective students, addi- 
tional information for foreign students, faculty ex- 
perience abroad, and geographic locator maps. 
Part two contains descriptions of individual gradu- 
ate programs in each field, listed by university. 
Includes information on programs of study, faculty 
and their teaching fields, and admissions policy 
and procedures. The editors are at the Kconomics 
Institute, University of Colorado, Boulder. 


Routh, Guy. Economics. An alternative text Dobbs 
Ferry, N.Y.; Sheridan House, 1984 Pp. xii, 316. 
$17.95, paper. ISBN 0-911378-48-0. 

JEL 85-0341 

Textbook that promotes a historical, empirical, 
and interdisciplinary methodology for the study 
of economics. Begins by following history leading 
up to the modern world, discussing early man and 
pre-capitalist societies, merchant capitalism, and 
the triumph of the bourgeoisie Examines the capi- 
talist system and some of its different facets; the 
firm; those who work in firms; the nature of work. 
Its design, and its evaluation; consumers and dis- 
tributors, money and banking; and government. 
The last two chapters examine the experiences 
of the socialist and the Third World countries. 
Many of the chapters contain case studies. The 
author is an economist, writer, and was Reader 
in Economics at the University of Sussex until his 
retirement in 1981 Index. 

Stei.n, Benjamin J Financial passages. Garden City, 
N.Y. Doubleday, 1985. Pp. xi, 226 $15 95 ISBN 
0-385-17938-3. JEL 85-0342 

Shows how an ordinary person can match up 
his earnings and his spending over a lifetime. Sug- 
gestions are based on spending and savmgs data 
and are tailored to the different stages of life, dif- 
ferentiated by age, sex, and family status. Presents 
an idea of how much predictable events will cost, 
how much a person is likely to earn at different 
stages of life, how much money to save and when, 
and when and how much money to borrow. Ap- 
pendix contains graphs of annual investments 
needed, for how long, at a given interest rate to 
get to a savings goal and tables of the effects of 
interest rates on different amounts of time and 
money. The author is a lawyer and economist in 
Los Angeles. Index. 

ViNINC, Rutijcdce. On appraising the performance 
of an economic system What an economic system 
IS. and the norms implied in observers' adverse 
reactions to the outcome of its working. Cam- 
bridge. New York and Sydney Cambridge Univer- 
sity Press, 1984. Pp. xvi, 191 $34.50 ISBN 0-521- 
2,56,56-9. JEL 85-0343 

Exploratory study to identify and clarify the ba- 
sic concepts and suppositions of the subject field 
in which the primary practice of economists lies 
in order to work out a curriculum for the charac- 
teristic practice of economists, which, according 
to the author, is as specialist advisors to legislators 
in the designing and asse.ssing of legislation called 
“economic." Concentrates on what it is that legis- 
lators talk about when they talk about the perfor- 
mance of a currtwitly opierating economic system. 
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Discusses the concepts of economic s)stem, econ- 
omy, and performance characteristics, economics 
as a descriptive science, norms implied in observ- 
eis' adverse reactions to an economic system s per- 
formance, and the nation’s economy in geographic 
space and time The author is at the University 
of Virginia. Index 

See also Book Numbers JEL 85 -0370, 85— 

0375. 85-0385. 85-0.522. 8.5-05.53, 85-0578 

02(1 Cenkrai. Kconomic Theory 

,\iJKi, MasaHIKo The co-ofwrative ^ame theory of 
the firm Ixindon, New Vork, Toronto and Delhi 
O.sford University Ptess, tilarendon Press, 1984 
Pp. VI, 219 .$29,9,5 ISBN 0-19-828485-.’} 

JEL 85-0333 

Proposes a coojierative game model of the firm 
as an ulternalise to orthodo.v views and relates it 
to iysues concerning the structure of corporate de- 
cision making and industrial relations lu the corpo- 
rate economy. Market behavior of the corporate 
firm IS portrayed as a reaction to lluctuating envi- 
ronmental and internal conditions; argues that the 
firm seeks to maintain organr/.ational equilibrium 
between the shareholders and the employees 
Views the firm as a coalition with shareholders 
and employees as its members and characterizes 
market behavior and internal distribution as a co- 
operative game (bargaining) solution; decisions in 
this framework balance the powers of the mem- 
bers of the firm with internal efficiency as viewed 
by the members Describes three stylized legal 
models of corporate structure and industrial rela- 
tions and discusses the efficiency properties of 
these differing corporate structures using the 
game-theoretic model as a frame of reference The 
models are meant to redect fundamental features 
of the Anglo-American unionized firm, the Ger- 
man (European) codetermination firm, and the 
Japanese and nonunion American firms. The au- 
thor is the Takahashi Professor of Japane.se Eco- 
nomic Studies, Stanford University, and Professor, 
Institute of Economics, Kyoto University. Author 
and subject indices. 

Artis, M. J. Macroeconomics. London; New York; 
Toronto and Melbourne; Oxford University I'ress, 
Clarendon Press, 1984. Pp. xiv, 238. $24.95. ISBN 
0-19-877106-1. JEL 85-0345 

Textbook for students with a prior course in 
macroeconomics and a preparedness to approach 
the subject in a mathematical way. IS-LM analysis 
is the central expositional device. Intrpduces pol- 
icy models early in the book and applications of 
the analysis to the United Kingdom as an open 
economy. Elxpounds the traditional "Keynesian” 


macroeconomics, treating the detcrminatic 
wages and prices as exogenous to the macri 
nomic model and output as demand-determ 
Introduces the classical model in the conte 
inflation, giving attention to the rational exp 
tions version of the model. Discusses the func 
mg of the labor market and the case for der 
management Chapters include further reai 
Index. 

.Assei.ain, Jean-Chakles. Planning and proji 
.socialist economies. Translation. Translate! 
JiLi, Rubeby and John Andrew Wii8on Inti 
tional Library of Economics Senes, London; 
ton and Melbourne: Routledge and Kegan 
11981) 1984 Pp. xn, 269. $3.5.00. ISDN 0-7 
0257-1. JEL 85- 

Translated from the updated French te 
Plan et profit en econumie socialiste Analyze 
Soviet and East European economic reforn 
the traditional centrally planned economy ir 
post-Stalin era. Interprets the .Soviet, East, 
man, Hungarian, and other East European c 
tries’ reform experiences of the last twenty y 
assessing their significance from a historical 
■spective. Mighlight.s the dominant trends anr 
long-term evolution of the Soviet mode 
planned economy. Begins with an analysis o 
first Soviet Five Year Flan to explain the ge 
of its basic institutions and the origins of the j 
ent-day problems. Defines which of the prin 
problems of the socialist countries are linke 
rectly or indirectly to the fundamental princ 
of the centralized model. The author is Proh 
of Economics at the University of Bordeaux, I 
ography, index. 

Beard, R. E., Pentikainen, T and Pesonei 
Risk theory: The stochastic basis oj' insure 
Third edition. Monographs on Statistics and 
plied Probability. London and New York: C 
man and Hall, [1969, 1977) 1984. Pp xvii, 
$49.95, cloth; $24 00, paper, ISBN 0-412-25! 
X, pbk. JEL 85- 

Updated edition of an introductory textboo 
risk theory based upon the elements of probab 
theory that form part of actuarial study. Revi< 
take into account recent developments in risk 
ory and its practical applications. Written for ? 
aries and others concerned with risk managerr 
Assumes a knowledge of the elementary as 
of probability theory. Chapters concern; the c 
number process, the compound Poisson proi 
applications to one-year and multiyear time-sp 
and applications of risk theory to life insur 
and business planning. Exercises are include 
each chapter; solutions are contained in the ap 
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dix. The late Professor Robert E. Beard was from 
Leicestershire. Pentikainen and Pesonen are from 
Helsinki. Bibliography; author and subject indices. 

Bruno, Michael and Sachs, Jeffrey, D. Econom- 
ics of worldwide stag^flation. Cambridge, Mass.; 
Harvard University Press, 1985. Pp. vii, 315. 
$25.00. ISBN 0-674-23475-8. JEL 85-0348 
A theoretical and empirical essay on the integra- 
tion of supply considerations into demand-ori- 
ented macroeconomic models and modes of analy- 
sis; analyzes in particular import price shocks and 
wage-.setting behavior in open and interdepen- 
dent economies. Presents a senes of models to ana- 
lyze short-run and long-run effects of changes that 
take place on the supply side of the economy, par- 
ticularly the role of real labor costs and of prices 
of raw materials Introduces the demand side by 
studying intertemporal household consumption 
and saving behavior and, by linking several coun- 
tries together in world commodity and capital 
markets, studies the effects of price increases in 
raw materials on world interest rates and capital 
Hows Examines the role of Keynesian demand pol- 
icies in response to supply shocks in the short-run 
and in a two-country setting. Assesses the roles 
of supply and demand factors in stagflation. 
Stresses the central role of real factor prices m 
the macroeconomic adjustment mechanism. Sug- 
gests that an economy may use a mix of monetary 
and fiscal instruments, if it is willing to abandon 
either inflation or current account targets, Bruno 
is Professor of Economics at the Hebrew Univer- 
.sity of Jerusalem, and Sachs is Professor of Eco- 
nomics at Harvard University Bibliography; in- 
dex 

C.’sik6s-Nagy, Bti-A; Hague, Douglas and Hall. 
Graham, eds. The economics of relative pnces. 
Proceedings of a conference held by the Interna- 
tional Economic Association in Athens, Greece. 
New York; St. Marlin’s Press. 1984. Pp. xv, .551. 
$35.00 ISBN 0-312-23442-2 JEL 85-0340 

Twenty previously unpublished papers and dis- 
cussions analyze the role of relative prices. Focuses 
on issues of price modeling and of the adjustment 
process. The papers fall under six headings: (I) 
relative prices in socialist economies; (2) specific 
issues of relative prices; (3) adjustment and oil 
prices; (4) international aspects of relative prices, 
(5) relative prices, terms of trade, and structural 
adjustment; and (6) commodity agreements. The 
contributors are economists. Csikos-Nagy is Presi- 
dent of the Hungarian Economic Association. 
Hague is at the Oxford Centre for Management 
Studies. Hall is at the Manchester Business School. 
Index. 


Dernrurg, Thomas F. Macroeconomics- Concepts, 
theories, and policies 5>eventh edition. New York; 
London; Montreal and New Delhi- McGraw-Hill 
Books, [I960 . . 1980] 1985. Pp. xii, 490. $29.95. 

LSBN 0-07-016.536-X. JEL 85-0.350 

Completely revised and rewritten edition of an 
intermediate level macroeconomics textbook pre- 
viously written with Duncan M. McDougail [see 
JEL no 80-0620 for annotation of the sixth edi- 
tion]. Focuses on the Keynes-Hicks expenditure 
model Changes include an extended treatment 
of aggregate supply, which is integrated with ag- 
gregate demand to cover the inflation-stagflation 
process within a unified framework. Economic 
growth IS now treated as an aggregate supply prob- 
lem. A new chapter introduces key relationships 
in output, productivity, and employment; open 
economy macroeconomics are presented as a sepa- 
rate part of the book. Chapters include review 
questions and references. An instructor's manual 
is available. The author is at the American Univer- 
sity Index 

Hagen, Ot.E and Wenstop, Fred, eds Progress 
in utility and risk theory Theorv- and Decision 
Library, vol, 42. Dordrecht, Boston and Lancaster- 
Reidel, distributed in U.S. and Canada by Kluwer 
Academic, Hingham, Mass., 1984 Pp. xii, 279. 
$46.00 ISBN 90-277-1731-1. JEL 85-0351 

Nine previously unpublished commentaries on 
papers presented at the 1982 First international 
Congress of Utility and Risk Theory held in Oslo 
The commentaries are grouped under four head- 
ings: foundations of utility and probability, the 
question of whether there is one utility function 
or two; prescriptive versus descriptive decision 
models; and aspects of process utility. The con- 
tributors are Maurice .Allais, Georges Bernard, Ole 
Hagen, Roman Krzysztofowicz, Wilhelm Krelle, 
Denis Bouyssou, Graham Izximes, Robert Sugden, 
and Robin Pope. The editors are members of the 
faculty of the Norwegian School of Management, 
Bekkestua. Name and subject indices. 

Hahn, Frank Eyuilihrium and macroeconomics 
Cambridge, Mass : MIT Press; Oxford: Blackwell, 
1984, Pp. vi, 397, $29 95 ISBN 0-262-08149-9 

JEL 85-0352 

Seventeen prcviouslv- published papers repre- 
senting a selection of the author’s ’’less techmcal" 
papers on economic theory. The introduction and 
patters (originally published between 1952 and 
1982) present the author’s position and opinions 
on issues in economic theory. Six papiers examine 
equilibrium, equilibrium theory, and related con- 
cepts; four concern monetary theory’; and six dis- 
cuss monetarism and the new macroeconomics. 
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The last paper refutes the iieo-Ricardians’ claim 
that neoclassical economics is logically faulty. The 
author is Professor of Kconomics, University of 
Cambridge. Index. 

JUSSAW.MJ^, MEHKH<K) and p;benfiki-u. Helk.ne, 
eds. Communication and information economics 
New fierspectives Witli a foreword by Kenneth 
E. Houi.ding. Information Research and Resource 
Reports, \'ol. 5. New York, Amsterdam and Oxford- 
.N'orth-Holland; distributed in North America by 
Elsevier Science, New York, 1984. Pp. ix, 149. 
$32.50. ISBN 0-444-417589-1. JEL 8.5-03.53 
Seven previously unpublished papers, originally 
pre.sented at two separate sessions devoted to in- 
formation /communication economics at the an- 
nual meeting of the American Economic As.socia- 
tioii held in December 1982. The papers focus 
on aspects of the emerging information sector and 
its bearing on growth, productivity investment, 
trade, and internal organization. Specific papers 
discuss the historical development of information 
economics and its emergence as an area for future 
focus for economists (D. M. Lamberton); how pro- 
cess or evolutionary considerations might best lie 
integrated into the transaction-cost approach to 
the theory of internal organization (Richard N 
Langlois); organizational changes at the interna- 
tional level in dealing with information flows and 
trade in communications, along with their welfare 
implications (Meheroo Jussawalla and Cbee-Wah 
Cheah): a feedback model that considers outlays 
on R&D and the rate of growth of productivity 
as determined endogenously and simultaneously 
(William J. Baumol and Edward N. WolflFl; the in- 
formation sector and information handling activi- 
ties (Charles Jonscher); scope and scale augment- 
ing technical change in the information sector 
(Lawrence B. Pulley and Yale M. Braunstein); and 
a growth model of the U.S. Communication indus- 
try, 1948-80 (Nestor E. Terleckyj). Jussawalla is 
at the East-West Communication Institute, Hono- 
lulu, and Ebenfield is with the National Science 
Foundation, Washington, D.C. No index. 

LaISE, D. and Tucci, M. Capitate moneta e tempo 
[Capital, money, and time]. Preface by B. Tbezza. 
Padua: Cedam, 1984. Pp. vii, 171. L. 18,000. 

JEL 85-0354 

Examines the criticisms raised mainly by the so- 
called Anglo-Italian school against the neoclassical 
theory of value and prices. Garegnani's conten- 
tion, according to which the Walrasian theory of 
general equilibrium is only valid in a short-run 

perspective, is analyzed and argued to be ili- 
founded. Takes up the controversy between the 

^ ■ . ■ . ■ ii/j ■ Ip, 


ory of value and distribution, a theory the authors 
find to be fully correct. Criticisms raised by the 
neo-Ricardians are thus totally rejected. The au- 
thors consider both the neoclassical and the neo- 
Ricardian approaches inadequate on the grounds 
that neither of them fully grasps the essence of 
a true monetary economy. According to the au- 
thors, the main role of money is of allowing firms 
to start a production proces-s by buying labor ser- 
vices; no scheme of simultaneous equilibrium can 
capture this way of interpreting the money mecha- 
nism, once typical of classical authors and sub.se- 
cpiently forgotten. The authors are Associate Pro- 
fes.sors of Economics at the University of Rome 
Bibliography; index. [Augusto Graziani] 

Leftwicii, Richard H. and Eckeri', Bd.ss D T/ic 
price system and resource allocation. Ninth edi- 
tion. Dryden Press Series in Economics Chicago; 
Montreal; Laindon and Sydney: Holt, Rinehart and 
Winston, Dryden Pre.ss, (19.55 . . , 1982) 198.5. Pp 
XXII, 63 1 . ISBN (M)3-07 1 477-X. JEL 85-03-55 
Textbook in intermediate price theory incorpo- 
rates the following revisions- development of the 
concept of a constant real income demand curve 
and introduction of the concept of producers’ sur- 
plus; construction of the theory of consumers' sur- 
plus; attention to cardinal and ordinal aspects of 
utility measurement; expansion of the di.scussion 
of price discrimination as well as updated and new 
applications. LtTtwich is at Oklahoma State Uni- 
versity, and Eckert is at Claremont McKenna Col- 
lege and Claremont Graduate School [See /££, 
no 82-0704 for annotation of the eighth edition ] 
Glossary; name and subject indices. 

Marci.in. Stephen A. Growth, distribution, and 
prices. Harvard Economic Studies, voi 1.5.5. Cam- 
bridge, Mass., and London; Harvard University 
Press, 1984. Pp. 573. $25.00 ISBN 0-674-3641.5- 
5. JEL 8.5-03.56 

Evaluates neoclassical, neo-Marxian, and neo- 
Keynesian approaches to the problem of how dis- 
tribution is determined under capitalism. Focuses 
on the causes of growth — how countries such as 
Japan, Italy, Germany, and F'rance managed to 
grow more rapidly in the post -World War II period 
than did Great Britain and the United States. Ana- 
lyzes alternative views of relative price determi- 
nation and the relationship of the structure of 
commodity prices to growth. Begins with the sim- 
plified neoclassical model of a one-good economy 
in which production is based on a fixed-coefficient, 
constant-returns-to-scale technology; compares 
the neoclassical model with the neo-Marxian and 
tveo-1iLeyTvestan moAeb. Some ma.\ot pto^ostoons 
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types of theories are that: each provides a logical 
explanation of how a capitalist economy might 
function; all three are compatible with competi- 
tive product markets and can also be recast in 
monopolisitc terms; general equilibrium is not the 
exclusive domain of neoclassical theory; different 
assumptions about labor and capital markets — the 
determinants of employment and accumulation — 
are the distinguishing features of each theory's ap- 
proach to capitalism; and differing insights of each 
theory provide only a partial picture of the capital- 
ist economy. Argues that a synthetic model inte- 
grating Keynesian and Marxian assumptions is 
more effective for analyzing the responsiveness 
of a capitalist economy to external shocks and for 
tackling the interplay between inflation and 
growth. The author is the Walter S. Barker Profes- 
sor of Economics, Harvard University. Index. 

■Moss, Scott Markets and macroeconomics. Macro- 
economic implications of rational individual be- 
havior Oxford and New York Blackwell, 1984 
Pp. xi, 344. $29 95. ISBN 0-85520-756-6. 

JEL 85-0357 

Presents a new theoretical foundation for mi- 
croeconomic analysis and draws macroeconomic 
implications. Challenge.s the assumptions by the 
monetarists and temporary equilibrium schools 
that all markets operate in the same way and. by 
abandoning the long-run equilibrium assumption, 
deduces the properties of allocatively eflScient 
markets, relying on non-convexities prevailing in 
technologies needed in exchange activities and as- 
suming rational individual behavior Presents a 
conceptual foundation for the analysis of long-nin 
economic processes under conditions of uncer- 
tainty. Argues that Keynesian economic policy 
prescriptions are neither necessary nor sufficient 
to achieve or maintain either full employment or 
full capacity utilization in the short- or the long- 
run and that demand management as a tool of 
public policy must be supplemented by industrial 
and other policies that have specified effects on 
the supply side of a decentralized market econ- 
omy. Contends that the direction of macroeco- 
nomic investment, including government spend- 
ing, is a policy issue of the first order of importance 
The author is Research Fellow in F.conomics, 
University of Manchester, and Principal Lec- 
turer in fciconomics at Manchester Polytechnic 
Index. 

■NiCHOiiiON, Wai.TKH. Microeconomic theory: Baste 
principles and extensions. Third edition. Chicago; 
Montreal; London and Sydney: Holt, Rinehart and 
Winston, Dryden Press, (1972, 1978) 1985. Pp. 
xvii, 768. ISBN 0-03-^)70189-9. /EL 85-0358 


Revised textbook for graduate and undergradu- 
ate courses (see JEL no. 78-0632 for annotation 
of the second edition]. Includes three major im- 
provements: (1) upgrading of all basic theoretical 
material and the introduction of new topics, 
mainly related to duality concepts; (2) the addibon 
to each chapter of an extended "Applied Exam- 
ple” to illustrate the use of theoretical material; 
(3) new learning aids — highlighted definibons and 
principles, an extended glossary, annotated chap- 
ter bibliographies, and new problems. Some chap- 
ters and sections have been rewritten to provide 
new theoretical foci on certain topics. Two parts 
have been combined into three chapters on gen- 
eral equilibrium and welfare economics, and a new 
chapter has been added on social choice theory. 
The author is Professor of Economics at Amherst 
College, Clossarv, author auid subject indices. 

SCHOTTER, Andrew. Free market economics: A criti- 
cal appraisal. New York' St. MarUn's Press, 1985 
Pp. viii. 147. $22.50. ISBN 0-312-30369-6 

JEL 85-0359 

Applies the free market argument to several so- 
cial issues in order to raise doubts about its validity 
as a solution for all social problems. Describes the 
"free market economic argument," its basic as- 
sumptions, and their roots in the history of eco- 
nomic thought. Gives examples to demonstrate 
the benefit of organizing society along free market 
lines. Pinpoints where the free market system can 
break down, reviewing work on markets with in- 
formational asymmetries, externalities, and public 
goods. Investigates such pubbe policy issues as 
crime, mimmum wages, affirmatii’e action, antidis- 
crimination laws, and educational vouchers. Dis- 
cusses the assumption of rational expectations in 
relation to the free market argument; offers rea- 
sons for the endurance of the free market system 
in .America. Concludes that individual rationality, 
which IS the basis of the competitive process, can 
cause markets to fail and can determine social out- 
comes that arc worse for all agents in an economy. 
Further, the types of goods we want allocated by 
the free market may be different from those allo- 
cated by nonmarket mechanisms. The author i.s 
Associate Professor, Department of Economics, 
New York University. Glossary; bibliography; in- 
dex. 

Semmler, Wa.u. Competition, monopoly, and dif- 
ferential profit rates: On the relevance of the clas- 
•sicttl and Marxian theories of production prices 
for modern industrial and corporate pricing. New 
York and Guildford. Surrey: Columbia UmVersity 
Press. 1984. Pp. xii, 238. $32.50, cloth; $17.50, pa- 
per. ISBN 0-231-05616-8. JEL 85-0360 
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Analyzes "oligopolistic" price-setting behavior, 
arguing that modern industrial and corjxirate pric- 
ing do not necessarily contradict but can tie made 
consistent with the classical and Marxian theories 
of price and profit determination. Discusses classi- 
cal, Marxian, Neoclas.sical, post-Marxian, and post- 
Keynesian theories of eoinjietilion and works out 
their essential characteristics and differences with 
regard to their empirical predictions on prices and 
profit rale differentials. Reconciles modern empir- 
ical findings with the classical and Marxian theories 
of competition, production prices, and average 
profit rates. Discusses joint production and corpo- 
rate pricing and their relationship to the classical 
and Marxian concepts of production prices 
Stresses the distinction between monopoly power, 
which is defined in relation to market structure, 
and the power of large firms, which, the author 
arguejs, implies power beyond market power and 
competition beyond industries. The author is Assis- 
tant Professor of Economics at the Graduate 
Center of the New School for Social Research 
Index 

ShuBIK, Mah I'IN. Game theory in the social sciences 
Volume 2. A f^arnc-theoretic approach to political 
economy. Cambridge, Mass., and London: MIT 
Press, 1984. Pp. vui, 744. $47 50 ISBN 0-262- 
19219-5 JEL 85-0361 

Offers an approach to political economy based 
on the methods of game theory, limiting the field 
of view to outcomes involving economic goods, 
many of which can be individually owned and 
traded. Delineates the features distinguishing eco- 
nomic problems from problems of multiperson de- 
cision making. After a discus.sion of basics (roles 
of money and commodities), the author presents 
models of oligofioly, cooperative models of closed 
economic systems (two-sided markets: the assign- 
ment and the Edgeworth games, the Bohm-Ba- 
werk market, and various market games); strategic 
models of closed economic systems; and analyses 
of externalities and public goods (including the 
cooperative form, voting, welfare and the sociopo- 
litical control of the economy, and a two party 
system). [See JEL no. 82-1105 for annotation of 
Volume 1 and Vol. 21 (June 1983); pp. .570-72 
for review.) The author is Seymour H. Knox Pro- 
fessor of Mathematical Institutional Economics at 
Yale University Bibliography; index. 

Woo, Henry K. H. The unseen dimensions of 
wealth: Towards a generalized economic theory. 
Fremont, Calif.; Victoria Press, 1984. Pp. xviii, 435. 
$35.00. ISBN 0-9613204-0-0. JEL 85-0362 
Constructs an economic theory in order to ex- 

- cC — - 


of allocation of scarce resources to a science of 
the logic of the growth of value obtained in return 
for spent efforts. Bases the theory on conceptions 
of economic man characterized by the limitation 
of knowledge; of human capital; and of economic 
signals, conceived of as humanly interpreted infor- 
mation, The theory considers the economic pro- 
cess, the logic of economic growth, the cognitive 
foundation of economic behavior, and economic 
manipulation. Applies the theory to explain infla- 
tion, unemployment, the futility of macroeco- 
nomic intervention, and the current phase of what 
the author calls constrained capitalism Examines 
the Japanese, socialist, developing world, and 
Hong Kong reward-effort systems. Discusses at the 
philosophical level the assumptions underlying the 
economic theory presented. The author is the 
Chairman of the Hong Kong Institute of Economic 
Science Index. 

See also. Book Numbers JEL 85-0400. 85-0410, 85- 
0467, 85-0571. 8.5-0, •i78. 85-0.580 

030 History of Economk. Thought; 

MtrrHODOLOGY 

C.YI.DWKLI., BRUt.E J., ed. Appraisal and criticism 
in ecoriomici. A book of readings. Boston; London 
and Sydney: Allen & Unwin, 1984, Pp. xiv, 490. 
$29,50, cloth; $12 95, paper. ISBN 0-04-3.30344- 
7, pbk. JEL 85-0363 

Twenty-five previously published papers and ar- 
ticles, written during the past fifty years, directly 
address methodological questions taken up in clas- 
sic debates over mainstream economic topics The 
literature is divided into two parts: positivist and 
post-positivist. The former includes e.ssays since 
1938, including writings by Terence Hutchison, 
Fritz Machlup, Milton Friedman, Ernest Nagel, 
and Paul .Samuelson The post-posilivisl part is di- 
vided into five sections, on reinterpreting Fried- 
man, criticism and the neoclassical maximization 
hypothesis, philosophy and the appraisal of eco- 
nomic research, metamethodology-falsificatiomsm 
and the rhetoric of economics, and a diversity of 
themes in contemporary methodology. The editor 
is As.sociate Professor of Economics at the Univer- 
sity of North Garolina, Greensboro Bibliography; 
no index. 

Dardi, Marco. II giovane Marshall accumulazione 
e mercato {Marshall's young years- Accumulation 
and market], Bologna; II Mulino, 1984. Pp. 256. 
L. 20,000. ISBN 88-15-00637-0. JEL 85-0364 
Concentrates on the reconstruction of Marshall's 
thought preceding the publication of the Princi- 
t Th m in conf it"'''ir^th hoc'- th r ii' 
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Marshall’s initial intention may have been to adapt 
classical thought to the features of the emerging 
industrial society, he subsequently gave up the 
primitive design in favor of a more eclectric ap- 
proach based on partial equilibrium analysis. Re- 
cent writings have suggested that Marshall's early 
works can be read as anticipations of a subsequent 
fully marginalistic model. The author diverges 
from this interpretation and considers Marshall’s 
early thought as tied to the.cla.ssical doctrine. He 
also considers the marginalistic model to be a typi- 
cally continental product, only loosely tied to theo- 
retical developments in Clreat Hritain The author 
starts with an analysis of the wage fund doctrine 
as discus.sed by Mill and Marshall. Includes an anal- 
ysis of The EcDiiomirs of liulustry and discussions 
of Marshall’s final rejection of any formal theoreti- 
cal system and his adherence to the average opin- 
ion of businessmen The author is Professor of 
Kconomics at the University of Florence, Bibliog- 
raphy, no index (4ugusto Crazmni | 

Haki'Man, Robert II , ed Poverty and economte 
justice A philosophical approach .New York 
Paulist Press, 1984 Pp vii, 261. $10 95, paper 
ISBN 0-H09 1-2597-8 JEL 85-0365 

Twenty-eight presiously published .selections 
from works of nineteenth and twentieth century 
economists, which ofl'er perspectises on economic 
justice and poverty, Oentral theme is that poverty 
and the approaches taken toward this subjt^ct in- 
volve a philosophical examination of beliefs and 
concepts, and cannot be considered solely on em- 
pirical data F.ight selections lay out the fundamen- 
tal issues to set the stage for debates on the distri- 
bution of wealth Seven essays deal with religious 
approaches that involve philosophical thought and 
differing social and political views on the relation- 
ship between the individual and the society and 
svorld together with the responsibilities each lx>ars 
toward the other. Three pajiers dwell on contem- 
porary theories of justice regarding conflicting 
rights of indis iduals in their society Four pa(«'rs 
express varying perceptions of the poor, examin- 
ing some of the roles of the [wor in society and 
looking at poverty from radical, consers ative, and 
lilieral perspectives The last six papers present 
some proposed solutions to ^Hnerty and economic 
injustice based upon theory and ideology The edi- 
tor is Professor of Philosophy at Western Maryland 
College, No index. 

Hausman, Daniei. M., ed. The philosophy of eco- 
nomics: An anthology. Cambridge; New York and 
Sydney: Cambridge University Press, 1984. Pp. 
viii, 415. $39..50, cloth; 14.95, paper. ISBN 0-.521- 
27516-4, pbk JEL 85-0366 


Twenty-one previously published essays provide 
a detailed introduction to the methodology of eco- 
nomics — its historical perspective, questions con- 
cerning economic goals and ways in which eco- 
nomic claims are established, and concepts of 
economics and their relation to concepts in natural 
science. Organized in five parts Part one includes 
seven classic discussions before the late 193f)5 by 
John Stuart Mill, John Neville Keynes, Max Weber, 
Lionel Robbins, Frank Knight. Karl Marx, and 
Thorstein Veblen. Part two covers four authors 
influenced by logical positivist and popperian 
views on the philosophy of science — Terence W 
Hutchison, Fritz Machlup, Milton Friedman, and 
Herbert Simon. Part three contains works of Gun- 
nar Myrdal, Joseph Schumpeter, and Kurt Klap- 
pholz on values and ideology that play an imixir- 
tant role in t-conomics. Part four deals with sj^cial 
methodological problems and perspoctiscs: Jacob 
.Marschak and John .Vfaynard Keynes provide in- 
formal discussions of econometrics and Ludwig M 
l^chmann and William Dugger introduce, respec- 
tively. the .Austrian approach and institutionalism 
Part five covers the new works on the philosophv 
of economics b\ Alexander Rosenberg, Daniel 
Hausman, and Mark Blaug. Selected bibliographv . 
index 

KOBOPKf.KVJ, 1 S , ed. Selected contributions of 
Ukrainian scholars to econontes Harvard Ukrai- 
nian Research Institute Sources and Documents 
Series, f.ambndge. Mavs ■ Harvard Ukrainian Re- 
search Institute; distributed bv Harvard Universitv 
Press, 1984 Pp. xiv, 229. $20 95 ISBN 0-9164.58- 
10-5. JEL 85-0567 

Six previously unpublished pajicrs five of which 
wore presi'nted at the Second Gonft'rence on 
Ukrainian Kconomics at the Harvard Ukrainian 
Research Institute in Scptemlx-r 1981 \nal\zes 
the selectv'd contributions ol ITraiiiiaii economists 
and studies the development of economic science 
111 the Ukraine since the iiiid-l900s Topics ol 
pajiers are the inHuence of Tuhaii-Baranov skv s 
theories of markets, accumulation, and industri- 
alization (Sergio .Amatol. Kugene Slutskv and 
metaecoiiomics (Leon Smolinski): the work of 
demographer M. \' Ptukha (Ralph S. Glcm): Ro- 
man Hosdolsky and his nx'onsideration of .Marx's 
economic theory (Manfred .A Turban). selecti*d 
contributions of Kiev scholars to mathematical 
economics, especially with regard to optimal pro- 
graming (F. I Kushnirskyl; and academic econom- 
ics in the nineteenth century Ukraine (I S. Koro- 
peckyj). Most of the contributors are c»conomi-st.s 
The editor is a member of the Department of Kco- 
notnics, Temple linivcrsitv, Philadelphia Name 
index. 
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Lir;HnvtK)D, Martha Bolab. A selected bibliogra- 
phy of significant wttrks about Adam Smith. Phila- 
delphia: University of Pennsylvania Press, 1984. 
Pp. xvi, 82, ISBN 0-8122-7930-1. JEL 85-0368 
Selected bibliography of significant articles and 
books published m English about Adam Smith be- 
tween 1764 and 1982. Contains only published 
works, manuscript material except dissertations 
has been omitted. Emphasis in on twentieth cen- 
tury literature. Includes works that reexamine 
Smith’s social and philosophical views as well as 
his economic theory References are numbered 
and classified as narrowly as possible into 34 cate- 
gories, each of which lists journal articles, books, 
and parts of books The author is Assistant Librar- 
ian, Lippincott Library, Wharton School, Univer- 
sity of Pennsylvania. Author and title indices. 

OaKLKY, AtXEN Marx's critique of political econ- 
omy: Intellectual sourt'es and evolution Volume 
1: 1844 to I860 London, Boston and Melbourne. 
Routledge & Kegan Paul, 1984. Pp xiv, 266 
$30.00. ISBN 0-7100-9944-4 JEL 85-0360 

Analysis of the intellectual sources and evolution 
of Marx’s critique of political economy prior to 
his main work of the Capital manuscripts. The 
time period (1844-60) begins with marx's first stud- 
ies of political economy and ends with investiga- 
tions of the Grundrisse manuscripts and their pre- 
sentation in the Contribution to the Critique of 
Political Economy Analyzes the contents of 
Marx's texts that are pertinent to a comprehension 
of the intellectual influences on him and the conse- 
quent evolution of the critico-theoretical core of 
his work. Some themes considered are- historical 
materialism, value, income distribution, and the 
“law of motion” of capitalism. A second volume 
will discuss Marx’s "theories of surplus value manu- 
scripts," 1862-63. Based on a Ph.D, dissertation. 
The author is Senior Lecturer in Economics, Uni- 
versity of Newcastle, Australia, Bibliography; in- 
dex. 

Bobbins, Lionel [Lord], An essay on the nature 
and significance of economic science. Third edi- 
tion. Foreword by William J. Bavjmol. New York: 
New York University Press; distributed by Colum- 
bia University Press, [1932, 1935] 1984. Pp. xliii, 
160. $30.00, cloth; $15.00, paper. ISBN 0-8147- 
7389-3. JEL 85-0370 

Reprint of the 1935 revised second edition with 
the addition of the 1980 Richard T. Ely Lecture 
to the American Elconomic Association, in which 
Lord Robbins reflects on the earlier essay. 'The 
Essay is a discourse on the subject matter of eco- 
nomic science, clarifying “what it is that econo- 
mists discuss and what may legitimately be ex- 


pected from their discussions.” Suggests a point 
of view, formulating a working definition of Eco- 
nomics as "the science which studies human be- 
havior as a relationship between ends and scarce 
means which have alternative uses” and examin- 
ing the definition’s implications. Discusses the na- 
ture of the generalizations of Economics and their 
bearing on the interpretation of reality; considers 
the significance of Economics for social life and 
conduct A main point of controversy has been 
Robbins’s denial in the original essay of the scien- 
tific legitimacy of interpersonal comparisons of 
utility and his contention that such judgments are 
beyond the scope of positive science. In his Ely 
Lecture, Robbins recommends the use of the term 
■’Political Economy” to cover that part of econo- 
mists' sphere of interest involving judgments of 
value. The author was Professor of Economics at 
the London School of Economics from 1929 until 
1961 Index of authors. 

ScBEPANTl, E Equilibria e crisi nell’econornia capi- 
tahstica. Un saggio sulla dtnamica marxiana 
{Equilibrium and crisis in capitalistic economies. 
An essay on Marxian dynamics] Rome. NIS, 1984 
Pp 156. L 19,000 JEL 85-0371 

Examines the problem of instability in Marxian 
theory. The analysis of Marx’s thought is carried 
on along with the analysis of classical theones De- 
votes special attention to the role of money in de- 
termining the level and fluctuations of effective 
demand. The author sympathizes with a sort of 
Keynesian interpretation of Marx, which allows 
him to introduce a number of Keynesian concepts, 
both on the real and on the monetary sides. His 
line of approach is applied at its best when discuss- 
ing Marx’s theory of interest. A final chapter is 
devoted to Marx’s theory of money. The author 
is Associate Professor of Economics at the Univer- 
sity of Trento. Bibliography; index. [Augusto Gra- 
ziani] 

Staniland, Martin. What is political economy? A 
study of social theory and underdevelopment. 
New Haven and London: Yale University Press, 
1985. Pp. xi, 229. $18.50. ISBN 0-300-03295-1 

JEL 85-0372 

Explores theories of political economy, with par- 
ticular emphasis on their application to situations 
in the Third World. Examines why political econ- 
omy is fashionable and whether general theories 
of political economy are possible or useful. Pre- 
sents a history of the political economy questions, 
which considers criticisms of economics and politi- 
cal science. Explores attempted definitions of the 
relationship between politics and economics: the 
rational choice and public choice approaches; the 
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primacy of politics approach, e.g., politicism and 
corporatism; the liberal, mercantilist, and radical 
versions of international political economy; and 
Marxism. Contends that because “political econ- 
omy" is an agenda rather than a method, “there 
will always lie a variety of theories." The author 
is Associate Professor, Graduate School of Public 
and International Affairs, University of Pittsburgh 
Index. 

Tool, Mahc R., ed. An institutionalist ^uide to eco- 
nomics and public policy. Arrnonk, N Y. and Lon- 
don; Sharpe, 19H4. Pp. xii, 337. $30 00, cloth, 
$13.95, paper. ISBN 0-87332-299-1 

JEL 85-0373 

Fourteen essays originally published in the 
March and September 1984 i.ssues of the Journal 
of Economic I.ssues Three essays provide a gener 
alized context, di.scussing the fundamental postu- 
lates, tenets, and principles of institutionalism m 
the United States, the importance of social value 
theory and the instrumentalist criterion of ludg- 
inent in fiolicy choices; and the role of the public 
sector. The remaining essays discuss policy eco- 
nomic stabilization and inflation, domestic mone- 
tary policy; unemployment and labor market poli- 
cies; income maintenance; industrial policy, 
economic planning; economic regulation, public 
utility regulation; environmental protection regu- 
lation: a geoba.sed agricultural policy: foreign eco- 
nomic policy; and the implementation of eco- 
nomic development Contributors are political 
economists and memlxirs of the Association for 
Evolutionary Economics The editor is Professor 
of Economics, California State University. Sacra- 
mento, and Editor, Journal of Ecoiioinir Issues 
No index 

Whynes, David K., ed What is political economy' 
Eifiht perspectives Oxford and New York' Black- 
well, 1984. Pp. ix. 243. $29 95, cloth; $11 95, paper 
ISBN 0-85520-746-9 JEL 85-0374 

Eight previously unpublished papers concern- 
ing the nature of political economy, which is re- 
garded by the contributors as conceptually distinct 
from contemporary economics. The opening pa- 
per by Shaun Hargreaves-Heap and Martin Hollis 
examines the need for “political economy" as a 
mode of analysis and proposes the form it ought 
to take. Four papers examine approaches to politi- 
cal economy; the Austrian school (Norman P 
Barry), the American institutionalist .school (John 
E. Elliott), modern developments in Marxian polit- 
ical economy (Arun flose); and the public choice 
school (Alan P. Hamlin). Three papers explore 
themes or subject areas in political economy: the 
current state of politico-econometric modeling 


(Bruno S. Frey), international political economy 
(David K Whynes), and the nature of property 
and its significance in the operation of an economic 
system (Roger Bowles) Concluding comments by 
the editor draw parallels among the various per- 
spectives Contributors are economists. The editor 
IS Lecturer in Economics at the University of Not- 
tingham. Bibliography: index 

Wiles, Peter and Rodth, Guy, eds. Economics 
in disarray. Oxford and New York: Blackwell, 
1984 Pp. Vi, .355. $38.95 ISBN 0-631-13436-0. 

JEL 85-0375 

Twelve previously unpublished papers with 
comments or replies, most of which were origi- 
nally presented at a conference on Economic 
Methodology at the New College, Oxford, in De- 
cember 1982. Papers reflect concerns about the 
state of economics, especially about its academic, 
high-theorv nucleus, and about neoclassical meth- 
iKlology Topics discussed are the methodological 
crisis, uses of mathematics, monetarism and Du- 
hem’s thesis, homo economicus and the labor mar- 
ket. the iniisible hand theorem, the firm as a col- 
lection of human resources, the full-cost principle 
m the United Kingdom and United States, what 
to teach to undergraduates, and the role of theory 
Contributors are economists Wiles is Professor of 
Russian Social and Economic Studies, University 
of Ixindon, and Routh w as formerly Reader in Eco- 
nomics. University of Sussex. Bibliography, name 
and subiect indices 

WoLKK, RoBF.Br Paul Understanding Marx A re- 
construction and critique of "Capital. " Studies in 
Moral, Political, and Legal Philosophy Princeton, 
N.J.. Princeton University Press, 1984 Pp. x, 235. 
$25.(H), cloth; $7.95, paper ISBN 9-691-07678- 
2 JEL 85-0376 

Presents an interpretation of the development 
of classical and Marxian political economy, using 
a series of small models of capitalist economies 
in which two or three kinds of commodities are 
produced under capitalistic conditions of private 
ow nership of the means of production, wage labor, 
and a free and competitive market. Discusses the 
concept of natural pnee as expounded by Adam 
Smith and David Ricardo as a background for an 
examination of Marx's theory of capitabst e.vploita- 
tion and surplus value. Presents fonnally Marx's 
theory of natural price; analyzes the conditions 
under which the principle of the conserv-ation of 
surplus value is true. Expresses doubts about 
Marx’s account of exploitation, which claims that 
labor alone is exploitable. The author is Professor 
of Philosophy at the University of Matssachusetts, 
Amherst. Bibliography; index. 
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See also: Book Numbers JEL 85-0352, 85-0391, 85- 
0.571 

040 Economic History 
Brock, Wii.liam R Investigation and resfxmsibil- 
itij Public responsibility in the United States. 
1865-1900. Cambridge; New York and Sydney. 
C^ambridge University Press, 1984. Pp. viii, 280 
$39.50. ISBN 0-521-25897-9 ]EI. 85-0377 

A history of public responsibility in the United 
States m the latter part of the nineteenth century, 
concentrating on the activities of four major state 
agencies — -the boards of state chanties, the Ixiards 
of public health, the bureaus of labor statistics, 
iUid the railroad commissions These agencies were 
selected in part because they permit a wide com- 
parison between different U S. states and the tack- 
ling of issues at the heart of social policy — the treat- 
ment of the unfortunate, health, conditions of 
work, and regulation of economic power. Dis- 
cusses the direct and indirect influence of state 
experience u[)on the development of federal au- 
thority and considers its contribution to general 
opinion favoring the enlargement of public re- 
spon-sibility Concludes that the idea and practice 
of public respon.sibility developed rapidly during 
the years between the Civil War and the end of 
the nineteenth century and that the agencies of 
s'tate took the first steps and influenced the shape 
of future institutions. The author is a Fellow of 
Selwyn College, University of Cambridge, and 
Professor Emeritus of Modern History, University 
of Glasgow Bibliography, index. 

Ehrlich, Eva. Japan- A case of catching-up Re- 
vised translation. Translated by Gyorgv hajdu 
Translation revised by George P'. Ray and Anna 
C oWEN. Budapest: Akademiai Kiado, 1984. Pp. 
268. $35.00. ISBN 963-0.5-3297-2 

JEL 85-0378 

Revised English translation from the Hungarian 
Japan: a felzdrkozds anatdmidja. Traces the real 
path of Japan’s economic growth and development 
since the 1870s. Covers the origins of industrializa- 
tion during the 250 year period of isolation during 
the Tokugawa regime (from 1603 to 1854) and 
the start of modern industrialization with the Meiji 
revolution in 1868. Discusses the process of Japan’s 
"catching up" with the advanced world econo- 
mies, describing the complex stages of growth and 
the effects and interrelations of the factors promot- 
ing or hindering development. Focuses on man- 
power, productivity, capital, production, and for- 
eign trade and their role in giving Japan a strong 
economic dynamism among the economically de- 
veloped countries. Discusses the nature of Japa- 
nese dualism during the industrialization process 


and how it changed in the various stages of growth. 
Bibliography; index. 

Kiernan, Thomas The road to Colossus. A celebra- 
tion of American ingenuity. .New York: Morrow, 
1985. Pp. 332 $16.95 ISBN 0-688-004.56-3 

JEL 85-0379 

Historical account of the transformation of the 
United .States "from a .scientifically, technologi- 
cally, and materially barren backwater” into the 
richest and most variegated nation of the world. 
Contends that the pace and variety of American 
invention and technological innovation and indus- 
trial prixluctivity have slowed down compared to 
similar pursuits in other countries 'I’o stem the 
tide of the economic decline, argues lor a revival 
of those qualities in the American character that 
led the nation to the vanguard of technological 
and material progress, namely restoration of 
America’s scientific and engineering aptitude The 
author is a professional writer Index 

Leek, M.ahk H. The limits of symbolic reform The 
New Deal and taxation, 1933-1939 Cambridge, 
New York and Sydney Cambridge University 
Press, 1984. Pp ix, .308 $32 50 ISBN 0-521- 
26268-2. JEL 85-0380 

Explores the economic and political determi- 
nants of the New Deal tax system; locuses on the 
transformation of the functional tax system and 
the political role of symbolic tax policy during the 
Roosevelt years. Argues that the New Deal re- 
sponse served to perpetuate previous attitudes and 
approaches to taxation, while creating a tax system 
who.se effects often diverged from the rhetoric ac- 
companying it. Examines three time periods 
1933-35, 19.35-37, and 19.37-39 Establishes the 
framework for early New Deal nonprogressive 
taxes, analyzes Congressional and New Deal “soak- 
the-rich” efforts. Argues that the Wealth Tax of 
1935 was politically crucial but financially frivo- 
lous. Chronicles the reversal of the New Deal tax 
system when the recession of 1937 di.scredited eco- 
nomic leadership. Contends that the continuity 
of New Deal tax policy can be found in the Ameri- 
can tradition of focusing on the super-rich, rather 
than undertaking a thoroughgoing effort to redis- 
tribute income toward lower-income Americans; 
as with other New Deal changes, taxation was a 
symbolic reform. The author is Assistant Professor 
of History, Washington University. Index. 

Milener, Eugene D, Oneonta; The development 
of a railroad town. Oneonta, N.Y.; Author, 1983. 
Pp. xviii, 558. $31,95. ISBN 0-9610682-0-5. 

JEL 85-0381 
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History of the city of Oneonta, New York, from 
the eighteenth century through 1930. Organized 
topically, the book describes how the city became 
a railroad center, where the population came 
from, how the villagers earned a living, temjjorary 
and organized labor, and housing and social goods. 
Emphasizes economic activity throughout and 
specifically examines the trade, service, manufac- 
turing, and finance sectors of the city. The author 
is Oneonta City Historian and Professor of Eco- 
nomics at Hartwick College, Oneonta, New York. 
Bibliography; index. 

Mitchell, B. R. Economic development of the Brit- 
ish coal industry 1800-1914. Cambridge, New 
York and Sydney Cambridge University Press, 
198-1. Pp XV. 381 $59,50. ISBN 0-521-26501-0 

JEL 85-0382 

E.xarnmes the economic factors in the develop- 
ment of the U.K coal industry, including output 
and markets, capital, technology, labor, wage bar- 
gaining, wages, royalties, prices, costs, profits, and 
productivity. Discusses the expansion and transfor- 
mation during the nineteenth centur> of the coal 
industry, especially in Durham and Northumber- 
land Describes the diffusion of innovations, such 
as the steam engine, and analyzes the effects on 
transport costs and industry growth Notes the role 
of population growth and higher living standards 
in increasing coal production, which insolved a 
larger labor force, growing t<i oser a million from 
70,000, and capital insestineiit growth from £4..5 
million to £124 million at constant prices of 1886 
However by 1914 the rise in the price of coal due 
to a slowing down in the e.vpaiisioii of demand, 
the increasing age of collieries, and falling pro- 
ductivity, while keeping the coal industry pros|)er- 
ous, exerted a deleterious influence on the eco- 
nomic performance of the country and presaged 
difficulties in the future The author is Lecturer 
in Economics and Fellow of Trinity Ciollege, Uni- 
versity of Cambridge Index. 

Parkeh, William N. Europe, America, and the 
wider world. Essays on the economic history of 
Western capitalism. Volume 1. Europe and the 
world economy. Studies in Economic History and 
Policy: The United Slates in the Twentieth Cen- 
tury Cambridge; New York and Sydney: Cam- 
bridge University Press, 1984. Pp. xiv, 270. $32.50, 
cloth; $9 95, paper. ISBN 0-521-25467-1. 

JEL 85-0383 

Thirteen essays, all but three previously pub- 
lished. deal with European history through the 
twentieth century, interpreting Western eco- 
nomic development and raising questions about 
the nature of modern capitalism. The author de- 


tails the development of industrial capitalism in 
the context of the evolution of Western materialis- 
tic and rationalistic civilization and thought. He 
questions whether the contemporary world is ex- 
periencing “a closing in of Western civilizabon's 
horizons of opportunity, a breaking up of its forms 
of organization and expression, a transmutation 
of its individualism, its optimism, its faith in reason 
and in self . . . (whether we are] living through 
the Renaissance in reverse.” Contends that post- 
Renaissance economic structures, which were 
well-suited to developing opportunities for the 
growth of wealth and productivity, experienced 
difficult adjustment problems between the world 
wars when profit maximization and wealth cre- 
ation became incompatible with the drives for 
power and safety of the national states, however, 
they performed well in the twenty-five years after 
1948, but we wait to see whether these structures 
are flexible enough to survive the situation of al- 
tered opportunity developing since 1973 The au- 
thor is Philip Golden Bartlett Professor of Econom- 
ics and Economic History at Yale Unnersity. 
Index 

Reddy, William M. The rise of market culture The 
textile trade and French society, 1 750-1900 Cam- 
bridge, Now York and Sydney: fimibridge Univer- 
sity Press. Paris; Editions de la Maison des Sciences 
de I Honime. 1984 Pp. xii, 402. $37 50 ISBN 0- 
521-2.565,3-4 JEL 85-0384 

Argue.s that it is not self-evident that laisscz-fairc 
reform created a market system, that market soci- 
ety was a mirage, and market culture w as the social 
order that emerged ‘when the language of the 
mirage insinuated its as.sumptions into the every- 
day practice of Europiean societv " Illustrates the 
argument by documenting the history of the 
French textile industry from 1750 to 1900 Di- 
vided into three parts: 1750-1815, a world without 
entrepreneurs; 1816-51. uses of the market idea, 
and 1852-1904, unquestioned assumptions. Spiecif- 
ically focuses on information about the forms and 
occasions of social conflict over tune m the north- 
ern regional centers of the P'rench textde trade 
(Rouen. Reims, Lille, Roubaix, .Armentieres, Saiiit- 
Dueiitin, Mulhouse, and their depiendencies) and 
interprets using multidisciplinary methods. Cion- 
cludes that by 1900 F'rench textile laborers had 
not developicd a social identity commensurate 
with the idea of wage labor and that they resisted 
trading money for certain categories of things, 
such as control over their own bodies and routines. 
Contends that the language of market culture ov- 
ersimplified the workers’ situation and the prob- 
lems of collective unity. The author is Assistant 
Professor of History, Duke llniversity. Index. 
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>u,VA, EdwaroT. and Slau{;hteh, Sheila A. Sen^- 
irm p/iuier: The makinn of the academic social sci- 
ence expert Contributions to the Study of Educa- 
tion series, no. 11. Westport, Conn., and London: 
Greenwood Press, 1984. Pp. viii, 346. $29.95. ISBN 
0-31.3-24058-2. JEL 85-0385 

Explores the organizational and institutional 
roots of academic expertise by tracing the forma- 
tion of American social expertise and specialized 
associations from the Civil War until the 1920s. 
Argues that academics as experts linked the oeon- 
oniy and the state, and in return rt'ceiv'ed both 
resources for the expansion of higher education 
and res|X)nsible positions of power Contends that 
the price wa.s to bind knowledge to power and 
that contemporary university-based social science 
tends to support vested political economic inter- 
ests. Examines the organization and early leader- 
ship of the American Economic Association, the 
.American Political Science Association, the Ameri- 
can Sociological A.ssociation, and American 5>ocial 
Science Association. Also examines the role a.ssoci- 
ation leaders played in the American As.sociation 
of University Professors. Epilogue argues that an 
adequate academic freedom, which permits sys- 
tematically developed ideas to be tested pragmati- 
cally and corrected, does not exist, Silva is Associ- 
ate Professor of Sociology at the University of 
Toronto. Slaughter is Associate Professor in the 
College of Education at the State University of 
New York at Buffalo. Index, 

UCKER, Barbara M. Samuel Slater and the origins 
of the American textile industry, 1790-1860 
Ithaca and London- Cornell University Press, 
1984. Pp. 268. ISBN 0-8014-1.594-2. 

JEL 85-0386 

Explores the persistence of traditional culture 
amid the rapid technological and economic 
changes in New England during the early Indus- 
trial Revolution. Focuses on working-class culture 
in the context of the general social and economic 
trends of the late eighteenth and early nineteenth 
centuries. Describes the attempts of Samuel Slater 
to introduce aspects of the British textile manufac- 
ture system in America. Discusses his experiments 
with ownership, management, and labor schemes. 
Traces the growth of the textile industry and Sla- 
ter’s contribution to industrial development. Ar- 
gues that the integration of preindustrial institu- 
tions, authority patterns, and beliefs into the new 
industrial system allowed a spirit of employer-fac- 
tory householder cooperation and helped to shape 
an economic system that served the needs of these 
two parties. However, in the long run, the pater- 
nalistic structure of New England society was un- 
able to assimilate massive economic change, and 


dissolution of the traditional family system oc- 
curred in the next few decades. The author is at 
Rutgers University. Index. 

WtSTALL, Oliver M., ed. The historian and the 
business of insurance. Manchester, England, and 
Dover, N.H.: Manchester University Press, 1984. 
Pp. ix. 196. $27.50. ISBN 0-7190-0998-7. 

JEL 85-0387 

Nine previously unpublished essays illustrate the 
range and complexity of i.ssues in the business de- 
velopment of the insurance industry Topics dis- 
cussed are; a brief history of in.surance in Britain 
(Barry Supple); the value of eighteenth and nine- 
teenth century insurance records for historical re- 
search (D. T. Jenkins); an account of the early nine- 
teenth century British fire in.surance market, 
specifically, Norwich Union, a mutual insurance 
society (Roger Ryan); an analysis of the success 
of the Indemnity Marine Insurance Co. (Sarah 
Palmer), the factors that helped maintain the com- 
petitive position of the Standard Life Assurance 
Co. from 18,50 to 1864 (J. H. Treble); the history 
of British fire insurance in the Buenos Aires market 
(Charles A. Jones); the Fire Offices Committee 
and non-tariff competition, 1898-1907 (Oliver M 
Westall); life in.surance in war and depression. 
1914-39 (John Butt), the history of the firm, Hogg 
Robinson, a Lloyd’s broker, from 1845 through 
the present (Stanley D. Chapman). The editor is 
Lecturer in Economics at the University of Lan- 
caster. Index. 

WiLiJAMsoN, Jeffrey G Did British capitalism 
breed inequality '^ Boston; l>ondoii and Sydney. Al- 
len & Unwin. 1985. Pp. ix, 270. $28.50, ISBN 0- 
04-942186-7. JEL 85-0388 

Documents past inequality trends in Britain, of- 
fering new evidence on the standard of living from 
the late eighteenth to the mid-nineteenth century 
and reconstructing earnings distributions between 
1827 and 1901 and trends in the structure of pay 
by skill for longer periods, starting with the 1780s 
Theorizes about potential explanations of the Brit- 
ish Kuznets curve, i.e., inequality rising .sharply 
up to the middle of the nineteenth century and 
failing modestly thereafter. Suggests the useful- 
ness of distinguishing disequilibrating factor de- 
mand forces, which tend to increase inequality 
during early industrialization, from equilibrating 
factor supply responses, which produce egalitarian 
trends during late industrialization. Develops a 
model of the British economy to explain growth, 
industrialization, standard of living, and inequal- 
ity. Finds that British capitalism did breed inequal- 
ity, which rose around 1760, and that its drift 
seems to result from forces associated with the 
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industrial revolution. Contends that lessons of his- 
tory can be applied to the contemporary Third 
World only when economic historians can control 
for the most important of the exogenous or envi- 
ronmental conditions that differ between them. 
The author is Laird Bell Professor of Economics 
at Harvard University. Index. 

Wray, William D. Mitsubishi and the N. Y.K., 
J870-J9td. Business strategy in the Japanese ship- 
ping industry. Harvard East Asian Monographs, 
no. 108. Subseries on the History of Japanese Busi- 
ness and Industry. Cambridge, Mass., and London: 
Harvard University Council on East Asian Studies; 
distributed by Harvard University Press, 1984. Pp 
XX, 672. $25.00. ISBN 0-674-57665-9. 

JEL 85-0389 

History of a Japanese shipping enterprise. Mitsu- 
bishi before 1885 and the N.Y.K. (Nippon Yusen 
Kaisha /Japanese Mail Steamship Company^ there- 
after until 1914. Stresses the company's expansion, 
its strategies, and its finances Views the history 
of Japanese shipping as institutional change 
through conflict, which revolved around three ma- 
jor themes; the struggle' by managers to retain 
company autonomy, the role of the government 
in planning and intervening in private business, 
and internal company disputes between managers 
and stockholders over financial issues. Employs a 
chronological approach to periodize business strat- 
egy through the changing political and economic 
contents of roughly 45 years. Uses archival materi- 
als from the N.Y.K. and Britain among other 
sources. The author is a member of the Depart- 
ment of History, University of British Columbia. 
Bibliography; index. 

See also Book Numbers JEL 85-0406. 85-0435, 85- 
0443 
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Boorstein, Edward. What's ahead? . . The U S. 
economy. New York: International, 1984. Pp 229 
$15.00, cloth; $5.95, paper. ISBN 0-7178-0613- 
8. JEL 85-0390 

Argues that historical development and fact are 
bearing out the theories of Marxism-l-eninism and 
that socialism will be the response to the current 
crisis in the United States, which expresses a pro- 
cess of decay in U.S. capitalism. Contends that the 
United States is in the monopoly and imperialist 
stage of capitalism. Identifies stagflation, declining 
international strength, and an overall crisis in in- 
dustry as elements of the crisis. Argues that one 
result is decaying cities and a crumbling infrastruc- 
ture. Describes the effects of decay on people, dis- 
cussing the retirement system, the health care sys- 


tem, employment prospects, and the quality of 
life. Concludes that effective action requires an 
organized independent people’s movement 
against the monopolies; proposes a program for 
changes and the establishment of a people's eco- 
nomic bill of rights. Index. 

Cottrell, Allin. Social classes in Marxist theory 
London, Boston and Melbourne- Routledge & Ke- 
gan Paul, 1984. Pp. ix, 373. $39.50. ISBN 0-7100- 
9906-1. JEL 85-0391 

Examines conceptions of social class and class/ 
politics relationships employed by Marx and mod- 
ern Marxist writers and analyzes aspiects of the 
development of class relations in Britain in the 
postwar period. Develops an analysis of the eco- 
nomic class structure of modern capitalism, with 
special reference to Britain, explores divisions that 
might form the basis for the formabon of social 
collectivities; and analyzes "Thatcherism" in an 
attempt to identify what is at stake in the transfor- 
mation of economic class relations in a socialist 
direction and opportunities and problems in build- 
ing a support bloc for such changes under current 
conditions. Based on a 1981 Ph D dissertabon 
The author is a Lecturer in Economics at .Napier 
C:ollege, Edinburgh. Bibliography; index 

Gottlieb, Manuel. A theory of economic systems 
Studies in Social Discontinuity Orlando; London; 
Toronto and Sydney Harcourt Brace Jovanowch, 
.Academic Press, 1984. Pp xxi, 449 $49,50. ISBN 
0-12-293780-5, JEL 85-0392 

Essay on the nature of historical economic sys- 
tems. their relationships to each other and to their 
peripheral areas, and the ways in which thev and 
their components have evolved over time Cata- 
logs modes of production and argues that systems 
in a stable equilibrium are commonly mulbmodel, 
analv'zes the ways in which the use of economic 
resources is coordinated within and between 
inodes. Examines the role of the state and the pub- 
lic economy in economic svstems and discusses 
the institutions of money and property Summa- 
rizes the theory of an economic system and classi- 
fies historically experienced systems into eight 
broad family types of systems The author is Emeri- 
tus Professor of Economics, University of Wiscon- 
sin, Milwaukee. Index 

KatzenstEIN, Peter J Corporatism and change 
Austria, Switzerland, and the politics of industry 
Cornell Studies in Polibcal Economy. Ithaca and 
London: Cornell University Press, 1984. Pp. 331. 
$35.00. ISBN 0-8014-171^. JEL 85-0393 
Elxplores the political economy of two smaller 
European democracies, Austria and Switzerland. 
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Kxplain.s llioir siicci-ss in mastering the economic 
crises of tlie J970.S, arguing that economic o{)en- 
ne.ss and democratic corporatism have shaped the 
politics and policy of industrial adjustment m these 
tvso countries, which have two difierent variants 
ol corjairatism, "sncial " (Austria) and "liberar’ 
'Sh il/.crlandl .\nai\ /es the corporatism of each 
at tfiree levels -.is social coalitions dominating the 
tv\o societies and the effei't these coalitions have 
on the substaiK'i' of political chsiices, institutional 
stnictiires of [lolitics, and the policy process. Ilhis- 
trales differences in the domestic structures and 
political strategies of the two countries and shows 
how corporatism estalilisfies compatibility be- 
tvseeii economic fli-xibilits and political .stability 
111 lour industrial sectors textiles and steel in .'Xus- 
tria and textiles and watches in Switzerland .A 
forthcoming companion sohime, Siiuill St/itt's in 
World ,\fark('t<i. develops the argument in general 
terms for Srandinusia. the Low (anintries, and 
(.'entral Kiirope I'he author is F’rofessor of Cios - 
eminent at (loiiu-ll Ihiisersitv Index 

Sf<‘/d\o Hook Numbers Jt.l. H5-^)346. 85- 

trm. 85-0403 

100 Lconomic Growth; Development; 
Planning; Fluctuations 

110 Kconomic Growth; Devki.opmknt; and 
P i.A.NNiNG Theory and Policy 

Glllt.coi K, Ronai.d II Theories oj develoiiment and 
undcrdeveloi)inent Boulder, f’olo , and London 
Westview Press, 1984 Pp xiii, 178, .$2,5 00, cloth, 
$12,9.5, paper I.SB.N 0-8 1 .3.3-00.3B-,3. 

JEL 85-0394 

Examines two contemjaorary perspectives on 
development and underdevelopment, one empha- 
sizing capitalism and reformism and the other so- 
cialism and revolution. Reviews the classical devel- 
opment and underdevelopment theories of Marx. 
Lenin, and Trotsky Di.scasses contemporary per- 
spectives, including nationalist and reformist ap- 
proaches; socialist and revolutionary views; and 
capitalist underdevelopment and circulationist 
views of the world system Emphasizes the positive 
consequences of capitalism as difFusionist, citing 
examples such as Western electoral democracy, 
nationali.sm, and linear growth toward moderniza- 
tion. Criticizes theories of underdevelopment, 
which usually stress the negative consequences of 
capitalism; as.sesses these theories in the light of 
the solutions they advocate or imply. P'oeuses on 
the principal thinkers and their contributions to 
the literature of development and underdevelop- 
ment. The author is Professor of Political Science 


at the University of California, Riverside. Glo.ssary; 
index 

Oespomin, M., Nijkamp, P. and .Sphonk, }.. eds. 
Macro-economic idanninn with confticUnn noals. 
Proceedings of a workshop held at the Vrije Uni- 
eers'iteit of Brussels, Belgium, December 10. 1982. 
Lf'cture Notes in Economics and Mathematical 
Systems, vol. 230. New York; Berlin and Tokyo: 
Springer, 1984. Pp vi, 297. $17.50, paper. ISBN 
0-387- 13367-4, JEL 85-0395 

Fourteen selected papers, some originally [ire- 
sented at an international workshop sponsored by 
the Working Group on Operations Research of the 
Belgium National Science Foundation Papers il- 
lustrate approaches that integrate multiple objec- 
tive decision analysis with macroeconomic policy 
analysis In live parts: (1) general contributions to 
miiltiobjective macroeconomic planning models; 
(2) game theoretic models for macroeconomic con- 
flict resolutions, which include, .iinong others, use 
of the theory of difference games to identify equi- 
librium strategies, (3) issues of macro and mesocon- 
flict analysis at the regional level, (4) conihet analy- 
sis with imprecise or qualitative information; .md 
(5) evaluation and research directions 'I'he con- 
tributors are economists, system and industrial en- 
gineers, and cx|)erts in energy and environmental 
studie.s, geography, administration, and govern- 
ment Despontin is at 'Vnje University, Brussels, 
Nijkamp is at tfie Free University, .Amsterdam, 
and Spronk is at Erasmus University, Rotterdam 
No index 

Hahhiss, John and Moohe, Mk:k, eds. Det^lop- 
ment and the rural-urban dti ide Lxindon and 
Totowa, N.J Cass. 1984. Pp 166 $29 50 ISBN 
0-7 1 46-324 1 -4 JEL 8.8-0398 

.Seven previously unpublished essays focus on 
a debate over the development studies of four 
scholars (M J. Mamalakis. Michael Lipton, Ashok 
Mitra, and Robert Bates) on national-level patterns 
of economic resource allocation within a political 
economy framework. Using the concept of eco- 
nomic sectors (rural-agricultural versus urban - 
industrial), these writers stre.ss the influence of 
sectoral conflicts on the allocation of economic re- 
sources. Five country case studies by Mick Moore. 
Frank Ellis, Barbara and John Harriss, Peter Nolan 
and Gordon White, and M. R. Redcliff dispute the 
validity of the analytic models put forth to account 
for urban bias. The first essay discusses the political 
economy and the rural-urban divide in the litera- 
ture, 1767-1981. A concluding paper by Lipton 
defends the argument that urban bias is the mov- 
ing force behind the slow and inequitable growth 
in developing countries today. Harriss is Lecturer 
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al the School of Development Studies, University 
of Kast Anglia. Moore is a Fellow at the Institute 
of Development Studios, University of Sussex. No 
index 

McCormick, Gordon If. and Bissei.c, Richard E.. 
eds Strategic dimensions of economic Ijehavtor 
Foreign Policy Issues; A Foreign Policy Research 
Institute -Series. New York; Eastbourne, England; 
Toronto and Sydney: Praeger, 1984. Pp viii, 280 
$31 95 ISBN 0-03-070548-7. JEL S5-0397 

Twelve previously unpublished papers, origi- 
nally delivered at the conference sponsored by 
the Foreign Policy Research Institute m Washing- 
ton, D C., in February 1982 Papers explore some 
of the ways in which nations have historically ex- 
ploited economic variables in times of peace and 
of war, focus on how national economic require- 
ments and organization affect the vulnerability of 
modern economies and constrain the degree to 
which economic factors can be manipulated for 
strategic purposes, and examine the ways m which 
economic factors together with other instruments 
of national power can be usefully employed for 
military and jiohlical ends The contributors are 
maiiiK' political scientists and economists in the 
United States. McCiormick is the Cioordinator of 
Military Studies at the h'oreign Policy Research 
Institute Ri.ssell is Professorial Lecturer at the 
Johns Hopkins School of .Advanced International 
Studies Index 

Ra/.avi. Hdssein and Vakh., Ftitoi'/.. The ^^ol^tic<ll 
environment of economic planning in Iran. 1971- 
19H3 Erotn monarchy to Islamic republic West- 
view ■Sjx'cial Studies on the Middle Fast Boulder. 
Ciolo.. and Ixindon Wests icw Press, 1984 Pp. xi, 
194 $28,50. ISBN 0-8653 1-583-3 

JEL 

.Analyzes the operation and management ol 
Iran's economy before and after the revolution 
Discusses planning and its effectiveness during the 
Shah’s regime. Examines the institutional prob- 
lems the Islamic regime has had m running the 
economy. Discu.sses possible future political trends 
in relation to planning. Razav i is a Senior Consul- 
tant at Ernst and Whinney in Washington, D C; 
V’akil is a country economist at the World Bank 
Bibliography: index 

Seligson, Mitcheei, A., ed. The gap Irehoeen rich 
and poor: Contending /Mfrspcctives on the politi- 
cal economy of development. Boulder, Colo., 
and London: Westview Press. 1984, Pp. xii. 
418. $42.00, cloth; $19.95, paper. ISBN 0-86531- 
691-0. JEL 85-0399 


Twenty-nine papers, all but six previously pub- 
lished, on the existence and causes of the gap l>e- 
tween rich and jxxir nations and the internal gap 
between rich and poor m the developing nations 
Examines the major explanations offered, focusing 
on culture, urban bias, dependency, and world- 
system analysis Includes ease studies on income 
redistribution and development in Central .Amer- 
ica, sugar dependency in Cuba, and the Taiwan 
success story I'he editor is Associate Professor of 
Political Science al the University of Arizona In- 
dex. 

Sen, AmaR TYa Resources, mines and detelopment 
Cambridge, Mass . Harvard University Press, 1984 
Pp. viii, 547. $29.50. ISBN 0-674-7652.5-7 

JEL S5-<M(J<J 

(;ollection of twenty articles, all but two previ- 
ously published, vv hich are mainly concerned with 
development economics, resource allocation, and 
the role of motives and values in resource use and 
Its assessment Organized m five parts, which 
cover institutions and motivation, isolation and 
social investment; shadow pricing and employ- 
ment. moral foundations of policy-making and re- 
source allocation, and goods and well-being. Inves- 
tigations focus on inequality, deprivation, sex bias, 
undernourishment, morbidity, hunger, and fam- 
ines De.scriplive and predictive analyses tackle 
institutional features at different levels, involving 
the state, the legal system, the wage system, the 
market mechanism, the family, and the media and 
pressure groups The author is Drummond Profes- 
sor of Political Economy ,it the University of Ox- 
ford and Fellow of All Souls College Name and 
subject indices 

Sheinis, \' L and Et.iANov, .A I , eds Razi imtush- 
chiesia Strany Ekonomtcheskii rost i sotsiaTnyi 
progress [Developing rountnes Economic grou th 
and .social progre.ssj Moscow. Nauka. 1983. Pp 
6,55 JEL 85-646/ 

This book, the collective work of fourteen au- 
thors, analyzes the relations and contradictions 
between economic and social aspects of de- 
velopment. It presents a theoretical and applied 
framework, which treats the problem of differenti- 
ation of developing countries, instability in their 
growth, s(x;ial group formation, cultural and social 
factors of growth, specificity of saving and invest- 
ment, consumption, and ecological and resource 
allocation problems. The analysis of development 
strategies traces the period 1950 to 1980. The esti- 
mates are based on direct price comparisons using 
the Kravis methodology . Part one, “The economic 
growth, rebuilding of the national economic struc- 
tures," focuses upon (11 overall growth, (2| specific- 
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ity during world economic crisis, and (3) choice 
of economic strategies. Part two, "The mutual rela- 
tion.s and contradictions in the economic and social 
development," examines (1) the shifts in the soci- 
ety; (2) specificity of labor, employment, and un- 
employment; (3) production, needs, and consump- 
tion; (4) the formation of social infrastructure. 
Finally, the criteria of .social progress is formu- 
lated Includes 28 pages of statistical appendices 
and an English summary. The editors are Doctors 
of Economics and Research Directors, Academy 
of Science, Moscow. Bibliography; no index. [Greg 
ory Crossman] 

See also: Book .Numbers JEL 85-0346. 85-0356, 85- 
0448. 85-0540, 85-0.543, 85-0624 

120 Country Studies 

BaNCA dTi aiJA. Abridged version of the report for 
the year 1983, presented by the governor to the 
ordinary general meeting of shareholders held in 
Rome on 31 May 1984 Rome: Author, 1984. Pp. 
204. Paper. JEL 85-0402 

Contains 1983 information and statistics on the 
Italian economy, the international economy, and 
the Bank of Italy Overviews the following topics 
in regard to the Italian economy: demand, output, 
and the balance of payments; public finance; 
money and financial markets; and supervision of 
credit institutions Also includes the governor’s 
concluding remarks In addition to the 47 tables 
and figures in the text, a statistical appendix (25 
tables) provides more detailed information on the 
economy. No index. 

Chow, Gregory C. The Chinese economy. New 
York; London; Mexico City and Singapore: Harper 
& Row, 1985. Pp. XI, 308. $26.95. ISBN 0-06- 
04 1 255-0. JEL 85-0403 

Applies the basic tools of economic analysis to 
the economy of the People’s Republic of China, 
including econometric methods, and macro- and 
microeconomic theories. Shows how these toots 
may be further developed and modified in the 
Chinese context. Discusses how both a market 
economy and the Chinese economy operate; also 
examines agriculture, industry, consumption, na- 
tional income and capital formation, populafton 
and human capital, and foreign trade and invest- 
ment. Prerequisite is an introductory course in 
economics. The author is Professor of Economics 
and Director of the Ekjonometric Research Pro- 
gram at Princeton University. Index. 

Economic Council of Canada. Steering the 
course: Twenty-first annual review, 1984. Ottowa; 
Minister of Supply and Services Canada, Canadian 
Government Publishing Center, 1984. Pp. x, 121. 


$5.95, Canada; $7.15, elsewhere; paper. ISBN 0- 
660- 1 1724-X. JEL 85-0404 

Reports that the Canadian economy is much 
stronger than last year and projects fairly healthy 
growth to 1990. Examines how government ex- 
penditures and revenues have grown over the 
years and how, in the past decade, slow growth, 
federal and provincial fiscal decisions, and a reces- 
sion have contributed to chronic deficits and 
mounting public debt and corporate sector debt. 
Discusses unemployment and the impact of tech- 
nological factors on the labor market. Reaffirms 
a set of medium-term economic targets for the 
economy and considers alternative strategies for 
reducing unemployment and federal government 
deficits. Targets are to reduce unemployment to 
between 6 and 8 percent of the labor force by 
1990; to restore a trend rate of increase in pro- 
ductivity of between 1.5 and 2 percent annually; 
to keep the trend rate of annual inflation down 
to 5 percent or less, to encourage a rate of domestic 
saving high enough to contain average depen- 
dency on net income inflows to 2 percent of GNE 
or less; to maintain the objectives and substance 
of existing social policies, and to reduce the federal 
deficit gradually to an easily manageable level. No 
index. 

Lethbridge, David C., ed. The bu.siness environ- 
ment in Hong Kong .Second edition. Hong Kong, 
Oxford; New York and Melbourne: Oxford Univer- 
sity Press, [1980] 1984. PP xx, 247 $29 95. ISBN 
0-19-583738-X. JEL 8,5-0405 

Seven revised essays incorporate important 
events and changes in business conditions in Hong 
Kong .since 1980, particularly in the light of the 
negotiations between the People’s Republic of 
China and the British Government regarding the 
turnover of Hong Kong’s administration from the 
latter to the former. [See JEL no. 81-0380 for an- 
notation of the first edition.] The editor is Dean 
of the School of Management at Deakin Univer- 
sity, Australia. Index. 

Newell G., Roberto and Rubio F., Luis. Mexico's 
dilemma: The political origins of economic crisis. 
Westview Special Studies on Latin America and 
the Caribbean. Boulder, Colo., and London; West- 
view Press, 1984. Pp. xvi, 319. $38.00. ISBN 0- 
86531-795-X. JEL 85-0406 

Analysis of the 1982 Mexican banking crisis 
based on the historical evolution of Mexico’s politi- 
cal and economic structures. Organized in three 
parts: (1) develops the thesis of consensus in Mexi- 
co’s history, analyzing the instability of the nine- 
teenth century and how Profirio Diaz led the coun- 
try to thirty years of stable economic growth; (2) 
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the evolution of the political system from the era 
of Lazaro Cardenas, 1934-40 up to 1968 and an 
explanation of the creation of the structure of po- 
litical control during the 1940s and the 1950s; and 
(3) an analysis of the crisis of 1968 and its conse- 
quences through the evaluation of the economic 
policies of Luis Echeverria, 1970-76, and Jose L6- 
IX!Z Portillo, 1976—82, ending with the expropria- 
tion of the private banking system in 1982. Argues 
that as a consequence of the erosion of the political 
system’s legitimacy, Mexico has resorted to popu- 
lism to restore its weakened political status. Con- 
cludes that Mexico needs a political and social will 
to transform the potential of labor and social insti- 
tutions into a working formula for continuous suc- 
cess. Contends that Mexico needs to reform its 
political and economic sectors to give nonpartici- 
patmg sectors, such as independent labor, busi- 
ness, and the middle class a political role, to bring 
about economic development within a framework 
of political pluralism. The authors are both Execu- 
tive Directors of the Instituto de Banca y Finunzas, 
Mexico City. Bibliography; index. 

SHABON, .4NWAR .M AND ZKYTINOCa.U. ISIK U The 
politual. ecDHomif, and taffor chmate in Turkey. 
Multinational Industrial Relations Series, no. 9. 
Middle East and North African Studies (9b-Ttir- 
key). Philadephia. University of Pennsylvania, 
Wharton School, Industrial Research Unit, 198.5 
Pp. xiii. 277, $22 00 ISBN 0-89546-4)52-1 

JEL H5-0407 

Examines the current political, economic, and 
labor conditions in the Republic of Turkey De- 
scribes the political background since the 1920s 
and the mam features of the Turkish mixed econ- 
omy Analyzes the labor and industrial relations 
system through 1984, covering demographics, the 
labor force, income distribution and wages, mi- 
grant labor, labor legislation, trade and labor 
unions, employers' organizations, collective bar- 
gaining, and social security programs. Concludes 
that the immediate future for Turkey seems to 
hold political stability for the next five years. Sha- 
bon is a member of the Department of Economics, 
Rulgers-Ciamden University Zeylinoglu is a Ph.D. 
candidate at the Wharton School, University of 
Pennsylvania. Index 

Singh, A. K -, Paroi-a, T. S. and Mathdr, R. S.. 
eds. Economic f)oltcy and planning in India: Pro- 
fessor Baljit Sitigh commemoration volume New- 
Delhi: Sterling, 1984. Pp. xx, 467. Rs 200. 

JEL 85-0408 

Twenty-three previously unpublished papers 
presented to honor the late Professor Baljit Singh, 
head of the Department of Economics at Lucknow 


University from 1954 to 1974. Covers a wide range 
of issues in the economic development process and 
policy in India. The papers are presented under 
four headings: (1) technology, manpower, demo- 
graphic change, and development; (2) institutions 
and development planning; (3) national, regional, 
and sectoral development patterns; and (4) trade, 
fiscal, and monetary policies for development The 
contributors are economists from India. A. K 
Singh and Mathur are members of the faculty of 
Economics at Lucknow University. Papola is Di- 
rector of the Giri Institute of Development Stud- 
ies. Lucknow. No index. 

Wesson, Robert, ed. Politics, policies, and eco- 
nomic development in Latin America Hoover 
Press Publication no. 306. Stanford. Stanford Uni- 
versity, Hoover Institution Press, 1984 Pp. xvii, 
262. $24.95, cloth, $13.95, paper. ISBN (Mil79- 
8062-8, pbk JEL 85-O40H 

Ten previously unpublished papers focus on the 
relationships between types of government and 
economic results in Latin America. Each paper 
surveys an individual country. Chile iPaul E. Sig- 
mund), Argentina (Gary W. Wynia). Uruguay (Mar- 
tin Weinstein), Brazil (Werner Baer), Peru (David 
S. Palmer). Mexico (William Glade), Colombia 
(Bruce M Bagley), Venezuela (John D. Martz), Ja- 
maica (W Raymond Duncan), and (.)osta Rica 
(Robert Wesson). In a conclusion, the editor pro- 
poses that since economic results have been simi- 
lar (more failures than successes) in the countries 
studied, factors shared by Latin American repub- 
lics (such as, overspending in financially abnormal 
conditions, deficit financing, large bureaucracies, 
overvalued e.xchange rates) may be more impor- 
tant than differences in political institutions. Con- 
tributors are mainly political scientists. The author 
IS a Senior Research Fellow at the Hoover Institu- 
tion and Professor of Political Science. Universitv 
of California, Santa Barbara. Index. 

See also. Book Numbers JEL 85-0378. 85-0393. 

85-0415. 85-0433. 85-0434. 85-0436. 8.5- 
0447. 85-0454. 85-0456. 85-0460. 85- 
0463. 85-0466. 85-0472. 85-0562. 

85-0585. 85-0601. 8.5-0602. 85-0603. 8.5- 
0610. 8.5-0622 

130 Economic P'lhctliatiovs; Forecasting; 

StABIUZATION; AND INFLATION 

Blackburn, A.nthony J. and Case, Karl E. FAIR- 
MODEL student manual. An economic laboratory 
in theory, policy, and forecasting. With the assis- 
tance of Marsha Sterijnc. Englewood Cliffs. 
N.J.: Prentice-Hall, 1985. Pp. viii, 200. Paper. ISBN 
0-13-231515-7. JEL 85-0410 



30 


Journal of Economic Literature 


Workbook for use in conjunction with the FAIR- 
MODEL software program for microcomputers; 
intended for elementary and intermediate macro- 
economics courses as a supplement to a basic 
textbook. Allows students to use an actual model 
and historical data of the U.S. economy and to 
jxarnine the model’s estimates of the etfects of 
'iscal and monetary policy choices. Focuses on ma- 
or economic aggregates and their relationships 
.0 one another. CJontains some fifty experiments 
md exercises, many historically based. Covers; the 
J.S. economy 1970-84, national income account- 
ng, impacts of government fiscal policy (multiplier 
effects and historically based experiments), money 
ind monetary policy, fi.scal and monetary policy, 
nflation, supply side economics, incomes policy, 
md some additional experiments. Appendices 
'ontain user's guides to the F.AIRMODEI. 1000 
oftware — Version 1.0 and to the F.AIRMODEI. 
ristorical data. Blackburn is president of hZcono- 
nica, Inc Case is Associate Profe.ssor and Chair- 
nan of the Department of Economics, Wellesley 
mllege No index 

KRSON, MICHAKI,, ed Europe’s stapjiation Ox- 
ord; New York; Toronto and Hong Kong Oxford 
Iniversity Press, Clarendon Press, 1984. Pp. x, 
128 $16 95. ISBN 0-19-.S28487-X, 

JEL 85-^)411 

Eight essays from a conference on "Western Ku- 
opean Priorities," organized by the Centre for 
•luropean Policy Studies in Brussels, December 
982, Two essays include a policy-orierited a.ssess- 
lent of Europe’s economic performance since the 
?cond oil shock of 1979-80 and an econometric 
nalysis of the behavior of the European economy 
1 the wake of the two oil shocks of the past decade, 
'wo essays examine issues of wage formation and 
ehavior. Two essays discuss controlling public ex- 
enditure and the macroeconomic implications of 
ublic sector deficits One essay explores the case 
or adopting working time in order to reduce un- 
mployment. The final essay considers real-wage 
“vel and medium-term public finance trends in 
xplaining the stagflationary condition of the Euro- 
ean economy. To get the European economy on 
self-righting trajectory, suggestions include mea- 
jres such as holding back the growth of the real- 
'age level as profits increase and reducing real 
iterest rates. ’The contributors are economists, 
he editor is Director for Macroeconomic Analy- 
;s and Priorities at the Commission of the Euro- 
san Communities, Brussels. No index. 

iLOW, Stanley J., ed, Self-orffanizinf; methods 
;■ modeling: GMDH type algorithms. Statistics: 
extbooks and Monographs series, vol. 54. New 


"York and Basel; Dekker, 1984. Pp. xiv, 350, $55.00. 
ISBN 0-8247-7161-3. JEL 85-0412 

Sixteen previously unpublished resource papers 
on the CMDH (group method of data handling) 
algorithm, a special method of mathematical mod- 
eling in nonparametric data analysis. Papers pre- 
sent variations and examples of the use of the basic 
GMDH algorithm and provide computer pro- 
grams. Covers applications of GMDH in forecast- 
ing agricultural and meteorological conditions, 
river flows and typhoon precipitation, the effect 
of environment on fisheries, shrimp catches, U.S. 
interest rates, and sales volumes. Designed for 
modelers in economics, biology, ecology, and oth- 
ers interested in unstructured areas, such as statis- 
ticians and some computer scientists. The contrib- 
utors are mainly engineers and mathematicians 
The editor is Profe.s.sor of Mathematics at the Uni- 
versity of Maine, Orono Bibliography; index. 

GANDOl.Ff), GlANtlARLO AND PaDUAN, PiETHO 
Carlo A disecfuilihriurn niortvl of real and finan- 
rtal accumulation in an open economy Theory, 
evidence, and policy .simulations la?cture Notes 
in Economics and Mathematical Systems, no. 236, 
New York, Berlin and Tokyo' Springer, 1984. Pp 
VI. 172. $11. .50, paper. ISBN 0-,387-l. 3889-7 

JEL 8.5-0413 

F’ourth v'crsion of the authors’ continuous time 
macrodynamic model ol the Italian economy, 
which considers stock-flow behavior in which both 
price and quantity adjustments take place The 
stocks are with reference to the real sector, involv- 
ing adjustments of fixed capital and inventories 
to desired levels, and to the financial sector, which 
includes the stocks of money, commercial credit, 
foreign assets, and international re.serves. Exam- 
ines the qualitative properties of the model, with 
particular reference to its steady state Presents 
results derived from estimates using the model 
and analyzes the model’s stability and sen.sitivity 
and its predictive performance. Dkscu.sses the re- 
sults of four groups of policy simulation.s — anti- 
inflationary, a freely flexible exchange rate and a 
monetary authorities’ reaction function, foreign 
interest rate and world output, and shock therapy 
and a gradualist approach to curb inflation and 
reduce the public deficit. The authors are mem- 
bers of the faculty of Economics and Commerce, 
University of Rome. Author and subject indices, 

INTFIBNATIONAL MONETARY FUND. World economic 
outlook, September 1984: Revised projections by 
the staff of the International Monetary Fund. Oc- 
casional Paper, no. 32. Washington, D.C,: Author, 
1984. Pp. vii, 73. $7.50, paper. IS.SN 0251-6365. 

JEL 85-0414 
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Update of estimates and projections published 
in World Economic Outlook: A Survey by the Staff 
of the International Monetary Fund, April 1984 
(see JEL no. 85-0104 for annotation]. Reviews the 
domestic situation in member countries (both in- 
dustrial and developing), examines the balance of 
payments and financing position of developing 
countries, and assesses payments trends and ex- 
change rate developments among industrial coun- 
tries. Reports that recent indicators suggest the 
world economy is strengthening more rapidly than 
projected previously. The appendix (most of the 
book) contains detailed statistical tables for domes- 
tic economic activity and prices; international 
trade; balance of payments; and external debt. No 
index 

Ku ti neh, Robeht Economic illusion False choices 
iM’tiveen economic prosperity and social justice 
Boston Houghton Mifflin, 1984 Pp xi, 308. 
$19 95. ISBN 0-395-35347-5 JEL 85-0415 

Argues that economic growth (prostxjrity) and 
social justice can be mutually reinforcing and that 
jKilicy approaches that improve equality can also 
improve efficiency Kxammes the policy experi- 
ences in different industrial nations (Sweden, West 
(Jermany, Austria, and Jupanl in providing social 
security, collecting taxes, promoting full employ- 
ment. enhancing economic development, stimu- 
lating productive investment, and inlUioncing the 
distribution of income Argues that a wide range 
of equality/efficiency bargains exist and that the 
issues are, for the most part, political. Clontends 
that there is no static tradooH between well-being 
in the pre.sent and investment in the future; social 
justice and economic rationality, work sati.sfaction 
and labor discipline; and decent wages and inter- 
national competitiveness Considers social con- 
tracts, savings and investments, free trade, trade 
unionism, taxes and income guarantees, and |X).si- 
tive-sum bargains, among other i.ssues. The author 
is a contributing editor of The Neic Republic In- 
dex 

Oppeni-ander, Kari. Heinrich and Poser, GUn- 
TER, eds i^aditift indicators and business cycle 
surveys. Papers presented at the 16th CIRET con- 
ference proceediiifis. Washinuton, DC. 1983. 
New York; St. Martin’s Pre.ss, 1984. Pp viii, 666 
$37.50. ISBN 0-312-47645-0. JEL 85-0416 
Eighteen papers and -six discussion summaries, 
all previously unpublished, presented during six 
sessions of the conference. Main topics covered 
are forecasting in macroeconomic policy, implica- 
tions of survey data for business cycle analysis, con- 
sumer and investment surveys, uses of business 
survey indicators on a company level, and interna- 


tional forecasting. Among the points brought are- 
that judgment is necessary in economic forecast- 
ing as well as consideration of exogenous distur- 
bances — weather, strikes, etc., in the short run. 
and choice of estimates for monetary and fiscal 
policy, in the long run; research in the social sci- 
ences has provided guidance for making better 
forecasts and better as.sessments of uncertainty, 
business surveys are useful tools in forecasting, atti- 
tude and anticipatory data are significant consider- 
ations in explaining fluctuations in purchases of 
consumer goods; and the 1981 incremental tax 
credit for RficD expenditures has perverse and pos- 
sibly unanticipated effects The contributors are 
economists. No index 

Stone, t:HAHi.E.s K. and Saw'hili., Isabel V Eco- 
nomic policy in the Reagan years The Changing 
Domestic Priorities Series. Washington. D.C.: Ur- 
ban Institute Press, 1984 Pp. xvii, 113. $19 95, 
cloth; $9.95, paper. ISBN 0-87766-372-6, pbk. 

JEL 85-041 7 

Part of a project examining the changes in do- 
mestic policies under the Reagan administration 
and analyzing the effects of those changes on peo- 
ple, places, and institutions. .Addresses the extent 
of the decline in inflation due to the administra- 
tion's fxilicics and the probability of its occurrence 
under any other administration, the cause of the 
recession of 1981-82 and the subsequent recoserv. 
the probable improsement of economic perfor- 
mance in the first half of the 1980s under an alter- 
native set of economic policies, and the prospects 
for the last half of the 1980s — particularly the rate 
of economic growth stemming from the current 
udmimst rat ion's policies. Conclusions note three 
legacies of the Reagan administration for the cur- 
rent decade lower inflution rate, large budget def- 
icits, and a .shift in expectations about government 
ideology — particularly its tax and regulators txoli- 
cics The authors are at the Urban Institute. Wash- 
ington, D.C. No index 

Wacenhai,S. Gerhard The icorld copjx'r market 
Structure and econometric mrxiei Lecture Notes 
in Economics and Mathematical Systems series, 
vol. 233. New York; Berlin and Tokyo; .Springer, 
1984. Pp. X, 190. $13.tK), paper ISBN 0-387- 
13860-9. JEL 85-0418 

Identifies the salient market forces and the past 
behavior of the world copper industry within the 
context of economic theory. Describes the signifi- 
cant patterns of copper production, consumption, 
price formation, and trade. Includes a survey of 
earlier quantitative analyses of the copper indus- 
try — from both econometric and engineering ap- 
proaches. Develops an econometric world copper 
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maikft tiiodfl, spt’cifviiig ecjuations for the pri- 
!n.ir> '.upply and the mine production capacities 
in eight countries ((^hile, Hern, the Philippines, 
South Africa and Nainihia, Zaire, Zambia, C^anada, 
and the Laiiled States) The validity of the inixlel 
IS tested by dyriaiuic simulation techniques. 'I'he 
author is a member of the faculty of the Alfred 
Weber Institute, fuuversity of t leidellierg. Bible 
ograiihv: no inde.v. 

V'cfi/,u( Book Numbers ]hL H5~()34H. H5-<)3-49, A1.5- 
(JjfJO. 35-0395. 35-0-461. H5-0556, H5- 
0573. S5- 0.597 

200 Quantitative Kcoiioitiic Method.s 
and Data 

210 Kc;onomktric, Statistic.ai., and 

MATHEMATIt:AL METHODS AND MODELS 

Asii.iA'SKY, .Alexander ami IIiim, Derek. /■,'»- 
iwriinent/il .social fnoiimms and anahjOc tacthods 
.\n evaluation of the S income maintenance 
firoject.?. Quantitative Studies in Social Relations. 
Orlando; Ixindon: .Sydney and Toronto. Ilarcourt 
Brace Jovanovich, .Academic Press, 198-1 Pp. mv, 
232 ISBN 0-12-080280-5 JEL85-0-4I9 

pAaminos the statistical and econometric re- 
search findings on the work disincentive effects 
of the American social experiments that explored 
the economic and social consequences of a guaran- 
teed income program during the late 1960s and 
1970s. The focus of the program was on the nega- 
tive income lax method of delivering cash benefits. 
Provides a description of the experimental designs 
and methodological issues common to all the ex- 
periments. Describes each experiment separately 
and appraises the validity of the labor supply re- 
sponse estimates. The authors are memlx?r.s of the 
faculty of the Department of Mathematics and Sta- 
ti-s'tics at the University of Winnipeg and the De- 
jartrnent of liconomics at St. John's tiollege, Uni- 
versity of Manitoba, respectively Index, 

TESON, Nicholas. Data construction in social 
surveys. Contemporary Social Research Series, no. 
10. London; Boston and Sydney: Allen & Unwin. 
1984. Pp. X, 147. $14.95, cloth; $6.95, paper. ISBN 
1-04-312022-9, pbk. JEL 85-0420 

Addresses the basis on which data are classified 
and the categories in terms of which data are col- 
scled. Conceives of a social survey as a social sys- 
em consisting of three participants — client, re- 
iearcher, and informant — engaged in the task of 
yroduebon of knowledge. Analyzes the data con- 
itruction process and proposes an approach called 
'process validation" of the survey data. Argues 


that data need to be tested for quality and that 
testing methods have been hitherto less than satis- 
factory. Divides the role of researcher into the 
researcher-as-classilier, who classifies knowledge 
acquired in the survey into datum form, and the 
researcher-as-director, who sets tasks for the infor- 
mant and for the classifer and records their out- 
comes. Focus of the approach is on the individual 
datum, regarding error as preventable or curable. 
The author is on the staff ol the Coding Depart- 
ment of the Social Surveys Division, Office of Pop- 
ulation Censuses and Surveys, London. .Author and 
.subject indices 

Bauwens. Luf;. Bayesian full information analysis 
of simultaneous equation models u.stng intenra- 
tion hy Monte Carlo. Lecture Notes in Kconomics 
and Mathematical Systems, no 232 New York; 
Berlin and Tokyo: Springer. 1984 Pp vi. 114, 
.$8,50, paper ISBN 0-387-13384-4. 

JEL 85-0421 

Uses the known projierties of the posterior den- 
sity of the parameters ol the structural form to 
design the importance lunctions necessary to can y 
out the integration required by a Bayesian analysis 
of the simultaneous equation model. Introduces 
the notations of the dynamic linear simultaneous 
equation model and discusses its inti'rpretation 
and its likelihood function Considers Bayesian in- 
ference with an extend(-d natural-conjugate prior 
density, using two reformulations of the likelihood 
function to integrate analytically different subsets 
of the parameters of the structural form. Discusses 
the use of the .Monte Carlo technique (importance 
sampling) to integrate numerically the remaining 
parameters Proposes criteria for the selection of 
importance functions; reports on some practical 
experiments to illustrate how importance func- 
tions behav'c. I'he author is at CORF., Louvain- 
La-Neuve, Belgium. No index. 

Birchenhai.i., Chris and Grout, Paul. Mathe- 
matics for modern economics Oxford; Allan; 
Totowa, N.J.- Barnes & Noble Books, 1984. Pp 
xii, 412. $32.50, cloth; $20.00, paper. ISBN 0-389- 
20522-2, pbk. JEL 85-0422 

Textbook for courses in basic mathematical tech- 
niques of modern economic analysis. Three parts 
deal with differential calculus, constrained optimi- 
zation, and the theory of the firm and the con- 
sumer, which is presented as a series of problems 
to give students insight into the relationships be- 
tween mathemabes and modern economics to 
sharpen their analytical abilities. An appendix cov- 
ers matrix algebra, second order difference equa- 
tions, and some of the more formal background 
of calculus. Prerequisites are elementary econom- 
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ics and algebra. Birchenhall is Lecturer in Elcono- 
metrics at the University of Manchester, and Grout 
is Lecturer in Economics at the University of Bir- 
mingham. Bibliography; index. 

Broemeunc, Lvle D. Bayesian analysis of linear 
models. Statistics; Textbooks and Monographs se- 
ries, vol. 60. New York and Basel: Dekker, 1985. 
Pp. xii, 454. $59.75. ISBN 0-8247-7230-X. 

JEL 85-0423 

Textbook for second-year statistics (and also 
econometrics and communication engineering) 
graduate students who have completed introduc- 
tory courses m probability and mathematical statis- 
tics, regression analysis, and the design of experi- 
ments; also useful reference for statisticians, 
econometricians, and engineers. Presents the basic 
theory of a wide variety of linear models from a 
Bayesian viewpoint. Chapters concern; Bayesian 
techniques of estimation, hypothesis testing, and 
forecasting as applied to traditional populations, 
the mixed model; Bayesian analyses of time series, 
linear dynamic systems; structural change in linear 
models; and multivariate linear models. Contains 
numerous graphs and examples, end-of-chapter 
problems, references, and an appendix of distribu- 
tions. The author is Professor, Department of Sta- 
tistics, Oklahoma State University, Stillwater. In- 
dex. 

Dijkstba, Theo K , ed. Misspecification analysis 
Proceedings of a workshop held in Groningen, The 
Netherlands, December 15-16, 1983 Lecture 
Notes in Economics and Mathematical Systems, 
no 237 New York: Berlin and Tokyo: Springer, 
1984. Pp. iv, 129. $9.50. paper. ISBN 0-387- 
13893-5. JEL 85-0424 

Eight previously unpublished papers prepared 
for the workshop cover a wide range of problems 
in statistical procedures. Halbert White describes 
the general properties of classical statistical proce- 
dures when models are misspecified. Albert Ver- 
beek deals with the selection of the linear model. 
The editor indicates how to construct good estima- 
tors in a classical simultaneous system that is possi- 
bly misspecified, comparing unrestricted least 
squares, full-information, and pre-test estimators 
based on the outcome of a Chi-square test statistic. 
Jan De Leeuw studies the Pearsonian approach 
to discrete multivariate analysis, investigating the 
effect of continuous misspecification of a discrete 
model and relationships with the optimal scaling 
approach to multivariate analysis. Bernard M. S. 
von Praag and Jan T. A. Koster derive properties 
of estimators determining best fitting hyperplanes. 
Paul Bekker, Arie Kapteyn, and Tom Wansbeek 
describe the variation in estimation results, consid- 


ering the single equation errors in variables model, 
Herman J. Bierens proposes a new test for parame- 
ter constancy of linear regressions. Ton Sieerne- 
man considers the multivariate linear regression 
model for prediction purposes. The editor is at 
the Institute of Econometrics, University of Gron- 
ingen, The Netherlands. No index. 

Griliches, Zvi and Intriligator, Michael D,, 
eds. Handbook of econometrics Volume II. Hand- 
books in Economics series, book 2. Amsterdam; 
New York and Oxford: North-Holland; distributed 
in the U.S. and Canada by Elsevier Science, New 
York, 1984 Pp. xxvi, 776-1461. $195.00 per 3-vol- 
ume set ISBN 0-444-86186-6 JEL 85-0425 
The second of a three volume sourcebook, refer- 
ence, and teaching supplement in the field of 
econometrics, concentrating on statistical prob- 
lems and economic interpretation issues associated 
with the modeling and estimabon of economic be- 
havioral relationships from already assembled and 
collected data [For annotation of Volume I, see 
JEL no. 84-0403. ] This volume contains 12 papers 
on the following topics: testing of economic esti- 
mators, including Wald, likelihood ratio, and La- 
grange multiplier tests; multiple hypothesis test- 
ing; distribution theory for econometric estimators 
and associated test statistics; and Monte Carlo ex- 
perimentation in econometrics; time series analy- 
sis. including time series and spectral methods in 
econometrics, dynamic specification inference and 
causality in economic time series models, continu- 
ous time stochastic models, random and changing 
coefficient models, and the analy.sis of panel data; 
and two "speciBl" topics — latent variable models 
and econometric analysis of qualitative response 
models. Griliches is at Harvard University, and In- 
triligator is at the University of California, Los An- 
geles. Index. 

Hellevik, Ottab. Introduction to causal analysis 
Exploring survey data by crosstabulation. Con- 
temporary Social Research Series, no, 9. London, 
Boston and Sydney: Allen fit Unwin, 1984. Pp, xxiii, 
211. $16 00, cloth; $7.50. paper, ISBN 0-04- 
312020-2, pbk. JEL 85-0426 

An approach to causal modeling with social sur- 
vey data, which emphasizes the benefits from the 
use of simplified causal diagrams and the analysis 
of percentage differences in tables, by comparison 
with advanced statistical procedures. Introduces 
the construction of causal models, describes how 
the implications of assumptions made in a model 
can be deduced, and discusses how the empirical 
analysis may be performed. Points out types of 
problems confronted when interpreting results. 
Includes discussions of the analysis of interaction- 
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ridden djta, nf regression analysis, and of loglinear 
analysis. Kach chapter contains a summary, u glos- 
sary, and exercises. The author is Professor of Polil- 
ic.il .Science at the ffnivorsity of Oslo. Author and 
siihject indices 

Ni:vvt:M„ (; F. The AZ/.A//® Venice syitem with 
ronkeil veri ers in heat y Irtiffic Preface by l‘'H.\NZ 
FkrsCHI, la'cture Notes in Fconomicsand Mathe- 
matical Systems, vol 231 New York, Berlin and 
Tokyo: Springer, 19, S4 Pp. x, 12B ,50, paper 

ISBN 0-387-13377-1 JKL H5-04l>7 

Concerned with a sersice tacility that con.sists 
of a large number of sersers in parallel in which 
there is a preferential ordering for servers De- 
scribes the various analytic procedures that can 
he used to obtain asymptotic lornuilas for the equi- 
librium factorial moments ol busy secondary (over- 
tlowj channels and how these moments can be in- 
verted to obtain approximations to the distribution 
of the busy secondary channels. Fxtends the ap 
proach to evaluate asymptotic equilibrium joint 
distributions of busy .secondary servers and idle 
primary servers Discusses general properties ot 
the diffusion equation and its boundary conditions. 
Describes some time-dependent solutions Applies 
thc.se formulas to one ol the simplest network type 
problems' a single group of .secondary channels 
serving the overflow traffic from several indepen- 
dent groups of primary servers. Shows that the 
■'equivalent random method ' ot approximation 
may give poor e.stimates of the overflow distribu- 
tion. The author is Professor of Transportation Kn- 
gineering and Operations Kescarch, University of 
California, Berkeley Index of notation. 

van dkB SchaI-t, a, J. System theoretic descnfitioii 
of physical systems. CWl Tract, no. 3. Amsterdam, 
(ientre for Mathematics and Computer Science, 
1984. Pp xv, 2.56 Paper, ISBN 90-6196-269-2 

JEL H5-0428 

Monograph on the fundamental system theo- 
retic aspects of physical systems, in particular, 
Hamiltonian and gradient .systems, l^ays down a 
framework for the study of systems with external 
variables in set -theoretic, linear, and nonlinear sys- 
tems. Covers the definition and properties of ex- 
ternal systems and of a system in a state space 
form. Analyzes the relation between external sys- 
tems and systems in state space form, including 
the realization problem. Examines the related top- 
ics of minimality, observability, and controllability. 
Presents a unified treatment of Hamiltonian sys- 
tems with external variables, suggesting two major 
open research problems — the Hamiltonian realiza- 
tion problem and the use of the structure of Hamil- 
tonian systems for the solution of control and syn- 


thesis problems. Argues that mathematical .system 
theory can contribute to the formalization of the 
notion of external force. Di.scus.ses the Irealiiicnl 
of syiiiinctries and con.servation laws m Hamilto- 
nian systems. Submitted as a doctoral thesis to the 
University of Groningen, June 1983. Subject and 
symbol indice.x. 

St'.HOPlKl.D, NoHMAN. Mathematical methods in eco- 
nomics New York. New' York Unversily Press, dis- 
tributed by tlolumbia University Press, London 
and Sydney. Croom Helm, 1984. Pp vii, 283 
$.39.50. ISBN 0-8147-7842-9 ]EL H4-0421J 

Discusses geometric concepts underlying topo- 
logical and differential methods in economic the- 
ory Introduces the general idea of malhetnatical 
structure and representation, covering the i4e 
iiienlary set theory and notation, notions ol bmarv 
relation and fiini'tioii, group and field axioms, the 
idea of individual and social preference relation, 
and some concepts of soci.il choice and welfare 
economics Four chapters deal with linear systems 
and the representation of their translormalions by 
matrices, topologv and continuity, and their use 
for solving convex optimization problems; dilTer- 
enlial calculus and smooth optimization, and sin- 
gularity theory and general equiLbrium Intro- 
duces the Kuhn Tucker theorem, some elements 
ol convex analysis, and procedures using the Lan- 
graiigiaii theorem, provides examples of consumer 
and producer optimization; and di.scus.ses the 
.smooth or critical Pareto set and the idea of a regu- 
lar economy The author is a Reader in Economics, 
University of F.ssex Index 

SUKHA rMK, PaNDUKANC; V',, trr a1, .Samp/ing theory 
of surveys with applications Third edition Ames: 
Iowa State University Press, New Delhi- Indian 
Society of Agricultural Statistics, [1954, 19701 
1984 Pp XV, ,526. $29,95. ISBN 0-8138-1617-7 

JEL 85-0430 

Textbook on sampling theory and methods. The 
eleven chapters of the book discu.ss: basic concepts 
of sampling, simple random sampling without re- 
placement, sampling with varying probabilities, 
stratified .sampling, ratio type and regression 
methods of estimation, choice of sampling unit, 
sub-sampling, systematic sampling, and non-sam- 
pling errors. This edition is a thoroughly revised 
version of the textbook by the late Balkrishna V. 
Sukhatme. The other co-authors are Shashikala 
Sukhatme and C. Asok. The authors are at the 
Maharashtra Association for the Cultivation of Sci- 
ence, India, or Iowa State University. Index. 

Zellner, Arnold. Basic issues in econometrics 
Chicago and London: University of Chicago Press, 
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1984. Pp. xxi, 334. $48.00. ISBN 0-226-97983-0. 

JEL 85-043! 

Kighteen previously published papers represent 
some of the author’s research in econometrics car- 
ried forward .since the mid-1950s. Five papers dis- 
cuss philosophical and general issues; five, aspects 
of econometric models and model construction, 
and eight, Bayesian econometrics and statistics 
Some selected issues are: the role in econometrics 
of deduction, induction, and reduction; the mean- 
ing of causality; alternative definitions of probabil- 
ity; alternative systems of statistical inference; sim- 
plicity versus complexity in econometric work; an 
approach to economic modeling, which combines 
structural modeling and time senes analysis 
(SKMTSA), and evidence on the relative perfor- 
mance of Bayesian and alternative techniques in 
solving econometric problems. The author is the 
H. C. B. Alexander Profes.sor of Kconoimcs and 
Statistics, Graduate School of Business. University 
of Chicago Author and subject indices 

See aho Book Numbers JEL 85-0500. 85-0502. 85- 
061 7 

22(1 KriONOMic and Sociai, STATisTirAi. Data 
AND Analysis 

S an GINNKKKN, WOI ILH AND I’AHK, JONG-(.(»0. eds 
denernliiin uiteniatioiwlly eomparahle income 
(!i.'.ltil)uliiiii e.stiiMOfe.s .A World F.mploynienl Pro- 
gram .Study Geneva International labour GIfice. 
1984 Pp 176 Nw Fr 25-, paper ISBN 92-2- 
103666-9 JEL 8.'i-0432 

Kstimates income distribution for 2.3 develojx'd 
and developing countries I he estimates are ba.sed 
111 principle on the same income concepts and m- 
eoine units, which are adjusted to be consi.stent 
with population esliin.ites and National .Accounts 
(or each country F.ach of the country chapters 
contains a summary indicating the data source, 
the income concept used, the adjustineiit proce- 
dure, and the types ol income distribution esti- 
mates generated. A brief a(H«-ndi.v presents com- 
parable income distribution estimates for 10 
additional countries. \'an Gmiiekiii is with the In- 
ternational laibor Grgani/alioii, Geneva. Park is 
at the World Bank. Washington, 0.(^ No index. 

fsKNllHIGK, John W'., ed Intematunuil cmnfmrtsons 
of to'ixiiirtii ily and causes of the shmxjt>wn (aim- 
bridge, Mass,. Harper & How, Ballinger; joint pub- 
lication with American F.nterprise Institute, Wash- 
ington, D.G, 1984. Pp. xix, 42,5 $39.95. ISBN 

( 0-88410-934-8. JEL 85-0433 

■ Nine papers with comments, initially presented 

■ at a conference sptm.sored by the American Flnter- 


prise Institute. Reviews the sluggish productivity 
growth of the American economy over the past 
decade; compares the American experience with 
similar occurrences in other countries, discussing 
common factors. Four papers describe recent 
productivity trends and cycles m the United 
States, in other industrialized nations, and in re- 
gional groupings of all countries in the world (3ne 
of the papers sets forth the interrelationships 
among productivity, wages, unit labor costs, and 
prices and analyzes their role in the bu.smess cycles 
in the United Stales and six industnalized coun- 
tries Four papers employ a comparative, interna- 
tional approach and examine forces affecting pro- 
ductivity. such as tangible investment, R&D, 
energy, education, and labor-management rela- 
tions A paper on energy focu.ses on its role in 
U.S productivity trends by industry groupings 
The contributors are economists. The editor is Pro- 
fessor of Kconomics at the George Washington 
University and Adjunct Scholar of the .American 
Knterjsri.se Institute for Public Policy Research In- 
dex 

SA1.KK.M, Mohammad, KTi At. PIPE input-output 
table of Pakistan's economy 7975-76 Revised 
edition Research Heixirt Senes, no. 139. kslam- 
abad Pakistan Institute of Development Fx;onoiii- 
ics. 1983 Pp. Irregular. Paper. JF.L 85-0434 

Revision of a preliminary report. Discusses the 
input -output accounting framework and \ aluatton 
of the transactions; sector classification: availability 
of data, estimates of outputs, inputs, and intenn 
dustry transactions, and dir-'ctions for further re- 
search Identifies 1 18 sectors agriculture (15), min- 
ing and quarrying (1), large scale manufacturing 
(51). small-scale manufacturing (,30), construction 
(7), and services (14) The statistical annex containt 
the interindustry transactions matrix, final de 
inand sectors, and the 1/0 coefficients matrix. Sa 
leem is Project Manager and .Staff F.conomist, Paki 
Stan Institute of Development P/conomics 
Islamabad. No mdev 

Smu hu:!., IvDWaHD. The black et'Otiomy in Enulanc 
since 1914 Dublin: (nil and Macmillan; .Atlantic 
Highlands. N J.: Humanities Press, 1984. Pp. 16,5 
$38.00, 1.SBN 0-391-03114-7 JEL 85-043: 

F.xamines the history of black markets, tax fraud 
smuggling, and pilfering in Great Britain froir 
1914 to 1968. Selects five towns (Birkenhead 
Barnsley. Walsall. Brighton, and Hovel and dis 
tricts of north and east Lxindun with good newstw 
per coverage of local, political, and industria 
developments and of detailed records of the pro 
c'eedings of the local courts, Kxanunes serious in 
stances of black economy activity and pro.secution 
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of significance. Discusses the black economy dur- 
ing World War I, between the wars, during World 
War II, the periods from 1945 to 1950, and from 
1951 to 1970. Concludes that the black economy 
was usually small-scale in Britain, but raises ques- 
tions about social justice especially with regard to 
can.sislency in suppressing working-class pilfering 
versus white-collar tax evasion. The author lec- 
tures at Middlesex Polytechnic Bibliography; in- 
dex. 

Vienna Institute for Comparative Economic 
Studies, ed. COMECON Data 1983. Third edi- 
tion. Biannual series. Westport, Conn.: Greenwood 
Press; London; Macmillan Press, [1979, 1981] 
1984 Pp. 491. $45.00, ISBN 0-313-24536-3. 

JEL 8S-0436 

Updated edition of a biannual statistical hand- 
book of main indicators and data on population, 
production, consumption and the standard of liv- 
ing, foreign trade, finance, and energy since 1960 
for the European member countries of the Coun- 
cil for Mutual Economic Assistance (Bulgaria, 
Czechoslovakia, the German Democratic Repub- 
lic, Hungary, Poland, Romania, and the U.S.S.R.). 
Incorporates more tables on the energy situation 
and changes in some original source material (for 
example, most of the Hungarian time series is now 
available for the whole period after 1970). Data 
originate from (1) official statistical yearbooks and 
periodicals published by member-countries of 
COMECON and the statistical yearbook of the 
CMEA .secretariat, (2) international organization 
publications (the United Nations, EEC, OECD, 
IMF, World Bank, etc.) and (3) Western sources. 
Index. 

Wahid, Mohammad, compiler. Input-output anal 
ysis, techniques and regional economics: A select 
bibliography. PIDE Library Publications series. 
Islamabad: Pakistan Institute of Development 
Economics, 1983. Pp. v, 147. Paper. 

JEL 84-0437 

Contains 1,124 references on input-output anal- 
ysis and techniques, including interindustry and 
regional economics literature, published in En- 
glish from the 1950s to the early 1980s; sources 
include books, government documents, reports, 
conference papers, journal articles, and some 
unpublished doctoral dissertations. Lists only those 
publications that either contain a substantial dis- 
cussion of input-output analysis or are based on 
data derived from input-output tables. Organized 
as follows: list of journals; author index, with arti- 
cles listed alphabetically under each author; and 
a subject index, containing subjects related to in- 
put-output literature and geographical descrip- 


tors. The compiler is a Librarian, Pakistan Institute 
of Development Economics, Islamabad. 

See also: Book Numbers JEL 85-0349, 85-0388, 85- 
0415, 85-0443, 85-0465, 85-0617 

300 Domestic Monetary and Fiscal 
Theory and Institutions 

310 Domestic Monetary and Financial 
Theory and Institutions 

amendola, a.; Piccolo, D. and Sbordone, A. 
Monetarismo e causalitd nel modello di St. Louis 
[Monetarism and causality in the St. Louis model]. 
Introduction by C. Imbriani. Milan: Angeli, 1984. 
Pp. 214. L 18,000. JEL 85-0438 

Reviews the construction of the monetarist doc- 
trine, mainly through the Friedman-Meiselman 
article of 1963 and the work of the Federal Re- 
serve Bank of St. Louis group. The authors' main 
point is that the monetarist model, which is based 
on the assumption of an exogenous money supply, 
embodies an implicit definition of causality. Exam- 
ines the definitions of the concept of cause ad- 
vanced in economics. Special attention is devoted 
to Granger's 1969 article, and his definition of 
cause is considered the most relevant and fruitful, 
on the grounds that the fundamental equation of 
the St. Louis model is not in the nature of a behav- 
ioral equation but rather of a reduced form, the 
value of which consists of its forecasting capacity. 
The authors are research workers at the University 
of Naples Bibliography [Auguste Craziani] 

Balderston, Frederick E. Thrifts in crisis: Struc- 
tural transformation of the savings and loan in- 
dustry. Cambridge, Mass.- Harper & Row, Bal- 
linger, 1985. Pp. xvii, 191. $29.95. ISBN 0-88730- 
018-9. JEL 85-0439 

Analyzes the structural changes that are occur- 
ring in the savings and loan industry, with empha- 
sis on the important causal aspects, particularly 
changes during the period 1980-82. Discusses 
studies, commissions, and legislative attempts to 
achieve financial reform, 1933-82; the discount 
in mortgage portfolios; future viability of savings 
and loan firms; forecasts of performance under 
varying assumed conditions from 1981-85; merger 
activity in the early 1980s; and conditions and rate 
of new entry. Contends that small financial firms 
will survive only if they find some shelter from 
the pressures of intense intramarket and cross- 
market promotional and price competition and 
product innovation. The author is at the School 
of Business Administration, University of Califor- 
nia, Berkeley. Index. 
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BaNCA d'Italia. Italian credit structures: Efficiency, 
competition and controls. London: Euromoney, 
1984. Pp. viii, 280. $48.00. ISBN 0-903121-64-6. 

JEL 85-0440 

Fourteen translations of studies conducted tn 
the Bank of Italy over the past decade on the Ital- 
ian credit system. Papers are presented under four 
headings: costs and efficiency, markets, competi- 
tion and controls, and structural controls. Under- 
scores the impact of the credit sector on the Cen- 
tral Bank's activities and the transmission of 
monetary policy impulses. "The contributors are 
mainly economists. No index. 

Boi,aND, John C. Wall Street's insiders. How you 
can profit with the smart money New York: Mor- 
row, 1985. Pp. 226. $16.95 ISBN 0-688-03872- 
7. JEL 85-0441 

Addre.sses the realities of the stock market, 
where insiders of Wall Street and officers, direc- 
tors, and major shareholders buy and sell stocks 
based on their privileged information Discusses 
how insiders can help the average investor to 
know when stocks are ch^ap, to find stocks that 
insiders buy (including takeover candidates), how- 
to spot a company in trouble, and how to double- 
check insiders' judgments The author, a freelance 
writer, is a former senior editor of Barron's Index. 

Bhod, 1. Jack. Consumer's guide to buying and sell- 
ing gold, silver and diamonds With Tad Tui.eja. 
Garden Caty, N.Y.- Doubleday, 1985. Pp. xi. 202 
$15.95 ISBN 0-.38S-2784S-9. JEL 85-0442 
Provides basic information on how to invest in 
gold, silver, and diamonds as a hedge against infla- 
tion Presents ten fundamental purchasing princi- 
ples for purchasing precious commodities: do your 
homework through books, people in the field, and 
observation of the market; shop around, buy from 
a reputable dealer; buy close to daily spot prices 
of the precious metals; buy pure and plain; get a 
guarantee; invest only risk capital; be patient, in- 
sure yourself; and be wary about bargains. Stresses 
the many pitfalls of ignorance and the risks of buy- 
ing jewelry. Brod is head of the Empire Diamond 
and Gold Buying Service. Bibliography, index 

Capie, Forhest and Webber, Alan. A monetary 
history of the United Kingdom. 1870-1882 Vol- 
ume 1. Data, sources, methods. London; Boston 
and Sydney: Allen fit Uowin, 1985. Pp. xxiv, 596. 
$50.(X). ISBN 0-04-332097-X. JEL 85-0443 
Provides tables of monthly data for the study 
of British monetary history, covering the period 
1870-1982. Volume one is the data base for the 
main study (forthcoming) of both the short-run and 
long-run trends in monetary variables and rela- 


tionships. Describes the sources of raw data and 
the methods used to derive series from primary 
figures. Examines earlier estimates and reasons for 
regarding them as unsatisfactory. Emphasizes the 
influence on the data of historical changes m the 
banking system structure. Accounting framework 
views money stock as having three proximate de- 
terminants: high-powered money (or the mone- 
tary base), the nonbank public's cash/deposit ratio, 
and the reserve ratio of the banking sector. Covers 
monetary aggregates and proximate determi- 
nants, components of the monetary aggregates 
and monetary measures, and money and banking 
data series. Capie is a Reader in Economic History, 
and Webber is Research Fellow’ in Monetary His- 
tory, both at City University, London. Bibliogra- 
phy. index 

Carter H and Paruncion, I. Applied economics 
in banking and finance Third edition. Oxford, 
New York; Toronto and Delhi Oxford University 
Press, (1979, 1981] 1984 Pp. viii, 438. $29.95, 
cloth, $11 95. paper ISBN 0-19-877230-0 

JEL 85-0444 

Third edition of textbook on the British financial 
system (see JEL no 80-0366 for annotation of first 
edition] Incorporates revised tables and data to 
reflect recent (1983) figures, among others, on flow 
of funds account, sterling and foreign currencs 
deposits of banks, maturity analysis of liabilities 
and claims of monetary sector institutions, sterling 
assets and bank deposits of London clearing banks, 
and interest rates, etc The authors are at Leeds 
Polytechnic Glossary; index 

Craig, Mai.colm Successful investment strategy 
Cambridge, England, and Dover, \ H : Wo<xi- 
head-Faulkner, 1984 Pp. viii, 143 $22,50 ISBN 
0-85941-247-4. JEL 85-0445 

Describ«»s the various investment opportunities 
available for the U.K. investor Outlines the back- 
ground and mechanics of the U.K slock market 
as well as the Unlisted Securities Market and the 
over-the-counter market. Discusses share-related 
questions concerning now issues, rights issues, op- 
tions. convertibles, and warrants Considers invest- 
ment in unit trusts, investment trusts, the gilt mar- 
ket, premium bonds. Eurolxinds, zero coupon and 
deep discount bonds, sterling, foreign currency de- 
posits, offshore currency funds, gold, commodities, 
and pensions. The author is editor of Stock market 
Confidential and Finance Confidential Glossarv; 
index. 

Eixinger, a. G. and Stew’aht, T. H. A pitst-war 
history of the stock market. Third edition. Cam- 
bridge. England; Woodhcad-Faulkner in associa- 
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tioii with Investment Hesearch, |1972, 1976) 1980. 
Pp. 80, $15,00, ISBN 0-85941-1.53-2, 

JEl. 85-0446 

Updated reis,sue of a study of the industrial 
shares market in London from the beginning of 
1 946 to 1 980, yaincent rates on the Financial Times 
Industrial Ordinary Share Inde.x and confirming 
indicators (the Financial I'inies Industrial Activity 
Index and Consols 2Vi%; the Adv'ance/Decline 
Line, since 1960; and the Financial Times Actuar- 
ies 500, since 196.3). Fxamines the periods from 
1972 to 1975, 1976 to 1977, and 1978 to 1979 
Charts are included. Written to a.s.sist the investor 
in U K, equities, F.lhnger is the lounder of Invest- 
ment Research, fiamhridge. Stewart is a partner 
and head of the chart department Index 

CitiKFrt H.s, Bio.x.n ANii Wood, Ckoki-hky F, , eds 
Monettimm in tfw L'liitcd Kirif^doiii N<'w York 
St Martin’s Pres.s, 1984. Pp. vi, 305 $27.95. ISBN 
0-312-.54412-X. JEL 85-0447 

Six conference discussion papers with com- 
ments, all pres lously unpublished, con.sider 
whether the analytical focus of the conservative 
government's anti-inllation policy is justified, 
whether empirical aspects of the policy were well 
judged and how monetary policy was actually con- 
ducted in the United Kingdom Kxamines the im- 
pact of the anti-inflation policy on unemployment 
and discusses alternative explanations for the be- 
havior of unemployment. Other topics include ex- 
change rate behavior, and North Sea oil and manu- 
facturing output The authors are economists. 
Griffiths IS Dean of the Gity University Business 
School, Ixindon Wotxl is Reader in Banking and 
International Finance at the City University, Lon- 
don Author and subject indices. 

jUPTA, K. L. Finance and economic growth in devel- 
oping countries. London; Sydney and Dover, N. II ■ 
Groom Helm, 1984, Pp. xiv, 241. $31.00. ISBN 
0-7099-3803-9, JEL 85-0448 

Examines the direction of causality between fi- 
nancial and real growth for a sample of fourteen 
developing countries and evaluates the assertion 
that real interest rates and their stability are im- 
portant in the financial growth of developing econ- 
omies. Develops and estimates a model of aggre- 
gate savings and also a simultaneous equations 
model specifying the role of financial intermedia- 
tion and financial repression on financial deepen- 
ing, aggregate savings, structure of savings, capital 
formation, and real income. Uses the estimates to 
determine the costs of financial repression and the 
benefits of financial liberalization. Reviews exist- 
ing literature on the relationship between finance 
and growth in developing countries. Some conclu- 


sions are; the role of the real interest rate is limited 
in stimulating real economic growth in Asia and 
Latin America; a policy of financial liberalization 
(higher real interest rates) alone may not lead to 
the desired level of financial deepening; and con- 
trolling inflation is a preferable approach, rather 
than manipulating nominal interest rates, to 
achieve an increase in real interest rates. The au- 
thor is Professor of Economics at the University 
of Alberta. Selected bibliography; index. 

Humphhky, David Buhras. 7'he VS. payments .'/ys- 
tem: Costs, pricing, rompelition and risk Mono- 
graph Series in Finance and Economics. New 
York. New York University Graduate School of 
Business Administration. Salomon Brothers Geii- 
ler for the Study of Financial Institutions. 1984 
Pp 137. $7 50, paper JEL 85-0440 

.Analyzes some of the effects that the Depository 
Institutions Deregulation and Monetary Gontrol 
Act of 1980 and related payments developments 
have had or may have on the U.S. payments sys- 
tem. Describes the U.S. payments system and ex- 
amines the costs of different payments instru- 
iiu'iits, costs and prices of payment services, the 
pricing of Federal Re.serve payments ser\ ices, the 
effect on bunk costs, scale economies in providing 
payments .services, the private .sector adjustment 
factor, market shares and competition in providing 
payment .services, risk in payments systems, and 
the impact of costs, competition, and risk in chang- 
ing the payments mechanism The author is Chief, 
Financial Studies .Section, Research and Statistics 
Division, Board of Governors, Federal Reserve 
System. Bibliography; no index, 

Mii.i.ER, Roger LeRoy and Puij>inei.i.i, Robert 
W. Modern money and banking New York; Lon- 
don; Montreal and Sydney. McGraw-Hill Books, 
1985. Pp. ix, 661 ISBN 0-07-04216,3-3. 

JEL 85-0450 

Textbook includes developments in money and 
banking since 1980. Discussions blend the chang- 
ing institutional environment and the changing 
theoretical framework and also provide a historical 
perspective. A number of pedagogical aids provide 
students with a well-organized body of thought — 
chapter previews, glossaries of key terms, high- 
lights, current controversies, examples, chapter 
summaries, selected references, and biographies 
of important persons in monetary economics. A 
Student Guide and an Instructor's Manual are 
available. Miller is at the Center for Policy Studies 
and Department of Elconomics, Clemson Univer- 
sity. Pulsinelli is at the Department of Economics, 
Western Kentucky University. Name and subject 
indices. 



New Books: Annotated Listing 


699 


Ritter, Lawrence S, and Urich, Thomas J. The 
role of Hold in consumer investment portfolios. 
Monograph Series in Finance and Economics. New 
York: New York University Graduate School of 
Business Administration, Salomon Brothers Cen- 
ter for the Study of Financial Institutions, 1984. 
Pp. 69. $5.00, paper. JEL 85-0451 

Examines how the price of gold is and has been 
determined in the financial marketplace, the risk 
and return characteristics of gold in an investment 
portfolio, and Us possible future role; written for 
those interested in gold as an investment. Chap- 
ters concern: a historical overview of the role of 
gold in domestic and international Bnance and its 
evolution as a monetary metal; its supply, demand, 
price, and rate of return from 1968-83; a compari- 
son of the risk and return of gold with those of 
five* othrT consumer investment assets (silver, 
housing. Treasury bills, long-term Treasury bonds, 
and common stocks); and an analysis of gold in a 
modern investment portfolio context Concludes 
that, although gold is risky in itself, the addition 
of gold to a portfolio can, under many circum- 
stances, reduce total portfoho risk. Ritter is Profes- 
sor of Finance and Economics, New York Univer- 
.sity Urich is Associate Professor of Economics and 
Finance, Baruch College, City University of New 
York, No index. 

Roussakis, Emmanuei. N. Commercial bankitiH in 
an era of derenulation New York, Eastbourne, 
England, Toronto and Sydney Praeger, 1984. Pp. 
viii, 438. $34 95 ISBN 0-03-4)63654-X 

JEL 85-0452 

Reviews management aspects of commercial 
banks, identifies changes in the competitive envi- 
ronment in which banks operate, and describes 
the impact of these changes on banking activity 
Evolved from the author’s previous book, A/ariog- 
iiig Commercial Bank Funds (1977), the current 
book includes a thorough revision of large sections 
of the earlier book and several entirely new chap- 
ters. Provides professionals and students alike with 
a description and analysis of the problems faced 
ill the management of banks. Overviews the U.S 
commercial banking system and its financial envi- 
ronment. Discusses the formation of a bank and 
funds gathering (sources of funds); policy objec- 
tives in the employment of funds (portfolio man- 
agement); and the uses of bank funds and the char- 
acter of bank assets. Pertinent laws and actions 
by regulatory bodies are considered throughout 
the book. The author is Professor of Finance, Flo- 
rida International University, Miami. Index. 

Schmidt, H. Special stock market segments for small 
company shares: Capital raising mechanism and 


exit route for investors in new technology-hased 
firms. With contributions of E. Wymeersch et al. 
Luxembourg: Commission of the European Com- 
munities, 1984, Pp. xlviii, 551 $33.00, paper. ISBN 
92-825-4840-6. JEL 85-0453 

Describes effective secondary markets for shares 
m small firms in the member states of the Commis- 
sion of the Eurojjean CommuniPes, indicates op- 
portunities for their improvement, and provides 
perspectives for further developments that foster 
small firm equity raising and that amplify the in- 
centives for entrepreneurship and innovation 
Small businesses are defined by two characteris- 
tics- management by one or more owners and a 
small number of employees (less than 200). Part 
one .summarizes the importance of secondary mar- 
kets in external equity financing of small firms. 
Part two examines secondary markets for equits- 
instruments of small companies in the United 
Kingdom, Ireland, Denmark, the Netherlands, the 
Federal Republic of Germany, Luxembourg, Bel- 
gium. France. Italy, and Greece Each country- 
study examines the equity financing environment 
and exchange segments for small company shares 
and surveys the secondary market in each country 
Part three analyzes factors facilitating or impeding 
securities market equity financing of small indus- 
trial companies Schmidt is al the Institut fur Gel- 
dund Kapitalverkehr, University of Hamburg. No 
index 

SKUl.l.y, Michaei. T , ed Financial institutions and 
markets in Southeast Asia A study of Brunei. In- 
donesia. Malaysia. Philippines. Singapore and 
Thailand New York. St. Martin’s Press. 1984 Pp. 
xviii. 411 $29.95. ISBN 0-312-28964-2. 

JEL 85-0454 

Six previously unpublished studies provide a 
country-by -country examination of the growth and 
development of financial institutions and markets 
in the Asian and Pacific region. Each study in- 
cludes an introduction to the country and its finan- 
cial sector; an examination of the development 
and operations of each financial institution type; 
a description of the financial markets; an analysts 
of the financial sector’s overall performance; and 
some speculation on future developments. Pro- 
vides a financial guidebook to the region The con- 
tributors are, aside from the editor, Ross McLeod, 
Zeti Akhtar Aziz, Alfredo E. Pascual, and Lee 
Sheng-Yi. The editor is Senior Lecturer in Finance, 
University of New South Wales Bibliography; in- 
dex. 

Varde, Varsha S, and Sampat. P. Singh. Prof- 
itablity of commercial banks. Bombay: National 
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Institufo of Hank Management, J983. Pp. 93. Rs 
40.00, India; Rs 80.00, elsewhere; paper 

}EL 85-0455 

Highlights methodological issues (not statistical 
results) in the profitability fierformance of com- 
mercial banks. Develops an analytical framework 
compri.st>d of a selected set of ratios, which can 
be used for various types of profitability analyses 
for banks. Analyzes recent Indian experience us- 
ing published annual statements' figures and uses 
the framework for interbank and bank group com- 
[jiirisons. t^onsiders productivity, profitability plan- 
ning, and monitoring the profitability of bank 
branches. Proposes a conceptual framework for 
handling the profitability criterion in the context 
of the integrated funds management approach and 
discu-s.ses measuring cost of funds and the operat 
ing cost of rural retail banking. No index. 

V'EHf.HESK, S. K. Profits and profitability of Indian 
commercial banks in the .seventies. Bombay. Na- 
tional Institute of Bank Mariagoment, 1983. Pp 
101, Rs 40. (Kt, India. Rs 80.00, elsewhere; paper 

JEL 85-0456 

Analyzes the determinants of profits and profit- 
ability of groups of commercial banks in India dur- 
ing the period 1970-79, Examines private com- 
mercial bunks, public sector banks, state banks, 
and nationalized banks. Analyzes trends m gross 
and net profits, profitability ratios, spread and 
spread related ratios, total financial resources gen- 
erated, and employee productivity. Disemsses fac- 
tors leading to fluctuation in bank profits and prof- 
itability, corrective policies, and the need for more 
adequate annual account disclosures by banks 
Proposes formats for balance sheets and profit and 
loss statements. No index, 

Verghese, S K, fUsk management of foreign ex- 
change dealing operations Bombay: National In- 
stitute of Bank Management, 1983, Pp, 90, Rs 
40,00, India; Rs 80,00, foreign; paper, 

JEL 85-04.57 

Discusses issues and problems related to foreign 
exchange dealing operations, with reference to the 
regulatory and banking environment of India. Ex- 
amines the nature and magnitude of the risks in- 
volved in foreign exchange trading. Presents a 
general system for risk management, a framework 
for preparing the profit and loss statement to re- 
flect risk and returns, and an accounting and re- 
porting system that Indian banks could institute 
to monitor and evaluate their foreign exchange 
business. Contains illustrations of difiFerent report- 
ing forms and their formats. No index. 

See also: Book Numbers JEL 85-0354, 85-0373, 85- 
0413, 85-0593, 85-0596 


320 Eiscae Theory and Policy; Public 
Finance 

Abouchar, Alan, Project decision making in the 
public .sector Lexington, Mass., and Toronto: 
Heath, Lexington Books, 1985. Pp. xvi, 163. 
$20 00. ISBN 0-669-0801,5-2. JEL 8.5-0458 
Textbook on project decision making for courses 
in project evaluation and for project planners 
Stres-ses that a single ecoriomywide optimizing cri- 
terion can probably never be achieved and that 
the inherent incomparability of ditferenl cla.sses 
of activity or different regions of the economy 
should be recognized Discusses aspects of the 
pricing structure — costs, pricing policies for public 
activities, and shadow prices. Describes methods 
for comparing benefits over time and the princi- 
ples of measurement of benefits. Analyzes infra 
.structure decisions in fully employed economies 
and project decisions in underdeveloped econo- 
mies Discusses consumer surplus and inflation, 
('hapters include problems and solutions, and 
bibliographic notes The author teaches economics 
at the University of Toronto Index. 

Aronson, J Ric;iiari) Public finance. New York, 
Ixindon, Montreal and Sydney McGraw-Hill 
Books, 1985 Pp. xii, 612 ISBN 0-07-002362-X 

JEL 85-04.59 

Textbook for an introductory, one-.semester un- 
dergraduate course in public finance Stres.ses in- 
stitutional arrangements as well as economic and 
financial theory Highlights fiscal institutions such 
as budget making, voting systems, grants-m-aid 
system, and the Social Security system Divided 
into five parts: introduction, public sector activi- 
tie.s, decision making in the public .sector, the lax 
system, and special topics (Social Security, pension 
plans of state and local governments, and financing 
education). Includes a section on key terms and 
concepts. Chapters include previews, outlines, and 
summaries. The author is William L. Clayton Pro- 
fessor of Economics and Director of the Fairchild- 
Martindale Center for the Study of Private Enter- 
prise, Lehigh University. Name and subject in- 
dices. 

AspE, Pedro and Sigmund, Paul E., eds. The polit- 
ical economy of income distribution in Mexico. 
The Political Economy of Income Distribution in 
Developing Countries series, no. 4. New York and 
London: Holmes & Meier, 1984. Pp. viii, 552. 
$85.00. ISBN 08419-0907-5. JEL 85-046L 

Sixteen previously unpublished papers focus on 
the impact of public policy instruments in Mexico 
on the distribution of income. In the introduction 
the editors stress (1) the difficulty of producing 
significant changes in income distributions in a po 
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litical system that attempts to achieve both equity 
and growth, social transformation and p>olitical sta- 
bility, through a ruling party that is both revolu- 
tionary and non-revolutionary and (2) the conclu- 
sion that most of the redistributive eflForts have 
affected the modern rural and urban sectors rather 
than the traditional rural areas. Papers examine 
the evolution of income distribution policies and 
the consequences for income distribution both of 
programs that had other purposes and of programs 
aimed directly at improving the welfare of low- 
income groups. Contributors are economists, social 
scientists, and public and private administrators. 
Aspe is president of the National Institute of Statis- 
tics, Geography, and Information in the Ministry 
of Program and Budget, Mexico. Sigmund is Pro- 
fessor of Politics at Princeton University Index. 

Boaz, David and Crane, Edward H., eds. Beyond 
the status quo: Policy proposals for America. 
Washington, D C ■ Cato Institute, 1985. Pp 292. 
$20 00, cloth, $8 95, paper. ISBN 0-932790-49- 
6, pbk. JEL 85-0461 

Thirteen previously unpublished essays discusts 
the need for and the ways of reducing the size 
of government in order to restore and encourage 
private entrepreneurial activity, economic oppor- 
tunity, and economic growth Papers discuss tax 
reform; a balanced budget amendment; Social Se- 
curity privatization; the costs of current American 
trade barriers; costs and dangers associated with 
the U.S commitment to the defense of Western 
Europe; regulatory reform, reform of antitrust 
laws to encourage competition; deregulation of the 
information industry, the monopoly nature of edu- 
cation and a federal lux credit program; the failure 
of social programs to aid the poor, resource policy, 
and the Supreme Court The contributors are 
mainly policy analysts Boaz. and Crane are officers 
of the Cato Institute, Washington, D.C, No index. 

Burchei.I., Robert W . et At,. The new reality of 
municipal finance. The nse and fall of the inter- 
governmental city. With MICHAEL Pawlik and 
Felix R. Bareto New Brunswick: Rutgers Uni- 
versity, Center for Urban Policy Research, 1984. 
Pp. xxiii, 433. Paper. ISBN 0-88285-091-1. 

JEL 85-0462 

Analysis of the growth and decline of inter- 
governmental cities in the United States from 1960 
to the 1980s; these citie?, are defined as locations 
where the major piortions of significant outlays for 
local public services are paid for by other levels 
of government and where more revenues had to 
be raised to cover local expenditures than other 
comparably sized cities (non-intergovernmental). 
Compares ten examples of the two types of city 


throughout the book, beginning with a discussion 
of economic and social hardship and housing 
through the late 1970s. Highlights some of the 
most popular intergovernmental aid programs of 
the late 1960s and 1970s; concentrates on federally 
supported programs. Summarizes budgetary 
trends and evaluates the composition of own- 
source versus intergovernmental revenues. Exam- 
ines the curtailment of public subsidy to cities in 
the 1980s and illustrates the types of changes un- 
derway in cities facing financial stress. Discusses 
the future of intergovernmental and non-inter- 
governmental cities. The authors are at the Center 
for Urban Policy Research, Rutgers University. 
Bibliography, index. 

CouRCHENE, Thomas J Equalization payments. 
Past, present, and future. Federal-Provincial Rela- 
tions Series: Ontario Exxinomic Council Special Re- 
search Repiort. Toronto: Ontario Economic Coun- 
cil, 1984 Pp. xiii, 433. $12.50, paper. ISBN 0- 
7743-9702-0 JEL 85-0463 

Discusses the political, economic, historical, and 
constitutional dimensions of the Canadian equal- 
ization program (enacted in 1982 as a means of 
ensuring that each province’s aggregate p>er capita 
revenues are brought up to some agreed upion 
standard and that all Canadians are guaranteed 
comparable access to certain public services at av - 
erage tax rates) Traces the history of equalization 
payments in Canada; analyzes the theory of equal- 
ization and the political and economic arguments 
that support it; and evaluates the equalization sys- 
tem used from 1977 to 1982, the representative 
national-average standard. Discusses approaches 
that were vxinsidered, but rejected, including ma- 
cro formulas and resource revenue accommoda- 
tion suggestions. Explores the possibility of imple- 
menting a “fiscal need" approach to equalization 
Proceeds to examine and evaluate Canada's new 
equalization formula for 1982-87. Foresees a ten- 
sion-ridden process for the 1987 revision of the 
fiscal arrangements, with problems centering 
around the implications of the Canada Health Act, 
the politics and economics of fiscal restraint, and 
the Ontario-Nova Scotia offshore-energy deal The 
author is Professor of Economics, University' of 
Western Ontario. No index. 

.McDonald, Terrence J. and Ward, Sally K.. 
eds. The politics of urban fiscal policy. New Ap- 
proaches to Social Science History, vol. 5. Beverly 
Hills; London and New Delhi: Sage in cooperation 
with the Social Science History Association, 1984. 
Pp. 176. ISBN 0-8039-2373-2. JEL 85-0464 
F'our previously unpublished essays, originally 
prepared for a panel. 'Techniques for Analyzing 
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Urban Fiscal Behavior," at the 1982 meeting of 
the Social Service History Association, Discusses 
urban liscal behavior that accounts for both histori- 
cal and contemporary fiscal issues; the papers 
share a ‘social science historical" approach to the 
development of the urban public sector. The first 
e.s'say challenges the structural perspective by 
comparing it to the political culture and bureau- 
cratic-incremental explanations for fiscal fxilicies, 
ba.sed on an examination of San Francisco between 
1870 ;md 1906, the second examines the link be- 
tween machine presence and municipal expendi- 
tures in 30 cities during the period 1890 to 1940; 
the third looks into the growth of police strength 
by examining the municipal budget for Detroit 
(roin 1927-76; and the fourth discu.sse.s locsrl de- 
faults from 1850 to 1936, analyzing the impact 
of national economic conditions on imiiiicipalities 
The contributors, aside Irom the editors, aie M 
Oaig Brown, Charles N llalaby, tJolm Loft in, Da- 
vid McDowall, John .Modell (an ".Afterword”), and 
F.nc H. Monkkonen. McDonald is Assistant Profes- 
sor of Histor) at the ffiiiversilv of Michigan. Ward 
IS Assistant Professor of Sociolog) at the Universitv 
of New Hampshire No index 

Pt;cHM,4N, Jo.SKPit .A. Who paid the taxes, 1966-85'' 
Studies of Covernrnent Finance .Second Senes 
Washington, D Ci. Brookings Institution, 1985 Pp 
xi, 84. $22.95, cloth; $8 95, paper ISBN 0-8157- 
6998-9. JEL 85-0465 

.Sequel to Who Bears the Tax Burdeur' (1974) 
by the author and Henjariiin A Okner |.s«'e /FX 
no 74-0760 for annotation and Volume 13, March 
197.5, pp. 813-81, for reviowj. Estimates the elTect 
of all U.S taxes on the distribution of income and 
how income distribution has changed in the last 
two decades. Estimates arc based on microunit 
data files for representative samples of families 
(merged information from the annual Consumer 
Population .Surveys of the U S. Census Bureau and 
the tax returns filed with the IRS) and are prepared 
on the basis of eight .sets of incidence assumptions 
that span the range of opinions held by economists 
Concerned with how the distribution of disposable 
income in the past two decades differed from what 
the distribution would have been if all tax reve- 
nues had come from a proportional income lax 
with the .same yields. Di.scus.ses the rationale of 
the different sets of a.ssumptions used to distribute 
the various taxes to individual family units; sum- 
marizes the distribution of tax burdens by income 
class in 1980; and discusses the changes in distribu- 
tion that occurred from 1966 to 198.5. The author 
is a Senior Fellow in the Economic Studies pro- 
gram, Brookings Institution, Wa.shington, D.C. In- 
dex. 


Prkmchand, a. and Burkhead, Jesse, eds. Com- 
parative international budgeting and finance. 
New Brunswick, N.J., and London: Transaction 
Books, 1984. Pp. ix, 231. $14.95, paper. ISBN 0- 
87855-966-3. JEL 85-0466 

Fourteen papers, solicited from educators and 
practitioners in both developed and less-devel- 
oped countries and published in Public Budgeting 
and E'inance issues from summer 1983 through 
summer 1984. Papers concern national govern- 
ment budgets and financial management in the 
context of the economic conditions of the late 
1970s and early 1980s in Australia, tlanada, the 
Federal Republic of Germany, Ireland, Italy, Swe- 
den, the United Kingdom, the United States, the 
A.SFiAN countries, India, .South Korea, Malaysia, 
Mexico, and the Philippines, Focus is on changes 
in budget and financial management li‘chniques 
as a result of the recent worldwide recession, in- 
cluding multi-year budgeting system.s, planning 
for reduced expenditure growth, improved re- 
porting and management systems, and improved 
cash nianagemeut systems Papers also analyze thi’ 
factors contributing to fiscal stress, discuss the pol- 
icy and institutional respon.ses, and evaluate suc- 
ce.sses or failures of new budgetary techniques 
Prcmchand is Advisor, Fiscal .Affairs Department, 
the International Monetary Fund, Burkhead is 
.Maxwell Professor of Kcononiics and Public Ad- 
ministration, .Syracuse University No index 

Tan/.I, Vnu, ed. Taxation, tnfiation, and interest 
rates Wu.shinglon, D (.' . International Monetary 
Fund, 1984 Pp xxiv, 247 $20.00, cloth, $15 00, 
pai>er. ISBN 0-939934-3.3-7, pbk 

JEL 8.5-0467 

Nine papers explore theoretical and empirical 
aspects of the moni-lary-fiseal links in closed and 
open economies A lengthy overview discusses the 
legal treatmf'iit of interest income and expense 
and of foreign exchange gains and losses in sixteen 
industrial countries Background papers include 
two surveys of the literature on the relationship 
between inflation and interest rates in a world with 
taxation; three studies on U.S. interest rates, infla- 
tion, and taxation; and three analyses of interna- 
tional aspects. The contributors are Menachem 
Katz, Mario I, Blejer, Uri Ben-Zion, John Makiii, 
and the editor, who is Director of the Fiscal Affairs 
Department of the International Monetary Fund, 
Washington, D.C Author and subject indices. 

Withers, Gi.enn, ed. Bigger or smaller govern- 
ment? Papers from the sixth sytn/xisium of tht 
Academy of the Social Sciences in Australia, 1982 
Canberra: Academy of Social Sciences in Australia; 
distributed by Australian National University 
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Press, (Canberra, 1983. Pp. ix, 115. Paper. ISBN 
0-908290-06-3. JEL 85-0468 

Five previously unpublished papers address the 
issue of the desirable size and nature of govern- 
ment within the framework of the Australian po- 
litical democracy and federal structure and the 
options open to the Australian government, what- 
ever the party in power. Papers are also concerned 
with four subsidiary questions, whether there is 
accepted philosophical basis for good government, 
whether Australia, compared with other countries, 
has a big or small government; whether small gov- 
ernment meets the test of equity, and whether 
large governments can manage the economic and 
.social system to attain staled goals The first paper 
suggests that the demand for smaller government 
arisi’s out of a dissatisfaction with the way things 
are going, especially when programs of economic 
management and welfare are not succes.sful The 
contributors are J A Pa.sstnore, D. A Aitkin, 
P S Wilenski, and R. M. Parish The editor is .Se- 
nior Research f'cllow. Department of Fconomic 
History, Research School of Social Sciences, Aus- 
tralian National University No index 

.S'eert/.m- Book Numbers JEI, 85-0373. 85-0380. 85- 
0478. 8.5-051 1 . 85-4)606. 8.5-061 1 . 8.5-0622 

400 International Economics 

Casks, Richard F. and Jonks, Honai.d W World 
trade and paynienis An introduction Fourth edi- 
tion Boston and Toronto l.attle. Brown, [19731 
198.5. Pp. xiv, 537 ISBN 0-316-13227-6. 

/EE 85-0460 

I'extbook covering international economics, set- 
ting forth its theoretical underpinnings and relat- 
ing the subject to current economic esents. (See 
JEL no 74-0156 for annotation of the first edition. | 
Revisions incorporate new issues and concepts m 
several rewritten chapters. Additional material is 
provided on international migration and long-riin 
capital transfers. A new chapter addresses trade 
in nonfinal products and related issues of inter- 
nationally “footloose" industries Empirical in- 
vestigations of current policy issues and their un- 
derlying behavior arc expanded. Problems and 
exercises have been added for each chapter and 
the suggestions for further reading are updated. 
The authors are, respectively, at Harvard Univer- 
sity and the University of Rochester. Index. 

Miyawaki, Nagasada, ed. Problems of adiianced 
economies: PrM:eedin)(s of the third conference on 
new problems of advanced societies, Tokyo. Japan. 
November 1982. Studies in Contemporary Eco- 


nomics series, no. 10. New York, Berlin and Tokyo. 
Springer, 1984. Pp. vi, 319 $20.50, paper. ISB.N 
0-387-13740-8. JEL 85-0470 

Twenty previously unpublished conference pa- 
pers and proceedings on global problems of ad- 
vanced economies. Main theme is "In Search of 
the Order and Vitality of International Commu- 
nity.” In the keynote address, the editor argues 
that contemporary world economy is suggestive 
of the 1 930s Topics of the sessions include, recon- 
struction of the world economic order — political 
and economic aspects; social structure of devel- 
oped societies — the government’s role, revitaliza- 
tion of the economy, and social welfare policies; 
the future course of technological development 
and its social impacts; and the "disease" of devel- 
oped countries and cultural friction The editor 
is Executive Director and Secretary General of 
the Japan Economic Research Institute .No index 

See aho Book Number JEL 8.5-0399 

410 International Trade Theory 

Mic.HAEI.X. Mich.ael Trade, income leieh. and de- 
pendence Studies in International Economics, veil. 
8 .Amsterdam, New York and Oxford .N'orth-Hol- 
land, distributed m the U S b> Elsevier Science, 
New York, 1984 Pp x\,192 $38,50 ISBN 0-444- 
86771-6 JEL 85-0471 

Examines the attributes of si/e and structure 
of foreign trade and their implications lor issues 
of concern for national and international economic 
policies Discus.ses the theory and measurement 
of economic dependence of nations on their for 
eign trade Proposes a simple index of income lev el 
of trade for the mvestigalioii of issues of interna- 
tional trade theory and policy , including testing 
ol alternative trade ihi'ories. patterns of product 
cycles, tiTins-of-trade between jxior and rich coun- 
tries, and discriminating commercial policies, such 
as tariffs Points out that the conceptual discussion 
and methods of measurement are relevant to in- 
ternational trade in goods and services even 
though the empirical content is re,stnclvxl to trade 
in goods, which constitutes the major component 
of international trade tran.sactions The author is 
a faculty memlier at the Hebrew University of 
Jerusalem Index 

420 Trade Rei.ations; Commercial Policy; 
International Economic Integration 

U.i.iNE, William R. Exfuirts of manufactures from 
developing countries Performance and prospects 
for market access. Washington, D.G.; Brookings 
Institution. 1984. Pp, xv. 229, $26 95. cloth: $9,95. 
paper. ISBN 9-8157-1464-5 JEL 85-0472 
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Analyzes the actual performance of manufac- 
tured exports from the developing countries in 
the 1970s and considers the future prospects for 
grow th of these exjxirts, particularly the likelihood 
of intensified protection against them by industrial 
countries uho provide the markets for these ex- 
ports, Adopts a long-range view, focusing on po- 
tential trends in trade and protection through 
1990 Applies estimated statistical protection func- 
tions to projections of import-penetration ratios 
and other variables expected by 1990 to determine 
what additional sectors may be subject to protec- 
tion Finds that LDCs can achieve substantial (10 
to 15 percent) rates of growth of manufactured 
exports through 1990 without provoking industrial 
countries to adopt restrictive barriers. Suggests 
that policy makers m LDCs may improve access 
to foreign markets by entering bilateral negotia- 
tions and offering liberalization of their markets 
in return. The author is Senior Fellow at the Insti- 
tute for International Economics. Index 

F'bey, Bruno S International i)olitical economics 
Oxford and New York. Blackwell, 1984. Pp viii, 
183. $29.95, cloth, $14 95, paper. ISBN 0-85520- 
748-5. /FT 85-047J 

Designed as an accompanying text to a course 
in the theory of international trade and for stu- 
dents of political science and international rela- 
tions. Discusses selected areas of international po- 
litical economics and analyzes the interplay of 
economic and political factors in international re- 
lations using the standard tools of economics and 
of public choice Emphasizes relationships to prac- 
tical issues by providing empirical evidence, some- 
times in the form of econometric estimates and 
by way of actual and historical accounts. Examines 
tariffs, protectionism, foreign direct investment, 
foreign aid, trade wars, international cooperation, 
and international organizations. Evaluates the 
strengths and weaknesses of the economic ap- 
proach to the study of international pwlitico-eco- 
nomic relations. Each chapter contains a conclu- 
sion and lists for further reading. The author is 
Professor of Economics, University of Zurich and 
Associate Professor of Economics, University of Ba- 
sel. Author and subject indices. 

JHL, Young Whan and Lutz, James M. World 
trade issues: Regime, structure, and policy. New 
York; Elastbourne, England; Toronto and Sydney: 
Praeger, 1985. Pp. xvi, 273. $36.95. ISBN 0-03- 
063057-6. JEL 85-0474 

Examines interaction patterns in the world trad- 
ing system, their consequences, and the political 
and economic policy responses made by the vari- 
ous participating countries in world trade. Focuses 


on interactions based on substantive issues in vari- 
ous types of commodity trade and regional pat- 
terns in international trade. Summarizes five 
perspectives on world trade — classic free trade, 
neomercantilist, reformist, dependency-neocolo- 
nialist, and neo-Marxist — and discusses their influ- 
ence in shaping the future world trade regime. 
Assesses the content of the New International Eco- 
nomic Order. Discusses trends in the trade of man- 
ufactures among advanced industrialized nations 
and developing countries; trade in primary com- 
modities; trade in food and agricultural commodi- 
ties; and regionalism in world trade. Focuses on 
the problems of regionalism in world trade, consid- 
ering trading systems centered on four principal 
markets; the Western Hemisphere system (the 
United States); the European Economic Commu- 
nity and the United Kingdom system (Western Eu- 
rope), the Asia-Pacific Basin system (Japan): and 
the centrally planned economies system (Soviet 
Union), Kihl is Professor of Political Science, Iowa 
Slate University. Lutz is Associate Professor of Po- 
litical .Science, Indiana University-Purdue Univer- 
sity, Fort Wayne, Bibliography, index. 

Krommenacker, Raymond J. World-traded ser- 
vices The challenge for the eighties. Dedham, 
Mass.: Artech House, 1984 Pp xxvi, 221. ISBN 
0-89006-15.3-X. JEL 85-0475 

Analyzes issues raised by an inadequate legal 
framework for negotiating world-traded services 
and for settling disputes among trading nations, 
using a policy-oriented approach m the formula- 
tion of trade policy proposals. Argues that current 
negotiations for international rules to liberalize 
world-traded services are influenced by the in- 
creased importance of the services sector in na- 
tional production and employment in the indus- 
tralized countries and the emergence of the 
services sector as a key area for some developing 
countries; the recognition by more service indus- 
tries that their problems in dealing with foreigners 
are general trade rather than industry-specific 
problems; and the lack of general international 
rules governing world-traded services. Introduces 
the significance of services in world trade, detail- 
ing the characteristics of transactions and examin- 
ing the applicability of existing trade theories on 
world-traded services. Discusses the motivations 
behind government interventions and proposes a 
system for classifying restrictive measures. Ex- 
plores existing national and international efforts 
to regulate world-traded services, raising questions 
on where and how services should be negotiated. 
Cites the advantages of GATT as the multilateral 
negotiating forum and analyzes the negotiable 
types of agreements. Based on a Ph.D. dissertation. 
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The author is a Counselor at the General Agree- 
ment on Tariffs and Trade, Geneva. Bibliography, 
no index. 

Salazah-Cakrii.lo, Johge and Tirado de 
Alonso, Irma, eds. Trade, debt, and development 
in the Caribbean Basin. IKSCARIBh] Research 
Summaries serie.s, no 2. Miami: Florida Interna- 
tional University for the Institutes of Economic 
and Social Research of the Caribbean Basin, 1984. 
Pp. Irregular. Paper. ]EL 8.^-0476 

Seven previously unpublished papers presented 
at a Conference on Trade, Debt and Economic 
Development m Latin America sponsored by the 
Department of Economics, Florida International 
University and Wharton Econometrics Forecast- 
ing As.sociates, Inc in Miami in March 198.3. Pa- 
pers discuss: trade and development in Central 
America (Jorge Salazar-Carrillo); the possibilities 
of internalizing trade m the Caribbean Basin (Irma 
Tirado de Alonso), the importance of South Florida 
in U..8 -l.Kitin American trade (J Kenneth Lipner 
and Amitava Dutt); Colombia's foreign sector 
(Juan Jo.se Echavarria), an econometric model 
forecast of the impact of foreign trade on the econ- 
omy of South Florida (Robert David Cruz), export 
performance and prospects for the Common- 
wealth Caribbean (Compton Bourne and Wallace 
Joefield-Napier); and the benefits of Latin .Ameri- 
can integration (Eduardo R. Conesa). Contributors 
are researchers in the field of Latin American eco- 
nomics. The editors are members of the Depart- 
ment of Economics, Florida International Univer- 
sity No index. 

Sc;honkeld, Roi-and, ed. BCW-lntegration and Su- 
dosteurupa [CMEA Integration and Southeastern 
Europe]. Untersuchungen zur Gegenwartskunde 
Sudosteuropas, 24 Munich: Oldenbourg, 1984. Pp. 
298. Paper. ISBN 3-486-50871-7 

JEL 85-0477 

Fourteen edited versions of papers presented 
at a study panel of the Siidost-lnstitut in Munich 
in 1983. Papers examine the current state of eco- 
nomic integration of socialist countries within the 
Council for Mutual Economic Assistance (CMEA), 
focusing on Southeastern European member states 
as well as Yugoslavia and their relations with 
CMEA. Individual papers are grouped into sec- 
tions on methods and problems on integration; 
current state of and prospects for cooperation; and 
alternative commercial policies. The contributors 
are economic and political researchers from vari- 
ous German independent and academic institutes 
and a corporate economist. Includes a select bibli- 
ography of recent works treating the integration 
of CMEA countries. [Toussaint Holfevar] 


ScoT*r, Bruce R. and Lodge, George C., eds. U S. 
competitiveness in the world economy. Boston, 
Ma.ss.- Harvard Business School Press, 1985. Pp 
x, 543. $32.50. ISBN 0-87584-160-0. 

JEL 85-0478 

Fourteen previously unpublished papers pre- 
sented at a colloquium in the spring of 1984 at 
the Harvard Business School, one in a series of 
colloquia celebrating the school's seventy-fifth an- 
niversary. Papers describe and evaluate America’s 
changing position in the world economy. The au- 
thors overview the U.S. performance and analyze 
international competition among nations, illus- 
trate, through four case studies, the problems in 
different industries, such as high and low technol- 
ogy industries and adjustments to competition; 
and examine non-industry-siiecific U.S. policies m 
finance, government taxation and spending, trade, 
technology, employment, and corporate gover- 
nance. Focuses on U.S. strategy in the world econ- 
omy and the inconsistency between ambitious 
goals and a short-term distribution-onented strat- 
egy. The contributors are mainly in the fields of 
economics and business administration. Scott is 
Paul Whiton Chenngton Professor of Business Ad- 
ministration. and Lodge is Professor of Business 
Admmistration, both at the Harvard Business 
School. Index 

Wang, Guicuo. Sino-Amencan economic ex- 
changes The legal contnbuttons. New York; East- 
bourne. England; Toronto and Sydney; Praeger, 
1985 Pp. XI, 220. $32 95. ISBN 0-034)01659-2. 

JEL 85-0479 

Examines major issues in the bilateral economic 
relations between China and the United States 
Analyzes the pohtical and legal systems, as well 
as laws relating to the foreign economic exchanges 
of both countries. Describes the financial issues 
relevant to bilateral exchange. Examines U.S ex- 
fKJrt control laws with regard to high technology 
sales to China and U.S. antidumping and counter- 
vailing duty laws. Includes a case study of the tex- 
tile trade Proposes alternatives for the better 
growth of bilateral relations. The author is at Paul. 
Hastings, Janofsky and Walker, Los .Angeles. Bibli- 
ography; index. 

WnALiJiY. John. Trade liberalization among major 
world trading areas. Cambridge, Mass., and Lon- 
don: MIT Press, 1985. Pp. vnii. 311. $30.00. ISBN 
0-262-23120-4. JEL 85-0480 

Presents two related, empirically based general 
equilibrium models of world trade to inx'estigate 
the impacts of trade liberalization and of alterna- 
tive trade poheies on the global economy: a four- 
region model identifying the European Economic 
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Community, the United States, Japan, and a re- 
sidual "Rest of the World" and a seven-region 
model incorporating the first three areas. Other 
Developed Countries, OPEC Countries, Newly In- 
dustrahzed Countries, and Less Developed Coun- 
tries. Data obtained from these countries are used 
to generate parameter values for the functions 
representing demand and production patterns in 
the model. The techniques adopted involve coun- 
terfactual equilibrium analysis, the empirical ana- 
log of the comparative static analysis common in 
theoretical work. Mam concern of the seven-re- 
gion model is the stratification in policies between 
developed and developing countries; that of the 
four-region model is the impacts of trade policies 
on major developed countries Discusses the liber- 
alization policies of the GAIT, Imth under the 
KenntMiy Round of the 1960s and the Tokyo 
Round of 1979. Also highlights North-South issues. 
An implication of the study is that domestic |X)li- 
cies may be more important than trade policies 
in achieving a more efficient global allocation of 
re.sources. The author is Profes.sor of Economics 
at the University of Western Ontario Bibliogra- 
phy; statistical bibliography, index 

See also. Book Numbers JEL 85-0471, 85-0519, 85- 
0559 

430 Balance of Payments; International 
Finance 

BiiiiON, John E O and Marston, Richard C., 
eds Exchange rate theory and practice. National 
Bureau of Economic Research C.'onference Report. 
Chicago and London: University of Chicago Press, 
1984. Pp. IX, 528 $58,00. ISBN 0-226-05096-3 

JEL 85-0481 

Fifteen previously unpublished papers, together 
with some comments, originally presented at a 
conference of the National Bureau of Economic 
Research held in Italy at the Bellagio Conference 
Center in January 1982. Discussions are grouped 
under six headings; recent developments in ex- 
change rate theory and policy; short-run determi- 
nants of the exchange rate; asset demands and the 
exchange rate; fundamental determinants of the 
real exchange rate; foreign exchange intervention; 
and monetary policy and exchange rates. Some 
topics are: exchange rate policy after a decade of 
floating exchange rates, international interest rate 
and price level linkages under flexible exchange 
rates, international portfolio diversification, ex- 
change market intervention operations, exchange 
rate unions, and multilateral exchange rate deter- 
mination. The contributors are mainly economists. 
Bilson is Associate Professor of International Eco- 
nomics, Graduate School of Business, University 
of Chicago. Marston is Associate Professor of Fi- 


nance and Economics, the Wharton School, Uni- 
versity of Pennsylvania. Name and subject indices. 

Federal Reserve Bank of Boston. The interna- 
tional monetary .system: Forty years after Bretton 
Woods Proceedings of a conference held at Bret- 
ton Wixtds, New Hampshire, May 1984 The P’ed- 
eral Reserve Bank of Boston Conference Series, 
no. 28. Boston; Author, 1984. Pp. 27,5. Paper. 

JEL 85-0482 

Papers address the issue of international liquid- 
ity, suggest reforms of exchange rate arrange- 
ments, analyze the relationship between exchange 
rates, international capital movements, and goods 
and services trade; evaluate balance-of-payments 
adjustment and financing in the postwar era; ex- 
amine the issue of conditionality in balaiice-ol-pay- 
ments adjustment; and discu.ss the role of the IMF 
in the international monetary system. The con 
tributors and discus.sants are economists and bank- 
ers in academe, private firms, and research organi- 
zations. No index 

Friedman, Irvinc; S The world debt dilemma 
Managing country risk Washington, D C • Coun- 
cil for International Hanking .Studies; Philadelphia 
Rolierl Morns Associates, 1983 Pp xvii, 329 ISBN 
0-936742-12-7 JEL 85-048.3 

Treatise on the evolution of international lend- 
ing and the role of commercial bunks in supplying 
developing countries' needs for external finance 
Discusses the debt problem as Third World coun- 
tries, which have increased their reliance on pri- 
vate banks for their external debt requirements. 
Focuses on country risk evaluation and its manage- 
ment, stressing its importance to borrowers, who 
depend on continued access to international credit 
markets. Discus.ses the relations of commercial 
banks with the International Monetary Fund and 
with the World Bank and regional development 
agencies, which are also sources of external financ- 
ing for specific projects in the Third World. Pre- 
sents case studies of debt negotiations with official 
and private creditors for Zaire, Peru, Turkey, Su- 
dan, Jamaica, Nicaragua, Bolivia, and Costa Rica. 
Stresses the productive use of externally borrowed 
funds as an essential prerequisite for the longer 
term viability of a borrowing country. The author 
is a Visiting Professor at the University of Virginia. 
Index. 

International Monetary Fund. Balance of pay- 
ments statistics. Volume 35. Yearbook, Parts 1 and 
2, 1984. Washington, D. C.; Author, 1984. Pp. xviii, 
700; Vi, 141. $12.00, paper. ISSN 0252-3035. 

JEL 85-0484 

Two part annual yearbook containing balance 
of payments statistics for 1976 through 1983 for 
134 countries; compiled in accordance with the 
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jrnational Monetary Fund's 1977 Manual and 
ed mainly on reports sent to the Fund by mem- 
countries. Part 1 contains country sections, 
nposed ot (1) an aggregated presentation, (2) 
etailcd presentation, (3) aggregate half-yearly 
quarterly data if available, (4) aggregated 
nthly data if available, and (5) seasonally ad- 
,ed quarterly data, if so reported. Data are clas- 
3d into seven standard groups m the aggregated 
‘sentation and into 112 standard components 
the detailed presentation of the current and 
iital accounts and reserves. Part 2 aggregates 
data from 1977 through 1983 by balance of 
■ments categories. For each category, data are 
vided for countries, country groups, and the 
Id. Data are also available on computer tape, 
r pre\ ions amiotation, see ]EL no. fi3-f/736. j 
index 

:HA, Kaineh S. and TRiFKiN, Robert, eds. £u- 
‘c'i money Prohlem.’i of European monetary co- 
ination and integration Oxford. New York: 
onto and Delhi. Oxford Llnixersitv Press, CJIar- 
ion Press, 1984. Pp. xiv, 286. $24 95 ISBN (1- 
-828483-7. ' JEL H5-l)485 

e\'en previously unpublished papers, which are 
lated versions of the papers presented to the 
netary Affairs Ciroup at the opening conference 
he Centre for Kuropean Policy Studies, Bros- 
, in December 1982 An introduction by the 
tors summari/es the papers and draws general 
elusions Papers examine fundameiital issues 
ited to the process of luiropean monetary and 
hange rate coordination and constraints on and 
specls for Kiiropean monetary policy and mon- 
ry cooperation in the 1980.s The first paper, 
Robert Triffin, analyzes the internationally un 
trolled, Hexible-rate regime in force since 1971 
o papers, by roinmaso Padoa-Schioppa and 
ncesco Papadia and by Charles Coodhart, con- 
n financial innosation, structural change, and 
jact on inoiietary policies. William H Buiter 
're.sses the theoretical shortcomings of account - 
analysis for the government sector, and Rainer 
lasera draws attention to the rigidities that 
iper adjustment in various markets summariz- 
the economy. flermann-Josef Dudler juxta- 
cs national preferences and attitudes of individ- 
monetary authorities with KFC initiatives and 
corns, and Niels Thygesen assesses the P^uro- 
n Monetary System experience and its pro- 
cts. Contributors are economists. Masera heads 
Research Department. Bank of Italy, and 'I'rif- 
is Professor Fmeritus, Yale University. No in- 

so. Book Numbers JEL 85-0348, 85-0413, 85- 
0414, 85-4)457, 85-0491, 85-0495 


440 Intern AT iONAi. Investment and Foreign 
Aid 

Achilli, Michele and Khaldi, Mohamed, eds. 
The role of the Arab Development Funds in the 
world economy. New York: St. Martin’s Press in 
association with ICFI, Institute for International 
Economic Cooperation, .Milan. 1984. Pp. vii, 312. 
$32.50 ISBN 0-312-68921-7. JEL 85-0486 
Twenty-four papers, the proceedings of a con- 
ference organized in Milan in February 1983, dis- 
cuss the need for a closer integration of European 
political and financial institutions with those of the 
Arab world in resolving problems of development 
aid to developing Third World countries. Main 
subject IS the collaboration of Italian and Arab fi- 
nancial institutions to carry through a guided de- 
velopment scheme to offset the worsening of the 
crisis in industrialized countries, which has caused 
reduction in demand and prices of raw materials 
and oil The contributors are mainly administra- 
tive officials of public and private financial institu- 
tions in Europe and the Arab world. The editors 
are, respectively, President and Head of the De- 
partment in Cooperation and Development at the 
Institute for International Economic Cooperation 
in Milan Index. 

Bl'RNS, William J. Economic aid and American pol- 
icy toward Enypt, 1955-1981 Foreword by Her- 
man Frederick Hilts .Albany. Stale University 
of New York, 1985 Pp xviii, 285, ISBN 0 - 8739 , 51 - 
866-3. JEL 8.5-0487 

Study of the origins and evolution of .American 
economic aid to Egypt Considers the ways in 
which the U.S government has used its economic 
aid program to induce or coerce Egypt to support 
American interests in the quarter ct'ntury follow- 
ing the 19.55 Cizech-Egvptian arms agreement 
E'oeuses on aid as a tool of policy toward the Nasser 
regime and offers some observ ations about the role 
of American economic assistance programs in the 
Sadat era. Contends that no sensible aid policy 
can Ix^ developed without taking into account 
Egypt's domestic mood and the interaction of the 
needs, perceptions, and ambitions of the donor 
with those of the recipient Emphasizes the impor- 
tance of sorting out aims, assigning priorities, and 
adhering to them consistently. Argues that eco- 
nomic assistance, howev er dispensed, does not fur- 
nish a basis for United States-E^gyptian coopera- 
tion. The author is at the Bureau of Near ETast 
Affairs, Washington, D.C. Selected bibliography; 
index. 

Carvounis, Chris C. The debt dilemma of develop- 
inn nations Issues and cases Westport, Conn.; 
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Greenwood Press, yiiorum Books, 1984. Pp. xvi, 
189 .$.3.5 (K). ISB.N 0-89930-062-6. 

JEL 85-0488 

Pro.sents a unified framework for conceptualiz- 
ing the current external debt dilemma confronting 
major borrower developing nations with investa- 
ble economies. Kxammes the problems of “Hi-In- 
como, INon-OPEC LDCis," which have been able 
to tap commercial credit markets and now are 
m a situation where they are pre.s.sed to restructure 
their olficial and commercial repayment .sched- 
ules. Focus IS on commercial, floating-interest Ku- 
roloans from international banks over the past de- 
cade E.xamnies the general issues related to the 
LDC.’ debt crisis and the positions of borrowers, 
lenders, and negotiators. Discusses the mecha- 
nisms involved in debt restructuring and the link- 
ages among these mechanisms. Presents five ca.se 
studies, which examine the accumulation and han- 
dling of loreign debt by Turkey, Mexico, Brazil, 
.Argentina, and Poland during the period 1971 to 
the end of 1 982 The author is Associate Professor 
of Kconomics and Finance at St John's University, 
New York Bibliography, index 

iNTEBNATtONAl. FiSCAI. A.SSOtaATION Fiscal oh.tta- 
vles to the Internationa/ flow of capital lietween 
a parent and its subsidiary. Studies on Interna- 
tional Fiscal Law, vol 69a. Deventer, the Nether- 
lands, Boston, London and Frankfurt: Kliiwer for 
the International Fiscal Association, 1984. Pp. 528. 
$44,00, paper. ISBN 90-6544-1743. 

JEL 85-0489 

A general report (in English, French, German, 
and Spanish) by Klaus Vogel and 22 previously 
unpublished International Fiscal As,sociation (IFA) 
member country' reports (15 in English and .5 with 
English .summaries). Examines the problem of un- 
intentional tax barriers to foreign investment, dis- 
cussing only investments made by parent compa- 
nies in subsidiary companies and branches; the 
main weight of investigation is on the subsidiaries. 
Lists provisions of tax law that tend to act as obsta- 
cles to international investment traffic. The na- 
tional reports are on; Argentina, Australia, Austria, 
Belgium, Brazil, Colombia, Denmark, the P’ederal 
Republic of Germany, Finland, France, Great Brit- 
ain, Hong Kong, Italy, Luxembourg, the Nether- 
lands, Norway, Portugal, .Spain, Sweden, Swit- 
zerland, the United States, and Uruguay. No 
index. 

Jenkins, Rhys. Transnational corporations and in- 
dustrial transformation in Latin America. New 
York; St. Martin’s Press; London: Macmillan Press, 
1984. Pp. X, 261. $27.95. ISBN 0-312-81469-0. 

JEL 85-0490 


Examines the impact of transnational corpora- 
tions (TNGs) on economic and social change in 
Latin America, using the internationalization of 
capital approach. Presents alternative views re- 
garding the internationalization of Latin Ameri- 
can industry and overviews the history of foreign 
penetration in Latin America. Presents case stud- 
ies of the motor industry, the pharmaceutical in- 
dustry, and the export activities of TNCs. Consid- 
ers the relation of the internationalization of 
capital to both class structure and the state. Con- 
cludes that the internationalization of capital fails 
to fulfill human needs Suggests that a socialist de- 
velopment strategy in Latin America would focu.s 
on human needs, but that the TNCs would be per- 
mitted a certain involvement in fulfilling these 
needs, especially in making contributions in the 
technological sphere'. The author is Lecturer in 
the School of Development Studies at the Univer- 
sity of East Anglia. Bibliography; index. 

Mathune, Richard P OPEC’s ini'estments and the 
international financial system. Washington, D C 
Brookings Institution, 198,5 Pp. xi, 201 $26.9.5, 
cloth; $9.95, paper ISBN 0-81.57-5510-4, 

JEL 85-0491 

Analyzes the financial decisions of OPEC inves- 
tors from 1 973 to 1 982. Focuses on three aspects 
of OPEC's foreign investments since 1973; the size 
and distribution of the funds, their role in the in- 
ternational system, and the* motivations behind the 
investment strategies of the 13 OPEC nations. Ex- 
amines the adjustment problems of the interna- 
tional financial system generated by the increases 
in oil prices and assesses the disruptive potential 
of OPhXi investment decisions Presents a detailed 
analy.sis of the investment strategies of Saudi Ara- 
bia and Kuwait, as well as a review of the invest- 
ment strategies of the United Arab Ismirates, 
Qatar, Iran, Iraq, Libya, and the borrowers (Alge- 
ria, Indonesia, Nigeria, Venezuela, Equador, and 
Gabon). Also discusses OPEC's foreign aid and the 
involvement of OPEC commercial banks in inter- 
national lending and their impact on global finan- 
cial flows. Concludes that overall economic and 
financial considerations have dominated OPEC in- 
vestment strategies; only foreign aid investments 
have been tied to political concerns. The author 
is at Morgan Guaranty Trust. Index. 

Mehtz, Herbert, Jr. Peace and affluence through 
the multinational corporations. Bryn Mawr, 
Penna.: Dorrance, 1984. Pp. xiv, .312. $14.95. ISBN 
0-8059-2955-X. JEL 85-0492 

Argues that multinational corporations can dis- 
solve the conditions of war and create a world 
community; MNCs should form a world association 



New Books: Annotated Listing 


709 


and establish a code of conduct as a first phase 
of the coming new world structure. Discusses the 
role of MNCs, in undermining the nation-state sys- 
tem, mitigating the ideological conflict, erasing 
poverty, and bringing about a world culture. Pro- 
poses a World State design founded on economic 
strategies and named "ecocracy” to achieve per- 
manent peace and universal affluence. The author 
is Director, World Ecocracy Association. Bibliogra- 
phy; no index. 

IKBAKHT, EhSAN. Foreign lodns and economic per- 
formance: The experience of the less developed 
countries. New York; Eastbourne, England; Syd- 
ney and Toronto: Praeger, 1984. Pp. xiv, 134 
$29.95. ISBN 0-03-071436-2. JEL 85-0493 
Empirical study in a comparative context of the 
level of external borrowing and economic growth 
of LDCs Examines whether debt financing 
through foreign loans have increased wealth for 
LDCs. Investigates two questions- whether a coun- 
try with higher external borrowing manifests more 
favorable economic growth indicators in the case 
of two countries with similar equity capital inflow 
but different levels of foreign indebtedness and 
what the motivation is for external borrowing Dis- 
cusses the trends and .sources of debt inflow to 
LDCs based on data from the World Bank Pre- 
sents analyses of Korean and Peruvian economic 
performance. Concludes that capital in the form 
of external loans has not played its expected role 
as the "engine of growth" in the borrowing LDCs 
during the period 1963-79. Suggests that the 
spending pattern, not the volume, of loans is the 
major factor in the development process. A revised 
Ph.D. dissertation. The author is Assistant Profes- 
sor of Finance at Hofstra University, New York 
Selected bibliography, index. 

JGMAN, Alan M.; Lechaw, Donald J. and 
Booth, Laurence D. International business 
Firm and environment McGraw-Hill Series in 
Management. New York; London; Montreal and 
Delhi; McGraw-Hill Books, 1985. Pp. xx, 458. 
$30.95. ISBN 0-07-054274-0. JEL 85-0494 
Textbook written primarily for MBA students 
in the United States and Canada and also for junior 
and senior undergraduates specializing in business 
administration and commerce. Can also be used 
to supplement coursework in international eco- 
nomics, politics, law, or history. The conceptual 
framework is the multinational enterprise (MNE) 
as the leading actor. Explains the motivation, opier- 
ation, and performance of the MNE and applies 
this explanation to analyze cross-cultural conflicts, 
trade and payments, choice of foreign entry mode, 
conflict between national states and the MNE, 


codes of conduct for the MNE, technology trans- 
fer, transfer pricing, taxation, regulation, etc. Ap- 
plies the conceptual framework to analyze strate- 
gic planning and its relevance for mgjor MNE 
functional areas: finance, marketmg, production, 
and the management of human resources. Each 
chapter contains a summary, a list of key words, 
and questions An instructor's manual is available 
Bugman is at Dalhousie University, Nova Scotia, 
Lecraw is at the University of Western Ontario, 
and Booth is at the University of Toronto. Bibliog- 
raphy; name and subject indices. 

Salazar-Carhillo, Jorge and Tirado de 
Alonso, Irma, eds. Latin American external debt 
and economic growth. lESCARIBE Research Sum- 
maries series, no. 1 Miami: Florida International 
University for the Institutes of Economic and So- 
cial Research of the Caribbean Basin, 1984. Pp 
Irregular. Paper JEL 85-0495 

Seven previously unpublished papers presented 
at an international conference, sponsored by the 
Economics Department of Florida International 
University and held in Miami in February 1982 
Papers concern- the economic growth and exter- 
nal debt of Jamaica (Richard L. Bernah, the exter- 
nal debt situation of Haiti (Paul R Latortue); the 
evolution of the Dominican Republic's external 
debt over the past six years (Luis A Canela-Buenoi; 
Venezuela's foreign public debt (Pedro .4 Palma), 
current difiiculties of the Costa Rican economy 
(Juan Manuel X'lllasuso), economic structure, per- 
formance, external debt, and grow th in the Com- 
monwealth Caribbean (Compton Bourne), and 
LDC debt and the private banks (Leslie Delatour) 
Contributors are researchers in the field of Latin 
American economics. The editors are members 
of the Department of Economics, Florida Interna- 
tional University No index. 

WoRONOKK, Jon, Japan's commercial empire .\t- 
monk, N Y. Sharpe, 1984, Pp. 41,5 $30, IK), cloth; 
$14 95, paper. ISBN 0-87332-312-2 

JEL 85-04if6 

Examines Japanese overseas investment from 
the perspectives of both the Japanese and the host 
countries. Discusses the reasons for Japanese over- 
seas investment and Japan's dependence on for- 
eign sources of raw materials. Describes the 
growth of Japan's imports and exports and its ex- 
pansion into overseas manufacturing, its use of for- 
eign labor, and its investment in neocolonial coun- 
tries, Presents arguments for and against ov erseas 
investment, Elxamines how' Japan's new- order has 
improved on the past; assesses investor and host 
country balance sheets; and predicts that Japanese 
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ivill C(iiitiimi> to prow. Hililiography, 

Srr Hook \iiml..'rs Jhl. .S' j-O# T.;, SS--0-tH2. ,S'5- 

(/■IS.i. Sry-()5L^(I. ()S4(i. .H5-()r,4<S. ,S5-a5ri’ 


5(M) Adniinistration; Business I'inance; 
Marketing; Accounting 

510 Administration 

Bia.illioi/, Hot.l'.NL. '\ o/ fujtiry 

flit I'.sM'iitiak o( \lan.ij>('in(‘iit so 

nos Isiiglowooil (dills, N I and London I’ronlico 
HjII, I9.S5 IV \i. 27H .$22 95 ISBN Odd -2.Sf>«2-l^ 
5 li:i. S5-(m7 

intiodiictors snrvo) <if topics rolalod to piihlic 
polu \ that aro impoi lanl to laisinoss inanagorsand 
stiidonls ( an oi s tho (.‘s olution, c'Onc('|)lual loimda- 
tiuns, historical dovclojiinonls, and tht' oriKins of 
public polu'S', a.s ssidl as the public policy process, 
its iiupjcl on businc.ss and maiiatroiiu’iil, public 
issues iiiaiia^onu'iit, corporate political activities, 
and ths' future of public polics Selected refer- 
ences are included at tho end of each cha[)ter 
Tho author is at the I'luscrsits of Texas, Dallas 
Index 

d.osK, .AH'IHPH C A\t) Cl r ll,s,J()t)V, eds S'/iluiiiiil 
directory of iorfkirate public ajf(itr.\. tW.'i Third 
edition Washington, D (i . (Columbia Hooks, [19S3, 
im-i] 1985 Pp. 491 .$,50 00, paper I.SH.N 0- 

9 1 04 1 (i-5 1 -6 JEL 85-041)8 

.Annually updated directory of the companies 
and people involved in corporati' public affairs ac- 
tivitie.s in the United States, The first section lists 
approximately 1,500 corporations with public af- 
fairs programs alphabetically with addresses of the 
company headquarters and each company’s Wash- 
ington, D C., office, political action committee, 
corporate foundation /contributions, and public af- 
fairs-rclated ixjrsonnel and publications, where 
they exist. The second section is a composite alpha- 
betized listing of all public affairs personnel in the 
book (about 9,000) and includes their titles, com- 
pany affiliations, addresses and phone numbers, 
and where they are registered as lobbyists at both 
state and national levels. New features of this edi- 
tion are: a brief description of the company’s busi- 
ness; a summary of the objectives and focus of 
the company’s philanthropic activity; an industry 
index listing companies by their principal business 
specialization; and a geographic index listing com- 
panies by city and state. 


Kii-ON, SAMPiil.. The art of rerkoninfc Analysis of 
tterforinance criteria. Decision Science series 
Ixindon; Orlando; Toronto and Sydney: Harcourl 
Brace jovanovich. Academic Press, 1984, Pp. xv, 
.507 $;19.50 ISBN 0-12-234080-9. 

JEL 85-0499 

Develops and expounds a methodology of ”m- 
cremenlal calculus,” which is concerned with the 
magnitude of percent changes of key variables in 
managerial economics. The method permits analy- 
sis at the aggregate level a.s well as disaggregation 
to any desired level of dc'tail employed in conjunc- 
tion with any performance criteria for models that 
meet the needs of control and decision centers 
Presents e.xamples to illustrate the use of iiicre- 
mi'ntal calculus m model building and in sensitiv- 
ity analysis of costs (total and unit), the factor in 
jnits cost modi'l, the fixi'd and variable cost model, 
.md the reLitioiiship bi’tween price and volume. 
Discusses rf'vemie and profit, including net and 
gross prolit margins, retiirii on investment, and 
corporate [il.mning Mav be used as a textbook 
for courses m managerial and business economics 
(Chapters include exercises The author is a mem- 
ber of the Dep.irtmeiit of Managemi'iit Scienci-, 
Imperial Uollege of .Science and Technology, Lon- 
don (llossarv, index 

pKDKHCltliF.N, A, Markm Mil control iirohlenn 
Eiinctional ci/uations and alnorilhms .Mathemati- 
cal (.’eiitre 'I'racts, no 97 .Amsterdam Matherna- 
ti.seii (.'(‘iitrum, 1983 Pp vii, 2)2. f 31.-, paper 
ISBN 9(1-8 1 96- 1 6.5-3 JEl, 85-0500 

Drscussioii of Markovian control prolilems, org.i- 
nized in two parts. Markov decision theory and 
stochastic games, the latter result from the exten- 
sion of the theory to thf> case where several players 
control the system simultaneously. Reviews vari- 
ous successive approximation methods for Markov 
decision problems with finite state and action 
.spaces. Discusses the contraction mappings that 
underlie undiscounted Markov decision problems 
and noustationary Markov decision problems with 
converging parameters Presents successive ap- 
proximation methods for solving nested functional 
equations in Markov decision theory and considers 
the optimality equation used in average cost denu- 
merable state semi-Markov decision problems An- 
alyze.s n -person stochastic games, the functional 
equations in undi.scounted and .sensitive dis- 
counted stochastic games, and succe.ssive approxi- 
mation methods in two-per,son zero-sum stochastic 
games. Requires knowledge of basic principles of 
mathematical optimization, linear algebra, calcu- 
lus, Markov chain theory, and elementary game 
theory. A Ph.D. dissertation in 1978. The author 
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is at the Graduate School of Business, Columbia 
University. No index. 

Ford, Charles H. Think smart, move fast. New 
York: Amacom, 1982. Pp. x, 255. $9.95, paper. 
ISBN 0-8144-7624-4. JET 85-0501 

Originally published as The Super Executive’s 
Guide to Gettinft Things Done (1982). Argues that 
“super executives" have a unique approach to 
problems and opportunities that others can learn. 
Describes the ways top-level executives make de- 
cisions and solve problems The cornerstone of this 
approach is the executive’s problem-impact analy- 
sis of problems. Proposes a “management by deci- 
sions” program as the key to increasing the tempio 
of an organization. Discn.sses the importance of 
reacting positively and how good communications 
are rooted in listening Uses case studies and exam- 
ples throughout. The author is President of the 
Duval Company, Norwood, Massachusetts. Index. 

Koene, J. Minimal cost flow in processing networks 
A pritnal approach. C.Wl Trad, no 4 Amsterdam. 
Centre for Mathematics apd Computer Science. 
1983 Pp IV, 157 f 22 70, paper ISBN 90-6196- 
270-6 JEL 85-0502 

Monograph on processing network problems, 
which models certain refining and blending pro- 
ce.sses that arise in production planning environ- 
ments in the process industry and certain other 
situations. Discusses the primal simplex algorithm 
for linear-programming problems with .simple up- 
per bounds. Presents primal simplex based solu- 
tion procedures for pure processing networks in- 
volving two mathematical formulations for the 
minimal cost flow problem, for generalized pro- 
cessing networks, and pure or generalized process- 
ing networks with additional linear constraints 
Considers the applicability of the procedures to 
solving real-world industrial or managerial prob- 
lems and the expected computational perfor- 
mance. Koene is at the (Center for Mathematics 
and C^omputer Science, Amsterdam, Subject in- 
dex. 

Lawrence, Peter, Management in action Ixin- 
don; Boston and Melbourne: Routledge & Kegan 
Paul, 1984 Pp, X, 150. $12,95, paper. ISBN 0- 
7100-9908-8. JEL 85-0503 

Deals with the world and work of managers, 
primarily centered on production managers and 
general managers in charge of factories, who are 
concerned with the organization of production 
and direction of manufacturing concerns. Study 
involves a series of interviews principally con- 
ducted in Great Britain and West Germany with 


production managers, a questionnaire survey, and 
observational case studies in 35 companies. Exam- 
ines managers' jobs, the content of management 
work, relations between departments, industrial 
relations, differences in performance of West Ger- 
man and British firms, policy decision-making and 
problem solving, and the work and distinctive re- 
sponsibilities of upper level managers. Also dis- 
cusses the influence of the environment on the 
company. The author is Senior Lecturer in opera- 
tions management and international business at 
the University of Loughborough. Index. 

Levinson, Harry and Rosenthal, Stuart CEO: 
Corporate leadership in action. New York- Basic 
Books, 1984. Pp. viii, 308 $19.95 ISBN 0-465- 
00790-2. JEL 8.5-0,504 

Documents actual business behavior in order to 
learn how leaders accomplish their missions and 
to develop a definition of leadership Contains 
synopses of the experiences of six chief executive 
officers of major American corpiorations Walter 
B. Wriston (Citicorp), Thomas J. Watson, Jr (IBM), 
Reginald 11. Jones (General Electric), Arthur O 
Sulzberger, Jr (New York Times), John W Hanley 
(Monsanto), and Ian K. MacGregor (AMAX) Based 
on interviews with the leaders and with associates 
who have observed their behavior over an ex- 
tended period of time, annual reports, company - 
related publicaDons, and managerial literature. 
Levinson is President of the Levinson Institute 
and teaches at Harvard Medical School and Grau- 
date School of Education. Rosenthal is an Associate 
at the Levinson Institute and Director of Psychia- 
try and Community Mental Health Services at 
Newark Beth Israel Medical Center. Index. 

Pappas, James L and Hirschey, Mark Funda- 
mentals oJ' managerial economics. Second edition. 
Chicago; Montreal; London and Sydney Holt. 
Rinehart and Winston, Dryden Press, [1981] 1985. 
Pp xxii, 586 ISBN 0-03-071033-2 

JEL 85-0505 

Updated and revised, including the elimination 
of some materials, rearrangement of data presen- 
tation, inclusion of new topics and expansion of 
chapter topics, and addition of new illustrations. 
The problem sets contain a broader variety of deci- 
sion situations and have been revised to reinforce 
the relationship between economic analysis and 
managerial decision making Solved problems 
have been added at the end of each chapter: in- 
cludes a new appendix on the mathematics of mar- 
ginal analysis. Chapters also include summaries 
and questions [See JEL no. 81-0780 for previous 
annotation.) The authors are at the llniversity of 
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Wisconsin-Madison and University of Colorado, 
respectively. Index. 

Pickering. J. F. and Cockehill, T. A. J., eds. The 
economic management of the firm. Oxford; Allan. 
Totowa, N.J : Barnes & Noble Books, 1984. Pp. 
vii, 424. $28.50. ISBN 0-389-20495-1. 

JEL 85-0506 

Fourteen previously unpublished papers discuss 
how economic analysis and the insights from eco- 
nomic research can be used to guide and inform 
managerial decisions. Papers reflect varying views 
on the effective interaction between the science 
of economics and the management process; a num- 
ber of papers explore specific ways in which eco- 
nomic concepts and techniques and empirical evi- 
dence contribute to strategic and functional 
management in the company. Topics include: 
planning the development of the firm; organiza- 
tional structure; organizational control and perfor- 
mance; managing in the macroeconomic environ- 
ment; the firm and its social environment; the 
management of marketing, finance, personnel, 
and risk and uncertainty; multinationals; public 
enterprises, and the small firm. The contributors 
are mainly British economists and management 
scientists. The editors are at the University of Man- 
chester, Institute of Science and Technology. Sub- 
ject and author indices. 

SuDiT, Ephraim F. Froductwity based management. 
Studies in Productivity Analysis. Boston, The 
Hague and Lancaster; Kluwer-Nijhoff; distributed 
in North America by Kluwer-Academic, Hingham, 
Mass., 1984. Pp. xi, 158. $29.95. ISBN 0-89838- 
153-3. JEL 85-0507 

Analysis of productivity based management, en- 
compassing planning, decision-making, and con- 
trol methods and techniques designed to measure, 
monitor, induce, and improve productivity perfor- 
mance in production, financial planning, market- 
ing, and international operations. Argues that 
productivity based management is likely to im- 
prove significantly the efficiency and effectiveness 
of economic enterprises. Defines productivity con- 
cepts; discusses productivity indexes (including 
Total Factor Productivity [TFP], cost functions, 
the use of productivity accounting in financial 
analysis, and TF'P-based financial analysis). Exam- 
ines the use of efficiency measures in marketing 
and productivity based management in interna- 
tional operations, in the public sector, and in regu- 
lated industries. Includes several case studies. The 
author is at Rutgers University. Name and subject 
indices. 

lee also: Book Numbers JEL 85-0428, 85-0527, 85- 
0529 


520 Business Finance and Investment 

Davis, Edward W. and Pointon, John. Finance 
and the firm. Oxford; New York; Toronto and Syd- 
ney: Oxford University Press, 1984. Pp. xv, 314. 
$34.50, cloth; $16.95, paper. ISBN 0-19-877025- 
1. JEL 85-0508 

Evaluates the theory of investment and finance 
and provides a basis for the application of theory 
within the context of the U.K. financial system. 
Examines alternative methods of investment ap- 
praisal and the extent to which they are consistent 
with the efficient allocation of resources. Discusses 
present value, internal rate of return, cash flows, 
inflation in project appraisal, capital rationing, risk 
analysis, portfolio risk, and taxation and project 
appraisal in the U.K. context. Develops a frame- 
work for analysis of the significance of financial 
policy for the value of the firm. Discusses the valu- 
ation of stocks and shares, capital structure, and 
dividend policy and valuation; considers partial 
and general equilibrium models for both the U.S. 
and U.K. tax systems; and supports the case for 
a constrained financial policy. Reviews mecha- 
nisms by which firms may raise capital, either 
short-term through the banking system or by 
means of new issues of equity on the Stock Ex- 
change Evaluates the significance to the firm of 
both theoretical and real world applications of fi- 
nance and of the dichotomy of policy choice which 
this presents. Chapters include summaries, read- 
ing recommendations, and exercises. Bibliogra- 
phy; subject and author indices. 

Dyker, David A. The process of investment in the 
Soviet Union. Soviet and Eiast European Studies. 
Cambridge; New York and Sydney: Cambridge 
University Press, 1983. Pp. vii, 254. $24.95. ISBN 
0-521-24831-0. JEL 85-0509 

Examines and evaluates the process of invest- 
ment in the Soviet Union — from policy formation 
and planning through to the actual construction 
site. Analyzes the formal system of approval and 
confirmation of investment decisions. Discusse: 
the design organizations and the civilian Soviei 
building industry. Analyses the impact of official 
state doctrine on the investment process. Present: 
five case studies — Bratsk hydroelectric station, pii 
development in the Karaganda Basin, the Nurel 
hydroelectric station, the engineering industry ir 
Tadzhikistan, and West Siberian oil and gas devel 
opment. Uses the case studies to illustrate the in 
teraction of different factors, including productior 
externalities, priority, and technobgy. Contend: 
that elements of inefficiency in the implements 
tion of investment projects are unlikely to be te 
moved unless radical changes occur in the Sovtc 
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planning and managment system. Based on a 1978 
Ph.D. dissertation presented at the University of 
Sussex. Glossary; select bibliography; name and 
subject indices. 

ISHIKAWA, Akira. Strategic budgeting: A compari- 
son between U.S. and Japanese companies. New 
York; Eastbourne, England; Toronto xuid Sydney: 
Praeger, 1985. Pp. xi. 225. $31.95. ISBN 0-03- 
071852-X. JEL 85-0510 

Discusses the relationship of strategic budgeting 
to strategic planning and to formulating and revis- 
ing corporate missions and objectives involved in 
acquiring, employing, and dispensing tangible and 
intangible resources. Focuses on how to establish 
the strategic budget and implement it and how 
to effectively introduce, manage, and enhance 
strategic budgeting. Considers the nature and ne- 
cessity of strategic budgeting, the historical back- 
ground, management procedures, cross-impact 
analysis, transition and implementation, case stud- 
ies, strategic budgeting for small and medium-size 
firms, and the future direction of strategic budget- 
ing. The case studies illustrate concepts and are 
drawn from the actual experiences of ABC Inter- 
national, C'anon Company, and Apollo Industries. 
The author is Professor of International Politics, 
Economics, and Business Administration, Aoyama 
Cakuin University, Japan. Index, 

PURDEN, Christine, ed. Selected income tax aspects 
of the purchase and sale of a business: Corporate 
Management Tax Conference. 1084. Toronto- Ca- 
nadian Tax Foundation, 1984 Pp xii, 347. $35 00. 
paper. ISBN 0-88808-022-0 JEL 85-0511 

Thirteen previously unpublished conference pa- 
pers examine a wide range of income tax factors 
pertaining to the purchase and sale of a business 
Specific topics concern split-ups of public and pri- 
vate companies; divestiture and the courts; tax im- 
plications arising from changing ownership con- 
trol; use of partnerships and tru.sts in purchase and 
sale transactions; purchase and sale of a business 
within a family, as.sets, shares, and a Canadian bu.si- 
ness by a non-resident; and Canadian acquisition 
of a foreign business and a U.S. business. The con- 
tributors are mainly private tax practitioners. No 
index. 

530 Marketing 

K-AVnak, Erdener, ed. International marketing 
management. New York; Eastbourne, England; 
Toronto and Sydney: Praeger, 1984. Pp. xxii, 361. 
$37.95. ISBN 04)3-071714-0. JEL 85-0512 
Twenty-one papers, most originally published, 
make up a volume of readings in international 


marketing management. Discusses the current sta- 
tus of international marketing management in an 
introduction. The other papers are presented un- 
der the headings: (1) new concepts and develop- 
ments in international marketing, (2) international 
industrial marketing, (3) international marketing 
research, (4) the internationahzation process, (5) 
cross-cultural /national marketing strategy for in- 
ternational markets, and (6) a prognostic approach 
A number of papers include case studies involving 
specific countries or regions. The contributors are 
mainly in the fields of marketing and business ad- 
ministration. The editor is Professor of Marketing, 
Department of Business Administration, Mount 
Saint Vincent University, Halifax, Nova Scotia. Se- 
lected bibliography; index. 

Kindra, G. S., ed Marketing in developing coun- 
tries. New York. St. Martin's Press, 1984. Pp. xii, 
259 $29.95. ISBN 0-312-51531-6. 

JEL 85-0513 

Thirteen previously unpublished papers on the 
role of marketing in stimulating economic and so- 
cial development by the promotion of social goals, 
such as birth control, education, investment, and 
hygiene. The papers are aimed at students, manag- 
ers, and bureaucrats of developing countries; also 
they may provide an insight for Western commu- 
nities interested in understanding the Third World 
perspective Three papers explore the link be- 
tween marketing and strategies of economic de- 
velopment Three papers present case studies of 
and suggestions for marketing in Egypt, Hong 
Kong, and Africa. The other papers deal with the 
process of marketing birth control in LDCs; the 
task of marketing education in the Third World; 
market imperfections and the implications for 
multinationals; a general model of comparative 
marketing, state enterprises from a marketing per- 
spective; and problems of marketing research in 
LD(3 The editor is Assistant Professor and Coor- 
dinator of Marketing at the University of Ottawa. 
Index 

Luther, William M. The marketing plan. How to 
prepare and implement it. New York; American 
Management Associations. 1982. Pp. 182. $10.95, 
paper. ISBN 0-8144-7623-6 JEL 85-0514 

Discusses the development of a marketing plan 
for a business. Discusses strategic and marketing 
plans and the responsibilities and relationships of 
client marketing personnel and advertising agen- 
cies in preparing and executing plans. F'xamines 
five matrices for determining which products or 
services should be covered m the marketing 
plan — share of market and return on investment, 
production curve, growth-share, industry Kfe cy- 
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cle, and competitive market strengths and strate- 
gic options. Also covers the components of the 
communications plan (advertising, public rela- 
tions, and sales promotion), marketing and com- 
munications research, and sales management. The 
author is a consultant and lecturer in the manage- 
ment, marketing, and computer fields. Index. 

ITAPI.ETON, John. Elements of export marketinff 
pjlcrnents of Overseas Trade Series. Cambridge, 
England, and Dover, N H.: Woodhead-Faulkner, 
1984 Pp. ,xiv, 170. $11 25, paper ISBN 0-85941- 
233-4 JEL 85-0515 

Textbook that fulfills the requirements of the 
syllabuses for the Certificate in Overseas Trade 
of the Business Education Council and of the 
Foundation Course in Overseas Trade sponsored 
by various profe.ss'ional groups in Great Britain. 
Also takes into account the practical needs of 
exporters. Considers the following topics: inter- 
national marketing management and practice, 
serv'ices available to exporters: international mar- 
keting research, organization, pricing, planning, 
selling and sales management, communications, 
and sales promotion. Flach chapter concludes with 
a sununary and questions. Provides checklists for 
international campaign planning. Contains a 
checklist of topics covered, suggested further read- 
ing, and useful addresses. The author is a Senior 
Lecturer, Department of Marketing and Advertis- 
ing, College of Distributive Trades, London. In- 
dex. 

540 Accoi/ntinc 

YDDELTON, D. R, On a cloth untrue: Inflation ac- 
counting: The way forward Cambridge, England, 
and Dover, N.H.; Woodhead-Faulkner, 1984. Pp. 
X, 133. $25.00. ISBN 0-85941-250-4. 

JEL 85-0516 

Argues that continuing to use the monetary unit 
as the unit of measurement in times of inflation 
inevitably fails to account fully for changes in the 
purchasing power of money. Therefore, both 
historical cost and current cost accounting are 
inadequate as systems of currency debasement. 
Advocates the constant purchasing piower (CPP) 
method of inflation accounting and describes the 
method and its logic. Presents the political back- 
ground of accounting for currency debasement in 
Britain since World War II. Focuses on the Sandi- 
lands Report (advocating the current cost method) 
of 1975 and refutes the arguments against CPP. 
Proposes a new constant purchasing power "state- 
ment of Standard Accounting Practice." The au- 
thor is Professor of Finance and Accounting, Cran- 
field School of Management. Index. 


600 Industrial Organization; 

Technological Change; Industry Studies 

610 Industrial Organization and Public 
Policy 

AscH. Peter and Seneca, Rosalind. Government 
and the marketplace. Dryden Press Series in Flco- 
nomics. New York; London; Toronto and Sydney: 
Holt, Rinehart and Winston, Dryden Press, 1985. 
Pp. xviii, 492. ISBN (M)3-()62633-l. 

JEL 85-051 7 

Textbook on government activity in the market- 
place, designed for use in upper-level undergradu- 
ate and business school courses concerned with 
government and business Emphasizes economic 
analysis of public policy, i e., the motivations for 
and the effects of government action. Incorporates 
a number of recent analytical developments that 
carry implications for public decision making. Or- 
ganized in four parts: (1) basic issues, including 
relevant theory underlying government interven- 
tion in the marketplace; (2) government policies 
that encourage competition and rely on the mar- 
ket, principally antitrust laws and enforcement 
programs; (3) traditional regulation of public utili- 
ties; and (4) newer types of regulation that rep- 
resent recent expansion of government's role in 
areas .such as environmental and consumer protec- 
tion in response to problems posed by public 
goods, externalities, and inefficiencie.s in informa- 
tion markets. Prerequisite is a course in elemen- 
tary principles of microeconomics. Asch is Profes- 
sor of Economics at Rutgers University, and 
Seneca is Associate Professor of Economics at 
Drew University. Subject, name, and case indices. 

Besen, Stanley M., et al. Misregulating television: 
Network dominance and the FCC. Chicago and 
London: University of Chicago Press, 1984. Pp. 
viii, 202. $24.00. ISBN 0-226-04415-7. 

JEL 85-0518 

Explores the premises underlying the U.S. gov- 
ernment’s regulatory approach to television net- 
works during the past three decades and analyzes 
how regulation of commercial practices might af- 
fect the industry’s performance in an expanded 
marketplace. The authors are economists and law- 
yers who participated in the 1980 FCC network 
inquiry. Argues that the formation of new net- 
works should be encouraged by lowering entry 
barriers rather than by restricting commercial 
practices and proposes a less intrusive regulatory 
model. Discusses the economic functions of televi- 
sion networks and describes network dominance. 
Develops a series of criteria to measure desirability 
and utility of regulations of the commercial prac- 
tices and economic structure of television net- 
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works. Surveys the history, present system, and 
proposals for federal economic regulation. Assesses 
controls regulating network-affiliate dealings; gov- 
erning agreements between networks and pro- 
gram suppliers; and limiting the types of entities 
networks may own or control. Besen is a Senior 
Economist, Rand Corporation. The other authors 
are Thomas G. Krattenmaker, A. Richard Metzger, 
Jr., and John R. Woodbury. Index. 

Bugg, Ralph and Whitehead, Geoffrey. Ele- 
ments of transportation and documentation. Ele- 
ments of Overseas Trade Series. Cambridge and 
Dover, N.H.. Woodhead-Faulkner, 1984 Pp. xiii, 
290. $11.25, paper. ISBN 0-S5941-299-fi. 

JEL 85-0519 

Textbook describing the activities necessary to 
arrange the exportation of goods. Follows the sylla- 
bus guidelines given in the Foundation Course in 
Overseas Trade, which is recognized by four pro- 
fessional groups in Great Britain; the Institute of 
Export, the Institute of Freight Forwarders, the 
Society of Shipping Executives, and the Institute 
of Marketing. Covers the procedures and methods 
involved in transporting freight. Considers office 
organization for overseas trade, consignment de- 
livery terms for all forms of transport, packing and 
marking, international transport modes, customs 
requirements, export documents, systems for ex- 
port orders, and postal services for exports Final 
chapters concern costing and accounting and the 
future of freight forwarding. Each chapter con- 
cludes with a summary and questions. Contains 
a glossary of basic exporting terms, a checklist of 
topics for students, and a list of useful publications 
and addresses. Bugg is a Lecturer in Export Trade, 
Thurrock Technical College. Whitehead is a full- 
time writer. Index. 

Cameron, Peter D. Property riffhts and sovereign 
rights: The case of North Sea oil. Law, State and 
.Society Series, no. 12. London; New York; Sydney 
and Toronto: Harcourt Brace Jovanovich, Aca- 
demic Press, 1983. Pp. x, 210. $32.00. ISBN 0- 
12-157060-6. JEL 85-0520 

Examines oil company-state relations during the 
North Sea development, focusing on the petro- 
leum production license as a legal form of permit 
and regulation in the United Kingdom. Highlights 
the constraints of both socialism and nationalism 
on private operations in an advanced capitalist so- 
ciety. Explains the legislation enacted by the La- 
bour Government elected in 1974, which stressed 
majority state control of multinational oil compa- 
nies operating in the U.K. North Sea, revision of 
the terms of already awarded petroleum licenses, 
and taxation measures to reduce company profits. 


Discusses the impact of the British National Oil 
Corporation on the political and legal issues in- 
volved in the dispute over the power of private 
property and the role of the state. Explains how 
private oil companies used legal devices to repro- 
duce the power they had attained m the early 
1970s. A revised Ph.D. dissertation. The author 
is at the University of Dundee. Bibliography; in- 
dex. 

Crew, Micheal A., ed. Analyzing the impact of 
regulatory change in public utilities Lexington, 
Mass., and Toronto: Heath, Lexington Books, 1985. 
Pp. xii, 192. $24 00. ISBN 0-669-07341-5 

JEL 85-0521 

Eleven previously unpublished papers originally 
presented at two seminars held at Rutgers Univer- 
sity in October 1983 and .May 1984. Provides the 
background and analysis relevant to policymakers, 
regulators, and managers in adjusting to regula- 
tory change in public utilities. Four papers deal 
with the operation of existing regulations and im- 
plications for improving them by: providmg esti- 
mates of return deficiencies in a sample of 75 large 
electric utilities: examining revenue requirements 
by analysis of the problem of imperfect informa- 
tion; analyzing the problem of taxation of utilities; 
and discussing the nature of scale and scope econo- 
mies in cable television, using econometric analy- 
sis. Other papiers discuss- the cost structure of 
vertically integrated companies, a propiosal to 
make regulaDon more concerned with efficiency 
through a program of managenal incentives; the 
reintegration of the U.S. telecommunications sys- 
tem; the methodology upon which the forecasts 
of the American Gas Association are made and 
the problem of conservation m the residential mar- 
ket; the effects of deregulation on the demand and 
supply of natural gas; and the piotential that tech- 
nological changes in metering and microcompu- 
ters have for rate design and capacity plarming 
in water supply. The contributors are mainly pro- 
fessors in economics and business administration. 
The editor is Professor of Economics, Graduate 
School of Management, Rutgers University. No in- 
dex. 

Harwcxid, Richard C. Industrial policy as a na- 
tional issue. A bibliography A PURRC Special 
Report. Princeton, N.J.; Princeton University, 
Woodrow Wilson School of Public and Interna- 
tional Affairs, Princeton Urban and Regional Re- 
search Center, 1984. Pp. xii, 7 1 . Free, pi^r. ISBN 
0-538882-12-0. JEL 85-0522 

Provides 950 information sources on the indus- 
trial policy issue, which has been in the foreground 
of American politics and economic policy debates 



716 


Journal of Economic Literature 


since 1981 when recessions and structural changes 
appeared in the U.S. economy. Covers political, 
economic, domestic, international, institutional, 
and comparative dimensions of the issue. Refer- 
ences are divided into eleven categories: decline 
of American industry, industrial policy strategies, 
international industrial policies, trade, adjustment 
policy, employment-labor policy, organized labor, 
national development bank (Reconstruction Fi- 
nance Corporation), tax policy, automobile and 
steel industry. Lists separately Congressional Re- 
■search Service Reports, U.S. General Accounting 
Office Reports, and general topics. No index. 

Jacquemin, Alexis, ed. European industry. Public 
ix>licy and corporate strategy. Oxford; New York; 
Toronto and Delhi; Oxford University Press, Clar- 
endon Press, 1984. Pp. xiv, 377. ISBN 0-19- 
82848&-1. ] EL 85-0523 

P'ourteen previously unpublished papers, which 
originated at a conference on “Western European 
Priorities” held in December 1982 in Brussels as 
the inaugural event of the Centre for European 
Policy Studies. Papers consider industrial policies 
as tools for affecting the speed of the process of 
resource allocation among and within industrial 
sectors. Authors discuss the principles guiding cur- 
rent industrial policies, the instruments for imple- 
menting them, the decision processes, the eco- 
nomic and political experience in Europe, and the 
actual priorities. The papers are organized in three 
parts: (1) the present predicament of European 
indastry and current piolicies, (2) sectoral patterns 
of adjustment and intervention, and (3) corporate 
strategy and the future of Europiean industrial poli- 
cies. The editor notes a consensus on the need 
for maintaining a decentralized and open eco- 
nomic system within the European Economic 
Community, founded on the willingness to take 
risks to encourage mobility of resources and cre- 
ativity. The contributors are economists. The edi- 
tor is Professor of E)conomics, University of Lou- 
vain-la-Nueve, and Senior Fellow at the Centre 
for European Policy Studies, Brussels. No index. 

Kolbe, a. Lawrence and Read, James A., Jr. The 
cost of capital: Estimating the rate of return for 
public utilities. With George R. Hall. A Charles 
River Associates Study. Cambridge, Mass., and 
London: MIT Press, 1984. Pp. vui, 183. $25.00. 
ISBN 0-262-11094-6. ]EL 85-0524 

Originally prepared as a handbook to provide 
the staff of the California Public Utilities Commis- 
sion with technical information and analysis on 
the various approaches to estimating the cost of 
equity capital and their use in establishing rates 
of return for utility investors. Focuses on the iden- 


tification of the “fair” rate of return for the regu- 
lated compiany, on the examination of the available 
techniques for estimating it in actual practice, and 
on the exploration of the assumptions underlying 
these techniques. Reviews the criteria for evaluat- 
ing the cost-of-capital estimation methods and dis- 
cusses five major methods; comparable earnings, 
discounted cash flow, capital asset pricing model, 
risk positioning, and market-to-book ratio. Dis- 
cusses new approaches: the empirical capital asset 
pricing model, an approach for industries without 
traded stocks, and multifactor models. The authors 
are at the Charles River Associates, Boston. Index. 

Lafferty, Ronald N.; Lands, Robert H. and 
Kirkwood, John B., eds. Impact evaluations of 
Federal Trade Commission vertical restraints 
cases. Washington, D.C.: Federal Trade Commis- 
sion, Bureau of Economics and Bureau of Compe- 
tition, 1984. Pp. 477. Paper. JEL 85-0525 

Con.sists of an overview and assessment of the 
Vertical Restraints Impact Evaluation Project (be- 
gun in 1978 as a joint project of the Federal Trade 
Commission's Bureau of Competition and Bureau 
of Economics) by the editors; two project protocols 
(Richard E. Caves and Benjamin Klein); and five 
impact evaluation reports of ITC cases amenable 
to economic analysis: (1) Levi Strau.ss (Sharon 
Oster), Interco-Florsheim Shoes (Timothy Green- 
ing), audio components (William A. McEachern 
and Anthony A. Romeo), hearing aids (Howard P 
Marvel), and industrial gases (Gerald Brock). The 
purpose of the project was to provide a clearer 
understanding of the mechanisms by which verti- 
cal restraints (also known as resale price mainte- 
nance) can enhance or impede consumer welfare, 
the appropriate antitrust treatment of vertical re- 
straints, and the effects of FTC action. Considers 
implications for vertical restraints enforcement 
policy. Suggests that the current resale price main- 
tenance standard, per se illegal with no exceptions, 
is not in the public interest. The editors are at 
the Bureau of Competition and Bureau of Eco- 
nomics, Federal Trade Commission. No index. 

Mulholland, Joseph P. The ban on intramajor 
joint bids in federal petroleum offshore lease sales: 
An evaluation. Washington. D.C.; Federal Trade 
Commission, Bureau of Exionomlcs, 1984. Pp. viii, 
84. Paper. JEL 85-052t 

Compares bidding activity in the Outer Conti- 
nental Shelf (OCS) during the periods before and 
after enactment in December 1975 of the ban 
specifying that producers with international petro- 
leum production greater than 1.6 million barrels 
per day may not join together in bids for federal 
offshore leases. Outlines patterns of joint venture 
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activity in the OCS sector, identifying changes that 
have occurred under the ban, which arose out of 
concern that joint bids among the major oil pro- 
ducers were reducing government revenues. Dis- 
cusses the issues involved in the effect of intrama- 
jor joint ventures on competition in the bid 
market. Analyzes data from the period 1973-79 
lease sales, consisting of the seven developmental 
auctions in the Louisiana-Texas area in the Gulf 
of Mexico. Finds no support for the need for some 
type of limitation on major joint ventures to im- 
prove bid-market performance or for the proposi- 
tion that the intramcyor joint venture ban has 
achieved significant competitive benefits. The au- 
thor is Staff Economist, Bureau of Ek;onomics, Fed- 
eral Trade Commission. No index. 

Nance, John J. Splash of colors: The self-destruction 
of Braniff International. New York: Morrow, 
1984. Pp. 426. $16.95. ISBN 0-688-03586-8. 

JEL 85-0527 

Behind-the-scenes story of the growth and de- 
struction of Braniff International Airlines written 
by a pilot who flew for Braniff until May 1982, 
when the company filed for bankruptcy Follows 
the airline’s evolution from the time that Harding 
Lawrence became president of the company in 
1965. Investigates what can cause a successful cor- 
poration to fall apart. Appendices provide selected 
financial information on BraniflT s performance 
from 1965 through 1981 and a listing of source 
material. The author is a practicing lawyer in Ta- 
coma, Washington. Index. 

Nelson, Richard R. High-technology policies A 
five-nation comparison. AEl Studies in Economic 
Policy, no. 412. Washington and London: Ameri- 
can Enterprise Institute for Public Policy Re- 
search, 1984. Pp. xiii, 94. Paper. ISBN 3-8447- 
3565-5. JEL 85-0528 

Examines government policies supporting tech- 
nological advance in industry. Focuses on three 
major industry complexes (semiconductors and 
computers, civil aircraft, and nuclear power) and 
programs and piolicies in five countries (the United 
States, France, Great Britain, West Germany, and 
Japan). Reviews characteristics of technological ad- 
vance in leading industries. Analyzes policies sup- 
porting high-technology industries in the five 
countries and relates them to case studies of the 
three mgjor industry complexes In each country. 
Suggests plausible directions for U.S. policy. The 
author is Elizabeth S. and A. Varick Stout Professor 
of Social Science at Yale University. Bibliography: 
no index. 

OToole, Laurence J., Jr. and Montjoy, Robert 
S. Regulatory decision making: The Virginia Stale 


Corporation Commission. Charlottesville: Univer- 
sity Press of Virginia for University of Virginia, 
Institute of Government, 1984. Pp. xiv, 389. 
$32.50. ISBN 0-8139-1034-X. JEL 85-0521 

Study of regulatory administration, describin 
the decision-making process of the Virginia State 
Corporation Commission (SCQ, employing the 
perspectives of regulation theory, public adminis- 
tration approaches, and organization theory. Dis- 
cusses how the decision-making processes have 
been affected by the political and economic envi- 
ronments of the SCC; describes the interactions 
between this organization and the state legisla- 
ture; and how institutional arrangements relate 
to efficiency, due process, and responsiveness. 
Contends that the decisions of regulatory bodie: 
are substantially affected by their decision-making 
processes. Presents two case studies — the regula- 
tion of credit life insurance and a rate increase 
request by the Virginia Ellectric and Power Com- 
pany — to illustrate the patterns of communication 
and the loci of decision-making points in the SCC 
Identifies as factors that influence decisions of s 
regulatory body: systemic factors, which provide 
the framework within which the SCC operates 
political and economic groups that interact with 
the regulatory institution to influence its decisions 
and the personnel and processes of the regulator, 
body itself. OToole is Alumni Associate Professoi 
of Political Science and Monijoy is Associate Pro 
fessor of Political Science, both at Auburn Univer- 
sity. Index. 

Overstreet, Thomas R., Jr. Resale price matnte 
nance: Economic theories and empirical evidence 
Washington. D.C.: Federal Trade Commission, Bu- 
reau of Economics, 1983. Pp. vii, 208. Paper. 

JEL 85-0531 

Reviews and evaluates the current economic 
theories and available empirical evidence con- 
cermng vertical price restraints or resale price 
maintenance (RPM). Considers the appropriate 
ness of current legal treatment (per se illegality 
of the practice and contrasts it with several polic; 
options. Examines anticompetitive theories of ver 
tical price restraints, vertical price restraints wit! 
ambiguous welfare effects, and procompetitive ex 
planations for vertical pric:e restraints. Reviews re 
cent Federal Trade Conunission enforcement e' 
forts in RPM cases (1965-82) and arudyzes th< 
existing empirical literature on RPM. Argues tha 
the rigid application of a strict rtile of per se illegal 
ity is not well supported by existing theories o 
available evidence. Suggests that it is time to de 
velop policies that recogitize explicitly that RPh 
can provide economic benefits as well as iiyurt 
competition. The author is a member of the sta 
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of the Bureau of Economics, Federal Trade Com- 
mission. Bibliography; no index. 

Peacock, Alan, ed. The regulatiou game: How Brit- 
ish and Wejf German companies bargain with 
government With Martin Ricketts and Jona- 
than Robinson. Oxford and New York: Black- 
well, 1984 Pp. 170. $29.95 ISBN 0-631-13785- 
8. JEL 85-0531 

Examines the impact of government regulation 
on firms in the United Kingdom and West Ger- 
many; concentrates on legislation designed to im- 
prove safety and health and prevent environmen- 
tal damage. Investigates the burden that the costs 
of compliance places on firms, looking in detail 
at the bargaining structure that develops as a result 
of regulation. Reviews previous studies measuring 
compliance costs. Charts the growth of govern- 
ment legislation and the complexity of the legal 
framework in the United Kingdom and West Ger- 
many and discu.sses the problem of interpreting 
the legislation and the possibilities of bargaining 
over its interpretation. Contends that a system of 
negotiated compliance operates in the U K. and 
West Germany and presents West German evi- 
dence to support a bargaining theory of imple- 
mentation. Concludes that much regulation in 
both countries represents a codification of estab- 
lished practice and that regulatory techniques that 
rely on negotiated compliance moderate manage- 
rial {jerceptions of compliance costs. The book is 
the joint product of seven contributors, past and 
present associates of the departments of econom- 
ics and law at the University of Buckingham. Bibli- 
ography; index. 

’etersen, H. Chaic. Business and government 
5>econd edition. New York; London, Mexico City 
and Sydney: Harper & Row, (1981) 1985. Pp. xviii, 
475. $29.50. ISBN 0-0B-()45 149-1. 

JEL 85-0532 

Textbook for undergraduate business and gov- 
ernment courses or for use as part of industrial 
organization courses has been revised and ex- 
panded in scope. Includes sections on airline 
deregulation and the Environmental Protection 
Agency as well as other current developments. 
Contains new discussions on public interest theory 
of regulation and decision rules for social regula- 
tion. Portions of the antitrust section are modified 
in accordance with the Justice Department's 1982 
announcement regarding the IBM and AT&T anti- 
trust cases. The chapter on telecommunications 
is completely rewritten. Chapter length has been 
reduced by the division of several chapters. Chap- 
ters include outlines, summaries, questions, and 
suggested readings. (See JEL no. 81-1092 for pre- 


vious annotation.) The author is at Utah State Uni- 
versity. Cases and subject indices. 

Technology Futures, Inc., and Scientific 
Foresight, Inc. Principles for electric power pol- 
icy. Westport, Conn., and London: Greenwood 
Press, Quorum Books, 1984. Pp. xx, 448. $49.95. 
ISBN 0-89930-095-2. JEL 85-0533 

Presents the data, methodology, and conclusions 
of a two-year, multidisciplinary technology assess- 
ment of alternative U.S. electric power futures. 
The assessment is analyzed within the contexts 
of six alternative sets of assumptions regarding the 
30-year evolution of electric power policy in the 
Untied States, including high and low total energy 
demand growth scenarios and scenarios fxistulat- 
ing growing roles for nuclear and coal-based gen- 
eration. Presents baekground information perti- 
nent to the future of electric power and a historical 
perspective on the development of the U.S. elec- 
tric power system. The last chapter presents the 
panelists' dissents and elaborations on the text. 
Technology Futures, Inc., is an educational firm 
offering postgraduate courses in technology man- 
agement; Foresight, Inc , is a technology forecast- 
ing firm specializing in electric power and tele- 
communications; both are in Austin, Texas. Index 

Thompson, Fred, ed. Regulatory regimes in con- 
flict: Problems of regulation in a conttnental per- 
spective. I.,anham, Md., and l/ondon; University 
Press of America, 1984. Pp xi, 157. $21.75, cloth; 
$1125, paper ISBN 0-8191-4270-0, pbk. 

JEL 85-0534 

Five previously unpublished papers, originally 
presented at a conference sponsored by the C^ana- 
dian .Studies Program at Columbia University to- 
gether with the Canadian Institute of Interna- 
tional Affairs, Toronto, held in New York in April 
1983. Papers present analyses of Canadian and 
U.S. government regulatory practices, policies 
processes, and reforms. Discusses the followiufi 
topics- the regulatory approach of Canada with 
regard to toxic substances (Thomas L Ilgen); tht 
Canadian experience in regulating price and out 
put in agriculture (Paul K. Gorecki); Canadian reg 
ulation and government policy relating to the pas 
senger airline industry (W. T. Stanbury); thi 
comparative politics of regulation, e.specially con 
ceming the function of interest groups in the legis 
lative process (Fred Thompson and W. T. Stan 
bury); and the effect of U.S, regulatory reform oi 
Canada (Anthony P. Elli.son). Contributors ari 
economists and social scientists from Canada ani 
the United States. The editor is Associate Professc 
in the School of International and Public Affair 
Columbia University. No index. 
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WoHL, Martin and Hendrickson, Chris. Trans- 
portation investment and pricing principles: An 
introduction for engineers, planners and econo- 
mists. Wiley Construction Management and Engi- 
neering Series. New York; Chichester, England; 
Toronto and Singapore: Wiley, Wiley-Interscience, 
1984. Pp. xviii, 380. $49.95. ISBN 0-471-87989- 
4. JEL 85-0535 

Introductory textbook on transportation pricing, 
financing, and investment planning. Presents prin- 
ciples, relationships, and methodologies necessary 
to provide a framework for determining optimal- 
ity and feasibility issues, i.e., the need for any in- 
vestment (its timing and size), the operation and 
cost of the facility, and the use of benefit-cost anal- 
ysis for alternative projects or policy options. Fo- 
cuses on publicly owned, operated, or regulated 
facilities and on the interaction between the public 
and private sectors. Stresses the economic conse- 
quences of different investment levels, pricing pol- 
icies, and operating strategies. Appendices sum- 
marize the mathematical methods used, which arc 
restricted to algebra and .simple calculus, the prob- 
lems associated with the internal rate-of-return 
project selection method, and the u.se of ordinary 
least squares regression for statistical estimation. 
Wohl is Professor of Transportation System Plan- 
ning and Hendrickson is As,sociate Professor of 
Civil Engineering, l>oth at Carnegie-Mellon Uni- 
versity. Index. 

Wol.F.SON. NlCHOlJtS. The modem corjHnatton- Free 
markets versus regulation New York: Macmillan, 
Free Press; London; Collier Macmillan. 1984, Pp, 
XI, 191 $25.00 ISBN 0-02-9347W)-9. 

JKL 85-0536 

iLStablishes a "proper basis" for the legitimacy 
of the American corporation and its management. 
Critiques slate legal concepts and reevaluates the 
role of the Securities and Exchange Commission 
(SEC) as the primary federal regulator of the large 
corporation. Argues against the assumption that 
the modern, large, publicly-held corporation is a 
powerful ministate run by control groups needing 
legal checks and balances. Presents a theory of 
the corporation and argues that the publicly-held 
corporation is a natural product of the preferences 
of shareholders and benefits the general public 
in a positive way. Discusses the value of free-mar- 
ket constraints on corporate management discre- 
tion and the inefficiencies and weaknesses of state 
and federal regulation of publicly-held corpora- 
tions. Concludes that corporate law reformers, the 
SEC, and "Naderites" continue to manifest hostil- 
ity to the American corporation and the business 
profession. Contends that the principal effect of 
the SEC and corporate law is to bureaucratize the 


corporation, entangle it in litigation, and dampen 
the entrepreneurial spirit. The author is Professor 
of Law at the University of Connecticut. Index. 

See also: Book Numbers JEL 85-0353, 85-0360. 85- 
0389, 85-0427, 85-0506, 85-0538, 85- 
0608, 85-0619 

620 Economics of Technolocicac Chance 

National .Science Foundation. National pat- 
terns of science and technology resources 1984. 
NSF Report, no 84-311. Washington, D.C.- Au- 
thor. 1984, Pp. V. 89, Paper. JEL 85-0537 

Summarizes comprehensive measures of the fi- 
nancial and human resources that various institu- 
tions, public and private, devote to scientific and 
technological activities. Pomts out that the propor- 
tion of U.S. gross national product spent on re- 
search and development activities has been in- 
creasing since 1976; the federal government 
supports nearly two-thirds of the nation's basic re- 
search; growth in science and engineering em- 
ployment has varied by field, with the number 
of computer specialists about doubling between 
1976 and 1981; and women and racial mmonties 
continue to be underrepresented m science and 
engineering despite above average increases in 
employment. No index. 

See also' Book Numbers JEL 85-0353, 85-0379, 85- 
0453, 85-0470, 85-0528, 85-0.551, 85- 
0574, 8.5-0579, 85-0585, 85-0611 

630 Industry Studies 

Connor, John M., trr al. The food manufacturing 
indusines: Structure, strategies, performance, and 
policte.s. Lexington, Mass., and Toronto; Heath. 
Lexington Books, 1985. Pp. xxii, 474. $38.01). ISBN 
0-669-08203-1. JEL 85-0538 

Study of the structure, conduct, and perfor 
mance of the U.S. food and tobacco manufacturing 
industries over the period 1947-82. Incorporates 
both organization and pierformance comparisons 
of several distinct industries and applications of 
modern methods of cross-industry statistical analv- 
sis. Explores levels of concentration, changes in 
post-World War II concentration, variations in lev - 
els of product differentiation, and other barriers 
to entry and exit. Examines the role of mergers, 
oligopolistic pricing, and conglomerate behavior. 
Also includes a short section on the market struc- 
tures of food processing in selected OEiCD coun- 
tries. Describes public policies affecting competi- 
tion in the food industries and the scope of pobey 
enforcement and assesses its effectiveness, A sig- 
nificant conclusion is that market power is being 
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exercised in those food industries with dififerenti- 
ated consumer goods and oligopolistic market 
structures and that consumers pay from 6 to 10 
percent more than they would have paid had the 
industries been more competitively structured. 
C^onnor is Associate Professor of Agricultural Eco- 
nomics at Purdue University. Co-authors are: Rich- 
ard T, Rogers, Bruce W, Marion, and Willard F. 
Mueller Name and subject indices. 

^OWRY, W. McNeil, ed. The arts and public policy 
iTi the United States. American Assembly, Colum- 
bia University, series. Englewood Cli6fs, N.J.; Pren- 
tice-Hall, Spectrum, 1984. Pp. viii, 185. $7.95, pa- 
per. ISBN 0-13-047689-7. JEL 8S-0539 

Three previously unpublished essays plus an in- 
troduction, conclusion, and symposium discussion 
presented at a meeting, May-June 1984 at Arden 
Hou.se, Harriman, New York, on the arts and pub- 
lic policy. Stanley N. Katz discusses influences on 
public policies with relation to culture in the 
United States. Perry T. Rathbone analyzes the 
market for the arts from the perspective of the 
art museum. Paul ]. DiMaggio examines the non- 
pro6t instrument and the influence of the market- 
place on policies in the arts. The editor is the re- 
tired vice president. Division of Humanities and 
the Arts, the Ford Foundation. Index. 

'ESTON, Rae. Strategic materials: A world survey. 
Totowa, N.J.: Littlefield, Adams; Rowman & Allan- 
held; London and Sydney; Groom Helm, 1984. Pp. 
189. $34.50. ISBN 0-86598-165-5. 

JEL 85-0540 

Highlights aspects of the strategic materials de- 
bate, focusing on the possibility of a supply disrup- 
tion due to political events in a major producing 
country. Suggests that the existence of stockpiles 
threatens prices of these materials and curtails sup- 
ply and that stockpiling of many materials ought 
to be replaced by sponsorship of development of 
potential new sources. Also considers pricing and 
marketing arrangements that allow the possibility 
of manipulation. Describes the different strategic 
materials, examining the range and potential uses 
of each. Discusses the existing and potential 
sources of supply for the strategic materials and 
xtssibilities for increasing supply by recycling or 
>y substitution of other materials. Examines the 
importance of South Africa as a source of several 
strategic materiab and explores the vulnerability 
of the m^or industrial countries with respect to 
their import reliance for strategic material sup- 
plies. The author is a member of the Department 
of Economics at La Trobe University, Melbourne. 
Bibliography; index. 


See also: Book Numbers JEL 85-0347, 85-0353, 
85-0382, 85-0384, 85-0387, 85-0418, 85- 
0453, 85-0472, 85-0475, 85-0509, 85- 
0518, 85-0520. 85-0526, 85-0550, 85-0552 

640 Economic Capacity 
700 Agriculture; Natural Resources 
710 Agriculture 

ARBab, FarZAM. Rural university: Learning about 
education and development. Ottawa: Interna- 
tional Development Research Centre, 1984. Pp. 
71. Paper. ISBN 0-88936-427-3. JEL 85-0541 
Describes the experiences in rural education 
and development of the Fundacidn para la Aplica- 
ci6n y Ensehanza de las Ciencias (FUND AEG) 
from its inception in 1974 up to mid'1982 with 
emphasis on its development of a “rural univer- 
sity" in Norte del Cauca, a region near Cali, Co- 
lombia. Defines the university's tasks in terms of 
a series of learning processes set in motion in all 
villages of the region, namely, the development 
of human resources, the application of science, and 
the strengthening of community structures. De- 
scribes the philosophy of FUNDAEC, the region 
and people, the students, and the educational pro- 
gram, which is designed to provide the region with 
a pyramid of workers in rural well-being: engi- 
neers, technicians, and promoters. Some activities 
discussed concern water supply, swine production, 
raising chickens, and establishing a mechanical 
shop, and creating a village store. The author is 
at FUNDAEC. No index. 

Bardhan, Pranab K. Land, labor and rural pov- 
erty: Essays in development economics. Delhi: Ox- 
ford University Press; New York and Guilford, Sur- 
rey; Columbia University Press, 1984. Pp. ix, 252. 
$30.00. ISBN 0-231-05388-6. JEL 85-0542 
Examines the origins and changes of particular 
economic institutions in a localized rural context, 
focusing on the agrarian economy of India in re- 
cent years. Analyzes micro issues often bypassed 
in aggregative models of development; based on 
large sets of data. Discusses agricultural labor, land 
lease contracts, and different aspects of production 
relations in agriculture and the complexities of re- 
lationships between growth and poverty and pov- 
erty and child mortality. Notes how the absence 
of credit or insurance markets leads to contractual 
interlinking of land, labor, and credit relations and 
the importsmce of channeling organizational re- 
sources toward the building of viable local commu- 
nity institutions, cooperative water management, 
and the provision of sdternative sources of credit 
and social insurance. The author is Professor ol 
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Economics, University of California, Berkeley. Au- 
thor and subject indices. 

Chambers, Roberi'. Rural development: Putting 
the last first. London; New York and Lagos, Nige- 
ria: Longman, 1983. Pp. 246. $5.95, paper. ISBN 
0-582-64443-7. JEL 85-0543 

Discusses rural poverty in the Third World and 
the perceptions, attitudes, learning, thinking, and 
behavior of professionals. Contends that practical 
action is important in how outsiders perceive or 
do not perceive rural deprivation. Examines the 
culture of outsiders, arguing that both academic 
and practical rural development specialists share 
the top-down, core-periphery, etc., biases of 
knowledge, often overlooking the “bottom-up” ap- 
proach. Analyzes methods used by outsiders to 
learn about rural poverty and biases in outsiders’ 
views of the poor. Argues that rural peoples’ 
knowledge is underused as a national resource. 
The author is a Fellow of the Institute of Develop- 
ment Studies at the University of Sussex Index 

Falcon, Walter P ; Jones, William O. and Pear- 
son, ScoitR. The cassava economy of Java Stan- 
ford, Calif.. Stanford University Press, 1984. Pp. 
xvii, 212. $38.50. ISBN 0-8047-1194-1. 

JEL 85-0544 

Seven individually written studies of a second- 
ary, nonpreferred staple food, which is the world’s 
cheapest source of food calories, cassava, also 
known as tapioca. Papers investigate the prospects 
and implications for expanding the cassava system 
on Java. Investigates whether increases in cassava 
production are technically and economically feasi- 
ble and whether increased cassava production 
would reduce rice imports in Indonesia, where 
demand for this commodity continues to grow, 
fueled by an expanding population and rapidly 
rising incomes. Explores the cas.sava system — pro- 
cessing, consumer preferences, the export market, 
farm production, and marketing. Topics include 
the manufacture and trade of starch and gaplek, 
u.sed as animal feed; marketing and price forma- 
tion; and options for government policy in advanc- 
ing growth, equity, security, and nutrition objec- 
tives. The other authors are Frederick C. Roche. 
John A. Dixon. Gerald C. Nelson, and Laurian J. 
Unnevehr. The principal authors are all at the 
Food Research Institute, Stanford University. In- 
dex, 

Graham, Edgar. The modem plantation in the 
Third World. With INCHID Floering. Edited and 
with a foreword by David Fieujhouse. New 
Vork; St. Martin's Press, 1984. Pp. xvii, 231. $35.00. 
ISBN 0-312-54128-7. JEL 85-0545 


Defines and rationalizes the character and func- 
tion of a plantation in today’s world. Contends that 
the use of systematized management supervision 
and organization is the main vehicle for sustaining 
loosely assembled communal efforts now being un- 
dertaken experimentally to solve the agricultural 
problems in the Third World. Focuses on the role 
of the plantation in applying methods of technol- 
ogy to increase agricultural productivity, arguing 
that the plantation is a corporate institution with 
its own specialized and highly developed tech- 
niques of management to turn production of cer- 
tain crops into a system that resembles an indus- 
trial process. Contends that the principles of the 
plantation system and its system of managerial cor- 
porate structure can be modified and applied over 
a wide range of agricultural projects. Presents case 
studies of some individual institutionahzed systems 
in Malaysia and Kenya. Two chapters by Ingrid 
Floering discuss sugar cane production and mar- 
kets. The late Edgar Graham was Governor of the 
Institute of Development Studies at the University 
of Sussex and the School of Oriental and African 
Studies at London University. Bibliography; in- 
dex. 

Hartman, Jack D. Agricultural credit. A global 
enigma. Danville, III.: Interstate, 1985. Pp, xxv, 
156. Paper, ISBN 0-8134-2446-1. 

JEL 85-0546 

Examines systems of superx’ised credit for small 
farmers in developing countries, including rural 
financial markets in problem areas. Discusses proj- 
ect authorities, policy guidelines, interest rates, re- 
payments, defaults, delinquencies, and cost consid- 
erations. Reviews agricultural credit systems in the 
United States, as well as attempts by the World 
Bank, the Agency for International Development, 
the Farm Credit Administrarion, the Farmers 
Home Administration of the U.S. Department of 
Agriculture, private banks, and other lenders to 
assist developing nations in establishing and im- 
proving their credit systems. Includes examples 
of fanning operations and credit systems in devel- 
oping countries and also loan application forms, 
examples of farm plans, and an analysis of a typical 
farm loan. Provides criteria for evaluating the per- 
formance of agricultural credit systems. Specific 
countries referred to are: Kenya, Jamaica, South 
Korea, the Philippines, Brazil. Jordan, Nigeria, and 
Zambia. The author retired in 1980 after a 40- 
year career with the U.S. Department of .Agricul- 
ture. Bibliography; no index. 

Lent, Rebecca J. Uncertainty, madcet disequi- 
librium, and the firm’s decision process: Applica- 
tions to the Paclj^ salmon market CorvaHis: Ore- 
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gon State University, Sea Grant College Program, 
1984, Pp. vii, 109 Paper, JEL 85-0547 

Study of wholesale price determination in the 
U,S, Pacific salmon market. Concerned with the 
relationships among uncertainty, market disequi- 
librium, and behavior of firms. Examines U,S, Pa- 
cific salmon production and the domestic and 
overseas markets. Constructs a model to represent 
short-run decision-making behavior of buyers and 
sellers of salmon at the wholesale level. Estimates 
the model using weekly data from invoices for the 
1976 ,season of wholesale transactions of Pacific 
salmon for a number of firms; uses 19 subsets of 
data classified by type of salmon product and by 
firm. The author is Economist of Fi.sheries and 
■Aquaculture, Institut National de la Recherche 
Agronomique, Economic College de France, Con- 
carneau. Bibliography; no index, 

Mobss, E'l.ijorr H, and Cow, David D„ eds. Imple- 
menting rural development project.t: Lessons from 
AID and World Bank exjieriences Boulder, Colo . 
and London; West view Press, 1985, Pp xviii, 243, 
$27,50, paper, ISBN 0-86531-942-1, 

JEL 85-0548 

Nine previously unpublished essays deal with 
problems encountered by agencies, managers, and 
technicians in implementing large-scale develop- 
ment projects. Specific focus is on problems as- 
sociated with U S, Agency for International De- 
velopment (AID) and World Bank projects in 
developing countries. Each essay sets out the defi- 
nition, manifestation, and reasons for the problem 
and suggests measures for alleviation of the 
problem. Essays analyze coping with political, 
economic, environmental, and institutional 
constraints, mcluding organizational problems, 
personnel constraints, technical assistance short- 
comings, implementation problems, project tim- 
ing, ineffective informabon systems, and differing 
agendas, TTie final essay discusses the fundamental 
problem of all donor-supported projects, that of 
sustainability, i,e,, with the termination of outside 
aid, project benefits are likely to cease. The editors 
are engaged in private economic research pro- 
jects, No index. 

iANDizzo, Pasquale; Hazeix, Peter and An- 
derson, Jock, Risky agricultural markets. Price 
forecasting and the need for intervention policies. 
Boulder, Colo., and London: Westview Press, 
1984. Pp. xii, 142. $14.95, paper. ISBN 0-86531- 
849-2. JEL 85-0549 

Considers the behavior of economic agents, es- 
pecially producers, in risky markets. Generalizes 
earlier work concerning the nature of producers’ 
anticipations about market signals in risky markets 


and the consequent effects on social efficiency 
(economic welfare). Argues that producers should 
take expected per unit revenue as their rational 
price forecast, since this forecast ensures the larg- 
est value of social welfare. Reviews programing 
methods and elaborates linear programing formu- 
lations corresponding to both price and revenue 
expectations behavior using linear programing 
models of agricultural production at a subsector 
level in Mexico. Explores the welfare implications 
of complete price stabilization in certain types of 
risky markets. Considers appraisal of development 
projects and shadow pricing. Finds that the most 
effective way to improve the efficiency of risky 
markets is for governments to provide an adequate 
program of data collection, appropriate forecast- 
ing, and information dissemination to assist farm- 
ers in forming their price and yield expectations 
Scandizzo is Eiconomic Advisor to the Secretary 
of the Budget. Rome. Hazell is a Research Fellow, 
International F'ood Policy Research Institute. An- 
derson is Professor of Agricultural F.conomics. 
University of New Eingland, Australia Author and 
subject indices 

See also Book Number JEL 85-4)608 

720 Natural Resources 

AvoUB, Antoine, ed. The international oil market 
ten years after the 1973 crisis Evaluation and 
prospects. Groupe de Recherche en ficonomie de 
rfinergie et des Ressources Naturelles (GREENj, 
no. 6. Quebec: Laval University Press, 1984 Pp 
293. $20.00, paper, ISBN 2-7637-7035-5, 

JEL 85-0550 

Sixteen papers originally presented at the sixth 
Colloquium on the International Petroleum Econ 
omy held in Quebec in September 1983. Eleven 
of the papers are in English; five are in French 
with English sumaries. Papers evaluate the past 
decade of the international oil market and exam- 
ine the role and effects of important factors thal 
will influence the future evolution of the market 
Organized into three sections; lessons of a decade 
1973-83; the oil market in the 1980s; and tomor 
row’s energ^y policies. Some more specific topic 
considered are: non-OPEC oil production, a nev 
OPEC, Saudi Arabia’s oil policy, U.S. oil policies 
and oil substitution in Canada. The editor is Profe.s 
sor of Economics, University of Laval. No index 

Baumgartner, ’Thomas and Burns, Tom R., eds 
Transitions to alternative energy systems: Entn 
preneurs, new technologies, and social changt 
Boulder, Colo., and London: Westview Pres; 
1984. Pp. XX, 292 $22.50, paper. ISBN 0-86531 
907-3. JEL 85-055 
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Twelve previously unpublished studies and anal- 
yses supported by research grants from the Swed- 
ish Building Research Council and the Norwegian 
Oil and Energy Department during 1979-80. Of- 
fers insights into and descriptions of the develop- 
ment of new technologies and their difiFiision as 
well as policy proposals relating to energy issues. 
Papers also discuss the social processes, social orga- 
nizations, and strategies of entrepreneurs and 
change agents that have effected alternative en- 
ergy developments. Organized in four parts: the 
shaping of alternative energy systems; consumer- 
oriented technologies; producer-oriented technol- 
ogies; and analysis, theory, and normative conclu- 
sions. Includes case studies involving the intro- 
duction of renewable energy technologies — solar 
water heating in Israel and in California, small 
windmills for electricity production in Denmark, 
heat pumps in West Germany, geothermal elec- 
tricity production in California, wood for cogener- 
ation of steam and electricity by utilities and facto- 
ries in the northern New England states in the 
United States, and peat for cogeneration in Fin- 
land. The contributors are mainly economists. 
Baumgartner is a Research Consultant ba.sed in 
Zurich. Burns is Professor of Sociology at the Uni- 
versity of Uppsala No index. 

Brookes, Leonard G. and Motamen, Homa, eds 
The economics of nuclear enerny London and 
New York- Chapman and Hall, 1984. Pp x, 420. 
$65 00. ISBN 0-412-24350-4 JEL 85-0552 
Eighteen papers, some previously published, ex- 
plore the issue of where nuclear energy fits into 
the world energy system. Highlights policy consid- 
erations relevant for energy planning m a growth 
society. Examines issues, such as fuel substitution 
and price factors within the electricity industry 
and the role of nuclear energy in this complex 
structure Papers analyze the economics of v arious 
a.spects of nuclear power — the uranium industry, 
nuclear fuel cycle services, the distinction be- 
tween thermal and breeder reactors, the place of 
nuclear energy in less developed countries, and 
the macrotK-onomic role of nuclear energy A con- 
cluding es.say by the editors stresses that the world 
economic system has evolved in an atmo.sphere 
of increasingly abundant inanimate energy re- 
.soiirces and that, without nuclear energy, would 
face an era of rising energy prices. Contends that 
systematic national energy policies are required 
to develop nontraditional energy sources, Brookes 
is an Economic Consultant. Motamen is Lecturer 
at Imperial College, University of London. Index. 

Gordei.1., H. Ken and .Stanley-Saunders. Bar- 
bara. The pritiate sector role in rural outdoor rec- 


reation in the United States: An annotated bibliog- 
raphy. Bibliographic series, no. 8. Chicago: Inter- 
national Association of Assessing Officers, Research 
and Technical Services Department, 1984. Pp. ix, 
118. $20.00, paper. ISBN 0-88329-135-5. 

JEL 85-0553 

Contains 460 annotated listings of literature on 
the private sector role in rural outdoor recreation; 
covers mainly the period 1956 to 1982. Includes 
a subject matter and geographic origin keyword 
index; keywords are followed by numbers desig- 
nating the numerical location of entries within the 
bibliography. Ejitries are alphabetically ordered 
by author’s last name. The literature cited is pri- 
marily from natural resource periodicals and from 
federal and state agencies, especially state agricul- 
tural experiment stations. Cordell is a Research 
Project Leader, USDA Forest Service, Athens, 
Georgia. Stanley-Saunders is an Outdoor Recre- 
ation Planner, USDA Forest Service, Fort Collins, 
Colorado. 

Economic Council of Canada. Connections An 
energy strategy for the future Ottawa: Minister 
of Supplies and Services Canada. 1985 Pp. x, 207, 
$9,95, Canada: $11,95, elsewhere; paper, ISBN 
0-660-11743-6 JEL 85-0554 

Proposes principles to guide policy makers in 
the management of Canada's energy resources, 
taking account of the economic and political inter- 
relationships pertaining to energy policy; al.so 
makes recommendations for the reformulation of 
energy strategies for Canadians. National in scope, 
the study focuses on issues perceived to be the 
most fundamental for the next 10 to 15 years Re- 
views historic policy settings and discusses the po- 
litical and regional realities that have shaped the 
current policy stance. Examines the implications 
of the.se developments and the Canadian approach 
for oil, gas. and electricity supply, as well as the 
outlook for energy demand and conservation and 
for alternative energy technologies. The final 
chapter designs a new strategy based on economic 
efficiency and security of supply; indicates hoix 
the proposed strategv’ can be reconciled with con- 
stitutional, political, regional, and international 
considerations. No index 

Japan, Ministry ok Agriculture, Forestry and 
Fisheries, Statistics and Information De- 
partment, Fisheries statistics of Japan- 1982. To- 
kyo: Association of Agriculture-Forestry Statistics, 
1984. Pp. 68, Paper. JEL 85-0555 

A yearly publication presenting 1982 informa- 
tion on Japanese fishery production and its struc- 
ture, marketing of fishery products, and the econ- 
omy of fishery establishments. Consists of 22 charts 
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and 26 tables, including two tables on world catch, 
1977-1981. Appendix contains illustrations of 
types of fisheries. No index. 

ONE.S, C. Vaiighan, et Ai.- Municipal water de- 
maud: Statistical and management issues. Studies 
in Water Policy and Management, no. 4 Boulder, 
Colo., and London: Westview Press, 1984. Pp. xvi, 
170. $18.50, paper ISBN 0-86531-537-X. 

JEL 85-0556 

Presents statistical methods for forecasting mu- 
nicipal water demand according to customer class 
and for integrating demand analysis with hydro- 
logic studies, capacity planning, and water conser- 
vation programs. Provides case studies of two 
metropolitan water systems, Seattle and Denver, 
to test the validity and range of applications of 
statistical demand techniques. Jones is President 
of Economic Data Resources. Co-authors are; John 
J Boland, James E Crews, C. Frederick DeKay, 
and John R. Morris Index. 

■IM, CHUNG,stXi. Multi-sj)ecies North Sea fisheries. 
Consorted optimal management of renewable re- 
sources. Kieler Studien, no. 189 Tubingen: Mohr, 
1984. Pp. XI, 133. DM 66.-, cloth, DM 46,-, paper. 
ISBN 3-16-344884-4. JEL 85-0557 

Examines the theory of fishery economics and 
the policy measures that would ensure the efficient 
allocation of fishery resources. Discusses the eco- 
nomics of fishery management, the efficiency char- 
acteristics of alternative fishery management re- 
gimes, efficiency ver.sus distribution aspects in 
managing heterogeneous fishery resources, and 
the economics of fishery regulation. Investigates 
the biological relationship of fishery stock to the 
natural environment and examines the economic 
relationship of the fishermen to technological and 
economic conditions. Compares the social welfare 
consequences from three alternative fishery re- 
gimes: the open access, the biologic optimum, and 
the economic optimum, based on the case of the 
North Sea demersal fisheries Suggests a second- 
best policy to be managed with a uniform user- 
free scheme for resolving conflicts among different 
interests. Analyzes five alternative regulation mea- 
sures from the points of view of effectiveness, dis- 
tribution, and administration: catch quota, license 
sn fishing effort, tax on catch, tax on fishing effort, 
and transferable fishing rights. No index. 

iJEESE, ALLEN V. Measuring the benefits of clean 
air and water. Washington, D.C.: Resources for 
the Future; distributed by Johns Hopkins Univer- 
sity Press, BaltimoTe, 1984. Pp. xii, 159. $5.95, pa- 
^er. ISBN 0-915707-09-8. JEL 85-0558 


Nontechnical exposition of research sponsored 
by the U.S. Environmental Protection Agency 
over approximately the last ten years related to 
improving methods and data for estimating the 
benefits of air and water quality improvement. 
The first part discusses basic concepts: benefit-cost 
analysis, economic benefits, links between actions 
that affect the environment and their effects on 
humans, and the problems of a.ssigning economic 
values to those effects. Four case studies on urban 
air pollution concern health impacts, other damag- 
ing effects, and the relationship between wage dif- 
ferentials among urban areas and their levels of 
air pollution Three case studies on rural and re- 
gional air and water pollution analyze the effect 
of ozone on U.S. agriculture, national freshwater 
benefits from improvements in water quality, and 
emerging areas for benefit estimation. The bene- 
fits assessment studies employ various methodolo- 
gies, including bidding games, surveys, property- 
value studies, wage differentials, risk-reduction 
evaluation, and mortality and morbidity cost esti- 
mation. The author is a Senior Fellow, Resources 
for the Future, Washington, D C. Bibliography; 
index. 

KOOPMA.NN, GEOBC, MATrHIES, KLAU.S AND 
Reszat, Beats. OH and the international econ- 
omy: Lessons from two price shocks. Hamburg. 
Weltarchiv GMBH for the Hamburg Institute of 
Economic Research, 1984. Pp. 451. DM 54,-, pa- 
per. ISBN .3-87895-254-6. JEL 85-0559 

Analyzes the patterns of international economic 
re.sponse to the two oil shocks of 1973-74 and 
1979-81, with special regard to the Federal Re- 
public of Germany. Traces the intertemporal simi- 
larities and differences in reaction and draws les- 
sons for dealing with potential future disturbances. 
Covers the links between real oil price increases 
and exchange rate movements; the manner in 
which the surpluses of oil-exporting countries have 
been recycled and the problems this has caused 
for the international financial markets; aspects of 
internal and external adjustments to more expen- 
sive oil, such as the impact of price increases for 
crude oil on oil products, energy prices, and the 
general price level; and the influences of real oil 
price rises on competition in international trade. 
Calls for liberalization of trade policies of industrial 
countries to enable developing countries unhin- 
dered acce.vs to their manufactured goods markets 
in order to earn foreign exchange. Argues that 
with increased competitiveness, developing coun- 
tries will opien their markets wider and increas- 
ingly subject themselves to GATT discipline. 
These actions will secure consistency between fi- 
nancing and adjustment in times of rising oil prices 
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for all the countries. The authors are members 
of the Department of International Finance, Elco- 
nomic Relations between Industrial Countries of 
the Hamburg Institute of Economic Research. No 
index. 

Cancel, Marc. Decision and control in uncertain 
resource systems. Mathematics in Science and En- 
gineering series, vol. 172. Orlando; London; To- 
ronto and Sydney: Harcourt Brace Jovanovich, Ac- 
ademic Press, 1985. Pp. xiii, 255. $39.50. ISBN 
0-12-468720-2. JEL 85-0560 

Graduate-level textbook for either a lecture or 
seminar course about resource exploitation and ex- 
ploration under uncertainty. Mathematical re- 
quirements are introductory courses in probability 
or statistics and a “good knowledge" of calculus; 
previous coursework in deterministic models for 
resource management is helpful, but not essential. 
Reviews the mathematics of discrete and continu- 
ous stochastic processes and stochastic control and 
dynamic programing. Presents specific resource 
applications of the methods, including: results in 
the deterministic theory of resource exploitation, 
optimal exploration for and exploitation of ex- 
haustible resources, the exploration and assess- 
ment of renewable resource stocks, the manage- 
ment of fluctuating renewable resource stocks, and 
the management of mixed renewable and exhaust- 
ible resource systems. Also discusses numerical 
methods that are useful for stochastic control prob- 
lems. Includes bibliographic notes throughout the 
text. The author is a member of the Department 
of Mathematics, University of California, Davis. 
Index. 

OMER, Robert H. Energy: Facts and figures. Am- 
herst, Mass.: Spring Street Press, 1985. Pp. 68. 
$8.95, paper. ISBN 0-931691-17-6. 

JEL 85-0561 

Energy handbook consisting of tables and 
graphs centered around 18 major subject head- 
ings. Contains a history of energy production and 
consumption in the world and the United States, 
1850-1983; a detailed look at sources and uses of 
energy in the United States in 1983; and consumer 
prices of common sources of energy, 1960-83. 
More than half of the book presents scientific and 
technical energy facts, including units and conver- 
sion factors; physical and chemical data; dimen- 
sions of the solar system, the earth, and its atmo- 
sphere; energy content of various fuels; nuclear 
fission and fusion data; radiation exposure in the 
U.S.; and energy requirements for electrical appli- 
ances, passenger and freight transportation, etc. 
The author is Professor of Physics at Amherst Col- 
lege. No index. 


SiMOES, JORCE Tavares de Carvalho, ed. SADCC: 
Energy and development to the year 2000 Eln- 
ergy. Environment and Development in Africa se- 
ries, no. 2. Stockholm: Southern African Develop- 
ment Coordination Conference Energy Sector in 
collaboration with the Beijer Institute, Stockholm, 
and the Scandinavian Institute of African Studies, 
Uppsala, Sweden, 1984. Pp. viii, 184. Skr 75:-. 
ISBN 91-7108-227-0. JEL 85-0562 

Summary of the results of the Regional Energy 
Planning Seminar of the member states of the 
Southern African Development Coordination 
Conference (SADCC) held in Zimbabwe in De- 
cember 1982. Based on field research carried out 
in Angola, Botswana, Lesotho, Malawi, Mozam- 
bique, Swaziland, Tanzania, Zambia, and Zim- 
babwe, examines the current and future energy 
consumption in these African states and discusses 
each of the major fuel sources and regional self- 
sufficiency of commercial fuels. Considers policy 
issues, including regional and national energy 
planning, regional oil coordination, integrated grid 
systems, expanded coal utilization, traditional en- 
ergy sources, and conservation. Suggests possibili- 
ties for further action in planning tasks, national 
and regional energy assessments, regional energy- 
projects and centers, and planning procedures. An 
annex contains summaries of each country’s en- 
ergy policy. The editor is Regional Coordinator 
of the SADCC Energy Sector No index 

Wilman, Elizabeth A. External costs of coastal 
beach pollution: An hedonic approach. Washing- 
ton, D.C.: Resources for the Future; distributed 
by Johns Hopkins University Press, Baltimore, 
1984. Pp. xiii, 194 Paper. ISBN 0-915707-08-X. 

JEL 85-0563 

Addresses the problem of determining the loss 
in value of beach recreational services due to oflF- 
shore oil development and nearby production. 
Presents a case study of coastal Cape Cod and Mar- 
tha's Vineyard in southeastern Massachusetts, ap- 
plying a hedonic pricing model and an oil spill 
risk analysis model to estimate potential external 
beach pollution costs. Discusses the issues involved 
in managing coastal resources and the economic 
valuation of externalities. Concludes with a discus- 
sion of measurement problems involved in the 
modeling of environmental service production 
(unctions and in the economic evaluation itself, 
and the role of uncertainty. The author is Adjunct 
Associate Professor, Department of Economics, 
University of Calgary and consultant to Resources 
for the Future. Index. 

Wise, Mark. The common fisheries policy of the 
European Community. Methuen EEC series. Lon- 
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don and New York: Methuen, 1984 Pp, xvii, 316. 
$33 00, cloth, $29.95, paper. ISBN 0-416-32400- 
2, pbk, }EL 85-05C4 

Kxplains u hy fishery conflicts have arisen and 
proven diffieult for resolution within the European 
Economic Community (EEC). Analyzes the devel- 
opment of the EEC’s Common Eisheries Policy 
(CEP), tracing its antecedents in international fish- 
ery policies and examining it.s evolution from the 
early 1960s to the reforms in the early 1980.S. Eo- 
cuses on the provisions of the CEP dealing with 
fishing rights and conservation and on disputc.s 
ox er the spatial allocation of catch opportunitie.s 
and overfishing. Conclusion cites the need to 
sharpen definitions of national interest m main- 
taining an acceptable fishery policy, which in- 
volves many governments in a Community struc- 
ture. The author is Senior Lecturer in Geography 
at Plymouth Polytechnic. Select bibliography; in- 
dex 

See also. Book Numbers ]EL, 85-0526, 8.5-0.531, 8.5- 
0534 

73(1 Et;oNOMic Geography 
See also Hook Number ]EL 85-0564 

800 Manpower; Labor; Population 

McNulty, P.\ui, J. The origins and development of 
labor economics- A chapter in the history of social 
thought. Paperback edition. Cambridge, Mass., 
and London: MIT Press, (1980] 1985 Pp. viii, 248. 
$7.95, paper. ISBN 0-262-6.3097-4. 

JEL 85-0565 

Paperback reprint. (See JEL no 87-0025 for the 
annotation and V’ol. 19 no, 3 (Sept. 1981). pp, 1083- 
85 for the review.] Index. 

•BOAT, KeZIA; CHUBCHIIX, HEI.ENE AND SHEETS, 
Carol. The national longitudinal surveys of labor 
market experience. An annotated bibliography of 
research. Lexington, Mass., and Toronto: Heath, 
Lexington Books, 1985. Pp. xi, 429. $40.00, ISBN 
0-669-0817 1 -X, JEL 85-0566 

Annotated bibliography of 880 known studies 
based on the National Longitudinal Surveys of La- 
bor Market Experience (NLS). Five cohorts in the 
United States have been systematically inter- 
viewed over the years: men aged 45-59 (1966 to 
1983), young men aged 14-24 (1966 to 1981), 
women aged 30-44 (1967 and ongoing), young 
women aged 14-24 (1968 and ongoing), and youth 
of both sexes (1979 and ongoing). Each group is 
a nationally representative sample. Organized as 
follows: the main list of annotated articles and 


monographs is arranged alphabetically by the pri- 
mary author's last name and lists descriptor(s) and 
cohorts); Index A is an alphabetical list of topic 
descriptors with reference numbers matching 
those assigned in the main list; Index B is an alpha- 
betical list of title and ID number; Index C lists 
ID numbers of publications by cohort; and Index 
D is an alphalietical list of authors and coauthors 
followed by ID numbers of their contributions. 
The authors are at the Center for Human Resource 
Research, Ohio State University. 

816 Manpower 1'raininc and Allocation; 

Labor Eohce and Supply 

Angress, Gina and Hammelmann, Inge, eds. Vo- 
cational training systems in the Member States 
of the European Community (U>mparative study 
Berlin; European Centre for the Development of 
Vocational Training, 1984. Pp. iv, 476. $13.00, pa- 
per. ISBN 92-825-2639-9. JEL 85-0567 

Describes the present vocational training sys- 
tems m nine countries within the Pairopean Com- 
munity — Belgium, Denmark, the Federal Repub- 
lic of Germany, France, Ireland, Italy, Luxemburg, 
the Netherlands, and the United Kingdom De- 
scriptions are presented within the framework of 
each country’s demographic, .sociocultural, histori- 
cal, legal, and financial requirements Each study 
includes seven sections; population, economy, ed- 
ucation, historical development, responsible au- 
thorities, finance, and trends. The first chapter 
summarizes comparisons regarding vocational 
training systems in the nine Member States of the 
EEC. The editors are on the staff of the European 
Centre for the Development of Vocational Train- 
ing. No index 

Gi.nzberc, Eli and Ostow, Miriam, eds. The com- 
ing physician surplus: In search of a policy. Land- 
Mark Studies. Totowa, N.J.: Littlefield, Adams; 
Bowman & Allanheld, 1984. Pp. viii, 131. $27.50. 
ISBN 0-8476-7364-2, JEL 85-0568 

Six previously unpublished papers presented at 
the fourth annual conference of the Conservation 
of Human Resources held June 1982 at Columbia 
University. Papers assess developments affecting 
the future supply of and demand for physicians 
in the United States. Major themes are; the future 
of undergraduate medical education, residency 
training, and specialization; the changing relations 
between physicians and hospitals; and new and 
expanding modes of health care delivery. Stuart 
H. Altman argues that the key to solving the over- 
supply and imbalance of physician services lies in 
altering the prevailing fee-for-service system of 
payment and cost-based reimbursement. Karen 
Davis examines health care costs in areas of the 
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United States with widely varying supplies of phy- 
sicians. August G. Swanson discusses implications 
of expanding physician supply for medical schools 
and students; Dale L. Hiestand focuses on the ef- 
fect on medical residencies; Rosemary A. Stevens 
discusses efiFects on specialization; and Frank A. 
Sloan examines effects on physician-hospital rela- 
tionships. A concluding post-conference summary 
assesses the issues and proposes a strategy for pol- 
icy. Ginzberg is A. Barton Hepburn Professor of 
pjconomics and Director, Conservation of Human 
Resources, Columbia University Ostow is Senior 
Research Associate at the same institution. Index. 

JOSHI, Heather. Women's participation in paid 
work. Further analysis of the women and employ- 
ment survey. Department of Employeinent Re- 
search Paper no. 4,'5. London: Department of Em- 
ployment, 1984. Pp. 80. Paper. JEL 85-0569 
Quantitative analysis of the factors, particularly 
child bearing, which influence women’s participa- 
tion in the paid economy Uses data from the 
Women and Employment Survey conducted by 
the Department of Employment and Office of 
Population Censuses and Surveys in Great Britain 
in 1980 Builds a simple model of the opportunity 
cost of family formation. The author is on the staff 
of the Center for Population Studies, London 
School of Hygiene and Tropical Medicine. No in- 
dex. 

United Nation.s Development Programme and 
IHE International Labour Organisation. 
Thematic evaluation study on industrial training 
Evaluation study, no 11 New York. United Na- 
tions Development Programme, 1984. Pp viii, 
101. Paper. JEL 85-0570 

As.sesses the effectivene.ss of the United Nations 
Development Program-assisted International La- 
Ixir Organization-executed programs and projects 
in developing viable national policies, programs, 
and institutions to train industrial personnel. Sur- 
veys 57 training projects in seven countnes (Costa 
Rica, Tanzania, Egypt, Jordan, Ivory Coast, Singa- 
pore, and Thailand), which were selected to 
represent different levels of development and in- 
dustrialization. Limited to personnel training in 
manufacturing, building and construction, power 
generation and distribution, and surface transpor- 
tation and to certain personnel categories (semi- 
skilled and skilled workers, supervisors, techni- 
cians, and managers directly employed in the 
above sub-sectors). Evaluates: (1) the context in 
which national training policies are formulated, 
their nature, and the machinery for implementing 
and controlling them; (2) the design and opieration 
of training schemes at national or sectoral levels; 


and (3) the lessons to be learned and applied to 
future assistance in this field. Activities evaluated 
include the following types of projects- planning 
and administration, vocational training, manage- 
ment development, and small industry. Bibliogra- 
phy; no index. 

See also. Book Number JEL 85-05-37 

820 Labor Markets; Public Policy 

Akerloe, George A. An economic theorist’s book 
of tales. Essays that entertain the consequences 
of new assumptions in economic theory. Cam- 
bridge. New York and Sydney: Cambridge Univer- 
sity Press, 1984. Pp. viii, 196. .$29.95, cloth; $8 95, 
paper ISBN 0-521-26323-9. JEL 85-0571 

Eight previously published essays that represent 
the use of an alternative approach to the advance 
of economic theory, i.e , the willingness to explore 
the consequences of new behavioral assumptions 
in contrast to the neoclassical theorists’ concern 
with the consequences of the application of suppls 
and demand theory to new areas and to the solu- 
tion of classical problems. Essays illustrate the ap- 
plication to economics of asymmetric information 
problems and of concepts from anthropology, psy- 
chology, and sociology. The author defines “good 
economic theory” as one that pioses intereshng "if 
. then , ” propositions relevant to some eco- 

nomic issue Stresses that some surprise relative 
to what IS implicit or explicit in the usual econom- 
ics literature is a prerequisite for an interesting 
propositional statement. The author is at the Uni- 
versity of Galiforma, Berkeley. Index. 

Attewei.l, Paul A. Radical political economy since 
the sixties. A sociology of knowledge analysis 
New Brunswick, N.J.: Rutgers University Press, 
1984 Pp. X. 306. $30.00. ISBN 0-8135-1053-8. 

JEL 85-0572 

Describes the emergence of the new Marxist 
intellectual movement during the late 1960s and 
1970s and analyzes the intellectual work of the 
new political economists. Reviews the historical 
origins of radical journals in economics, history, 
political science, and sociology, emphasizing their 
area of overlap, i.e., political economy. Discusses 
the impact of institutional surroundings upon left 
scholarship, contrasting the new American politi- 
cal economy with its British counterpart. Reviews 
and analyzes major theories that constitute the 
new radical political economy, discussing (bur ma- 
jor areas: theories cf economic and labor segmen- 
tation, theories of labor process and the firm, analy- 
ses of economic crises, and the literature on 
imperialism and economic dependency. Contends 
that leR intellectuals unify pobtical and moral 
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commitments with scholarship and science, and 
descriptive analysis with critique. The author is 
a member of the Sociology Department at State 
University of New York at Stony Brook. Bibliogra- 
phy; inde.x. 

Bade, Klaus j.. ed. Auswanderer — Wanderar- 
lieiter—Gastarbeiter. Bevolkerung, Arbeitsmarkt 
und Wanderung in Deutschland seit der Mitte des 
19. Jahrhundens. 2 vols. Ostfildern, West Ger- 
many: Scripta Mercaturae, 1984. Pp. xiv, 822. DM 
78.-. paper. ISBN 3-922661-U-4. 

JEL 85-0573 

Papers by economists, historians, political scien- 
tists, sociologists, jurists, and population experts, 
as well as practitioners in government labor ad- 
ministration and in emigrant counseling, pre- 
sented at a symposium on “From an Emigrant to 
an Immigrant Country?” held in October 1983 
under the auspices of the Akademie fiir Politische 
Bildung. Papers discuss emigrants, migrant work- 
ers, and guest workers in relation to Germany's 
population, labor market, and migration since the 
middle of the nineteenth century. The editor's in- 
troduction, "From the Export to the Import of a 
Social Problem," is followed by seven sections, 
each containing analytical papers, on: population, 
the labor market, emigration (especially to the 
United States, and including assimilation there), 
aliens and national minorities to 1945, the ambigu- 
ous status between that of migrant worker and 
immigrant of West Germany's present foreign la- 
bor force, comparative problems of European 
sending and receiving countries, and discussion 
papers, which also include additional migration 
material. Bade is professor at the University of Os- 
nabrtick. Most participants are from West Ger- 
many, but East Germany, France, Greece, Italy, 
Sweden, and the United States are also repre- 
sented. An appendix contains the names and affili- 
ations of the contributors. [Alfred H. Bornemann] 

Colons, Eileen L. and Tanner, Lucretia 
Dewey, eds, American jobs and the changing in- 
dustrial base. Cambridge, Mass.; Harper A; Row, 
Ballinger, 1984. Pp. xv, 265. $32.00. ISBN 0- 
88730-017-0. JEL 85-0574 

Nine previously unpublished papers examine 
different aspects of technological progress and em- 
ploy different techniques for assessing its effects, 
explaining the interrelationships between techni- 
cal change, structural shifts in the domestic and 
international economies, and the employment 
prospects of American workers. Specific topics 
cover: the changing industrial base and implica- 
tions for U.S. employment; tracing the effects of 
technical change on the composition of future la- 


bor demand and on income distribution; new tech- 
nology in spiecific industry sectors; the benefits of 
technical change for workers in different market 
segments; the role of improved job design in pro- 
moting productivity growth and quality of work- 
ing life; industry and labor perspectives on the 
changing industrial base; and private and public 
mechanisms to facilitate labor adjustment to tech- 
nical change. The papers generally agree that new 
technology, while a source of labor displacement, 
has not created massive unemployment and that 
technical advance has the potential to improve 
productivity growth, meet foreign competitive 
pressure, and improve living standards and quality 
of working life. The contributors are economists. 
Collins is Staff Economist and Program Manager 
at the National Science Foundation's Division of 
Pobcy Research and Analysis. Tanner is Executive 
Director of the Advisory Committee on Federal 
Pay. Index. 

Cragg, Arnold and Dawson, Tim. Unemployed 
women: A study of attitudes and experiences. Re- 
search Paper, no. 47. London: Department of Em- 
ployment, 1984. Pp. 83. Paper. JEL 85-0575 
Explores the circumstances and effects of wom- 
en’s unemployment and examines broader issues 
concerning women and work, based on in-depth 
interviews with a sample of unemployed women 
identified in a June 1980 survey of the Office ol 
Population Censuses and Surveys and Department 
of Elmployment (London). Reports the results ol 
119 interviews as to: employment background 
reasons for seeking employment, nature of em- 
ployment sought, job-seeking activity, financia 
and child care considerations, and role expecta 
tions at home and in employment. No index. 

Haveman, Robert H.; Halberstadt. Victor ani 
Burkhauser, Richard V. Public policy towan 
disabled workers; Cross-national analyses of eco 
nomic impacts. Ithaca, N.Y., and London: Cornel 
University Press, 1984. Pp. xi, 583. $34.95. ISBf 
0-8014-1626-4. JEL 85-057 

Explores general and specific issues relevant t 
public policies toward disabled persons of workin 
age. Part one is a general overview, which dfi 
cusses the pattern of evolution and growth in put 
lie programs for disabled workers in the Unite 
States and seven other industrialized countrie 
Describes the extent and character of the workini 
age population in the eight countries, govemmei 
intervention to share or reduce disability cost 
the nature of U.S. disability policy, and the adi 
quacy of disability programs in replacing lost ii 
come and preventing poverty among impaire 
persons. Also describes the evolution of wor 
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enhancement programs (sheltered workshops, vo- 
cational rehabilitation, subsidized employment, 
equal access programs) and evaluates primary dis- 
ability policy issues (insurance programs, income 
support or rehabilitation versus disability income 
transfer policies). Part two consists of individually 
written case studies of the Federal Republic of 
Germany, France, Israel, Italy, the Netherlands, 
Sweden, and the United Kingdom. The contribu- 
tors are economists. Haveman is at the University 
of Wisconsin-Madison. Halberstadt is at the Cen- 
ter for Research in Public Economics at Leiden 
University. Burkhauser is at Vanderbilt University 
Index 

Hollister, Robinson G , Jr.; Kemper, Peter and 
Maynard, Rebecca A., eds. The National Sup- 
ported Work demonstration. Madison and Lon- 
don: University of Wisconsin Press, 1984. Pp. xvi, 
343. $32.00. ISBN 0-299-09690-4. 

JEL 85-0577 

Nine papers and an introduction report on re- 
search on the impacts of a demonstration experi- 
ment, which provided limited-duration, 12 to 18 
months, subsidized employment opportunities at 
the lower end of the job market in an atmosphere 
intended to be conducive to acquisition of skills, 
habits, and credentials that facilitate transition to 
continued unsubsidized employment. The demon- 
stration had sites in 15 U S. cities and targeted 
four groups — unemployed ex-offenders, former 
drug addicts, women who were long-time welfare 
recipients, and young school dropouts. Essays 
stress the importance of federal, state, and local 
relationships for social policy formation and for 
research design and implementation. The con- 
tributors are mainly staff members of the Man- 
[xiwer Demonstration Research Corporation or 
Mathematica Policy Research. Hollister is Profes- 
sor of Economics at Swarthmore College, and, to- 
gether with Kemper and Maynard, is also at Math- 
ernatica Policy Research. Index. 

JoNts, Stephen R. G. The economics of conformism. 
Oxford and New York: Blackwell, 1984. Pp. x, 123. 
$24.95. ISBN 0-631-13537-5 ]EL 85-0578 

Develops and presents an economic theory of 
conformism (an example of social influence on be- 
havior). The model maintains the individual as the 
unit of analysis and the principle of self-interested 
maximization; focuses on conformism as displayed 
in a workplace context. Characterizes some inter- 
personal processes as a tendency toward conform- 
ism in order to generate a theory where interper- 
sonal actions are the result of an interaction of 
preferences, opportunities, and the social environ- 
ment. Further develops a model by giving the the- 


ory a temporal structure of overlapping genera- 
tions, leading to a model of tradition and to a 
model of internalization of values in a process of 
socialization. The author is Assistant Professor of 
Economics, University of British Columbia. Bibli- 
ography; index. 

Marstrand, Pauline, ed. New technology and the 
future of work and skills. Proceedings of a sympo- 
sium organized by Section X at the annual meet- 
ing of the British Association for the Advancement 
of Science, August 1983. London and Dover, N.H.: 
Pinter, 1984. Pp. xvi, 260. $25.00, ISBN 0-86176- 
388-2. JEL 85-0579 

Fourteen previously unpublished symposium 
papers outline the overall background of economic 
and technical change against which national and 
regional fortunes rise and fall. Papers describe case 
studies illustrating the effect of technical change 
on employment and the impact of employment 
loss on people. Papers take the view that market 
forces alone do not bring about the conditions for 
socially acceptable deployment of technologies 
and that government intervention is needed for 
encouraging developments that will result in life- 
enhancing potential of technical change and pre- 
vent undesirable transitional effects The contribu- 
tors are mainly economists. The editor is a member 
of the Department of Life Sciences, Huddersfield 
Polytechnic. Index 

Schmid, Gunther and Weitzel, Renate, eds Sex 
discrimination and equal opportunity: The labor 
market and employment policy. New York: St 
Martin’s Press, 1984. Pp ix, 308 $29 95. ISBN 0- 
312-71 333-9. JEL 85-0580 

TweK'e papers report on issues raised in a larger 
study on a comparative analysis of employment 
policy for the disabled and for women in West 
Germany, Sweden, the United States, and the 
United Kingdom. Most of the papers provide de- 
scriptions and analytical evidence on the discrimi- 
nation against women in the labor market, on dif- 
ferent policy measures aimed at equalization, and 
on their real or potential impact for achieving this 
goal. One paper raises methodological questions 
of measuring discrimination and the impact of gov- 
ernment programs, and the final paper analyzes 
sex discrimination equalization policies. The con- 
tributors are mainly economists. Schmid is Senior 
Research Fellow and Deputy Director, and Weit- 
zel is Research Fellow, both at the International 
Institute of Management, Science Center Berlin. 
No index. 

See also. Book Number JEL 85-0419, 85-0531. 85- 
0537, 85-0589, 85-0594, 85-0613 
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830 Trade Unions; Coixectivk Bargaining; 

Labor-Management Relations 

Lesteh, Richard A. Labor arbitration in state and 
local government: An examination of experience 
in eight states and New York City. Research Re- 
port Series, no. 124. Princeton, N.J,: Princeton 
University, Industrial Relations Section, 1984. Pp. 
X, 210. $15.00, cloth; $10.00, paper. ISSN 0079- 
5305, pbk. JEL 85-0581 

Analyzes the actual experience of eight states 
(Pennsylvania, Michigan, Minnesota, Wisconsin, 
Massachusetts, New York, Iowa, New Jersey) and 
of New York City with binding arbitration m cases 
of collective bargaining impasses in covered public 
employment. Uses the following criteria for judg- 
ing the effectiveness of arbitration systems, the 
extent to which strikes have been eliminated; the 
extent to which the system and its administration 
promote settlements by collective bargaining or 
make agreement by collective bargaining more 
difficult to achieve; the quality of the awards; and 
the impact that statutory binding arbitration per 
se may have on the functioning of representative, 
democratic government at state and local levels. 
Examines each case with regard to: (1) background 
and statutory developments and (2) record of per- 
formance (effects on collective bargaining, the ar- 
bitration process and awards; effects on salaries, 
time span of the process and costs; views of parties 
on the arbitration system; and strikes), 'fhe final 
chapter presents general comparisons and conclu- 
sions. The author is a Faculty Associate in the In- 
dustrial Relations Section and Profe.ssor of Eco- 
nomics and Dean of the Faculty, Emeritus, 
Princeton University. No index 

Northrup, Herbert R. Open shop construction 
revisited. With the assistance of David O. 
Northrup. Major Industrial Research Unit Stud- 
ies, no. 62. Philadelphia: University of Pennsylva- 
nia, Wharton School, Industrial Research Unit, 
1984. Pp. XXXV, 674. Paper. ISBN 0-89546-049- 
1. JEL 85-0582 

Revised and expanded version of Open Shop 
Construction (1975) [see JEL no. 76-0245 for an- 
notabon of the original edition]. The new edition 
is based on an entirely new field study; also in- 
cludes a more detailed description of the method- 
ology and more extensive examination of govern- 
ment, industry, association, and union data than 
did the original study. Describes and analyzes the 
extent of open shop activity by industry subdivi- 
sion and by major U.S. geographical region. Dis- 
cusses the ways in which building trade unions 
have tried to contain growing {jenetration of open 
shops into other unionized areas. Examines labor 


market issues and practices in the open shop sec- 
tor. Finds evidence that open shop construction 
accounts for about 70 percent of U.S. construction 
volume. Also finds that open shop contractors 
place greater emphasis on job stability, diversity 
in jobs, informal training, and annual earnings than 
do closed shop contractors. The author is Director 
of the Wharton School’s Industrial Research Unit, 
University of Petmsylvania. Index. 

Poole, Michael, et al. Industrial relations in the 
future: Trends and possibilities in Britain over the 
next decode. London; Boston and Melbourne: 
Routledge and Kegan Paul, 1984. Pp. ix, 148. 
$16.95, paper. ISBN 0-7102-0145-1. 

JEL 85-0583 

Three previously unpublished reviews of likely 
developments in Britain’s system of industrial rela- 
tions over the next decade, commissioned by the 
British Department of Employment. William 
Brown and Keith Sisson discuss current trends and 
future possibilities in British industrial relations, 
covering the private and public sectors, trade 
unions, the piolitica) context of industrial relations, 
and the issues of conflict and control. Michael 
Poole develops a framework of analysis of the main 
forces that have had a strategic impact on Bntain’s 
pattern of industrial relations; he also examines 
likely changes in the structure and policy of em- 
ployers’ associations and managers, trade unions, 
and legislation and appraises the implications of 
changes for policy. Jill Rubery, Roger Tarling, and 
Frank Wilkinson present an economic analysis of 
industrial relations issues in the 1980s. Michael 
Poole is Senior Lecturer, Industrial Relations, 
University of Wales Institute of Science and Tech- 
nology, Cardiff Bibliography; author and subject 
indices. 

Sloane, Arthur A. and Witney, Fred. Labor re- 
lations. Fifth edition. Englewood Cliffs, N.J.: Pren- 
tice-Hall, [1967 . . . 1981] 1985. Pp. xiv, 542. 
$28.95. ISBN 0-13-519562-4. JEL 85-0.584 

Revisions mainly reflect developments in the 
field since the 1981 fourth edition, including new 
material relating to technological change and ro- 
botics, plant closings, quality of work life, conces- 
sionary bargaining, unions on corporate boards, 
public employees and the more difficult times, and 
unions in sports. Discussions have been augmented 
on: seniority versus affirmative action, women and 
minorities in unions, right-to-work laws, the Occu- 
pational Safety and Health Administration, antila- 
bor consultants, and union leadership. Presents 
twelve new and recent arbitration cases, and an 
amended appendix on a mock negotiation prob- 
lem. Chapters include new discussion questions 
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and new references. Sloane is Professor of Indus- 
trial Relations at the University of Delaware; Wit- 
ney is Professor of Economics at Indiana Univer- 
sity. Index. 

Warner, Malcolm, ed. Microprocessors, man- 
power and society; A comparative, cross-national 
approach. New York: St. Martin’s Press, 1984. Pp. 
xi, 367. $39.95. ISBN 0-312-53167-7. 

JEL 85-0585 

Twenty papers explore some of the concerns 
triggered by microchip technology and its use in 
factory assembly lines and industrial robots. Papers 
are divided into three parts, discussing the ways 
in which microprocessor technology has been in- 
troduced into the workplace, the manpower 
consequences of the new technology, and cross- 
national and societal impacts of microprocessors, 
including studies of Western Europe, Canada, the 
United States, India, Australia, and Japan. An epi- 
logue envisages the possibility of “the re-making 
of work” via telecommuting, with employees 
linked on-line to their companies from their house- 
hold-based work. The contributors consist mainly 
of an international group of professors in manage- 
ment, industrial relations, and business. The editor 
IS Professor and Research Coordinator at the Man- 
agement College, Henley, and Brunei University, 
United Kingdom. Index. 

Weinberg, Edgar. Labor-management coopera- 
tion for productivity: Highlights of the literature 
Work in America Institute Studies in Productivity 
series, no. 30. New York, Oxford; Toronto and Syd- 
ney: Pergamon Press, 1983. Pp. 61. $35.00, paper. 
ISBN 0-08-029511-8. JEL 85-0586 

Highlights the literature, primarily of the past 
decade, with regard to labor-management cooper- 
ation for productivity in the United States. The 
topics of the review include national collaborative 
initiatives, industry-wide cooperation, commu- 
nity-wide labor-management cooperation, union 
management cooperation at the plant level and 
in the public sector, and the outlook for labor- 
management cooperation. Most of the book con- 
sists of abstracts of books and articles, along with 
lists of recommended and additional readings. The 
author is a consulting economist with Work in 
America Institute, Inc., Scarsdale, N Y. No index. 

See also. Book Numbers JEL 85-0384. 85-0386, 85- 
0407 

840 Demographic Economics 

I Bulatao, Rodolfo A. and Lee, Ronald D., eds. 
Determinants of fertility in developing countries. 
Volume 1; Supply and demand for children. With 


Paula E. Hollerbach and John Boncaarts. 
Studies in Population series. New York; London; 
Sydney and Toronto: Harcourt Brace Jovanovich, 
Academic Press, 1983. Pp. xvii, 642. $37,00. ISBN 
0-12-140501-X. JEL 85-0587 

First of a two volume review of research evi- 
dence about determinants of fertility differentials 
and fertility change in developing countries. In- 
corporates 18 previously unpublished papers on 
the theoretical aspects of the supply of and de- 
mand for children, prepared for the panel on Fer- 
tility Determinants of the National Research 
Council’s Committee on Population and Demogra- 
phy. Research framework assumes that on the de- 
mand side parents’ choices depend on alternative 
family sixes rather than among alternative num- 
bers of births; supply of children refers to the num- 
ber of surviving children a couple would have 
without any deliberate attempts at limitation. Top- 
ics include age patterns, levels and trends in natu- 
ral fertility, determinants of natural marital fertil- 
ity, impact of health and nutrition on natural 
fertility, impact of sociocultural factors on breast- 
feeding and sexual behavior, child survival, family- 
size desires, infant and child mortality, norms re- 
lating to desire for children, perceptions of the 
value of a child, direct economic costs and bene- 
fits of children, women’s work roles and opportu- 
nity costs of fertility, and effects of income and 
wealth on demand for children Bulatao is Senior 
Research Associate, National Research Council, 
Washington, D C. Lee is a member of the Gradu- 
ate Group in Demog^raphy, University of Califor- 
nia, Berkeley. No index. 

ter Heide, Henk and Willekens, Frans J , eds 
Demographic research and spatial policy: The 
Dutch experience. Studies in Population series. Or- 
lando; London; Toronto and Sydney Harcourt 
Brace Jovanovich, Academic Press, 1984. Pp. x\-ii, 
410. $37,50. ISBN 0-12-685370-3. 

JEL 85-0588 

Seventeen research reports translated from the 
Dutch, represent a selection of recent policy ori- 
ented, spatial demographic research conducted in 
the Netherlands. Focuses on methodological stud- 
ies of internal migration and regional population 
projections. Intended to make Dutch research re- 
sults accessible to an international readership and 
to generate feedback leading to further growth 
of spatial demographic research in the Nether- 
lands. Two papers discuss demographic research 
questions arising from spatial policy and ap- 
proaches in policy-oriented migration and popula- 
tion distribution research; three papers focus on 
data, and the identification and measurement of 
the spatial population system; five papers present 
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exploratory and explanatory analyses; five j>ap)ers 
are on projections and forecasting; and two papers 
discuss the use of demographic research in physi- 
cal plaiining and spatial policy and demographic 
research opportunities. Ter Heide is at the Na- 
tional Physical Planning Agency, The Hague, and 
Willekens is at the Netherlands Interuniversity 
Demographic Institute, Voorburg, The Nether- 
lands Index. 

Koni., Robeht AlI-EN An investigation into the 
economic determinants of fertility American 
University Studies, Series 16. Economics, vol. 1. 
New York; Berne; Frankfort on the Main and 
Nancy: l.,ang, 1984. Pp. 166. $19 20, paper. ISBN 
0-8204-^086-6. JEL 85-05H9 

Develops a testable model that examines the 
economic determinants of long-run fertility behav- 
ior, building on the family welfare maximization 
framework. Using cross-section data for the Mid- 
west, Northeast, and Southeast regions of the 
United States, first tests a model that confines the 
set of independent variables to grandparents’ in- 
come, urbanization, parents’ education, wife's 
wage, and husband's income. Presents a more 
complete model for the simultaneous estimation 
of the demands for numbers of children and alter- 
natives to children, and wife's labor force partici- 
pation. Finds that income and .socioeconomic vari- 
ables have a profound impact on fertility behavior 
in the least economically developed region (the 
Southeast) and that, generally, an increase in hus- 
band's income tends to reduce wife’s labor force 
participation; however, while finding some pro- 
pensity for allocating more income to more chil- 
dren in the Northeast and Midwest, the author 
finds the opposite tendency for the Southeast. The 
author is at the State University of New York at 
Fredonia. Bibliography; no index. 

Morris, Milton D. Immigration — the beleaguered 
bureaucracy. Washington, D.C.: Brookings Institu- 
tion, 1985. Pp. X, 150, $22.95, cloth, $8.95, paper. 
ISBN 0-8157-5838-3. JEL 85-0590 

Examines the administration of immigration 
policy. Addresses concerns about the entry of refu- 
gees and illegal immigrants, focusing on the evolu- 
tion, character, and performance of the immigra- 
tion bureaucracy. Reviews the major forces that 
have influenced the development of U.S. immigra- 
tion policy and the difierent approaches to immi- 
gration adopted by the executive and legislative 
branches. Suggests that although many of the 
problems in the administration of immigration pol- 
icies result from inadequate funding, there are also 
problems in the structure of the bureaucracy, en- 
forcement procedures, and objectives. Contends 


that substantial improvements in the administra- 
tion of immigration policy could yield important 
benefits. The author is Director of Research at the 
Joint Center for Political Studies. Index. 

Wheat, Leonard F.; Wardwell, John M. and 
Faulkner, Lee. The 1970s' migration turn- 
around in rural, nonadjacent counties. Washing- 
ton: U.S. Department of Commerce, Economic 
Development Administration, Research and Eval- 
uation Division, 1984. Pp. Irregular. Paper. 

JEL 85-0591 

Examines the causes of the reversal of prior 
trends of metrofiolitan population growth and 
nonmetropolitan decline; focuses on U.S. counties 
that are neither metropolitan nor adjacent to 
metropolitan areas. Tests hypotheses involving cli- 
mate, race, retirement, employment, etc., which 
may have influenced the turnaround. Using corre- 
lation-regression analysis and the Social Security 
Administration’s Continuous Work History Sam- 
ple, 1970-7.5, examines both county migration and 
personal characteristics of migrants. Conclude* 
that the factors studied, though influential, fail tc 
explain the turnaround and that a general factoi 
with geographically broader application, such a: 
rural manufacturing growth, may be more influen 
tial. Wheat is an Economist, Research and Evaliia 
tion Division of the Economic Development Ad 
ministration, U.S. Department of Commerce 
Wardwell is Professor of Rural Sociology, Washing 
ton State University. Faulkner is Director, Cente 
for Data Systems and Analysis, Montana Stat: 
University. Bibliography; no index. 

See also: Book Number JEL 85-0573 

850 Human Capital 

900 Welfare Programsj Consumer 
Economics; Urban and Regional 
Economics 

910 Welfare, Health, and Education 

Aday, Lu Ann; Fleming, Gretchen V. and Ai 
dersen, Ronald. Access to medical care in ti 
U.S.: Who has it, who doesn't. CHAS Resean 
Series, no. 32. Chicago: Pluribus Press and ll 
University of Chicago, Center for Health Admin 
tration Studies, 1984. Pp. xiv, 229. $24.95, pap< 
ISBN 0-931028-56-6. JEL 85-05 

Presents data from the 1982 National Surv* 
of Access to Medical Care to inform the debs 
on the current "state-of-the-nation” with respe 
to access. Finds that improvements in acc( 
to medical care for traditionally disadvantag 
groups (the poor, minority groups, and central c 
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and farm residents) largely continued into the 
1980s, although some problems remain. Considers 
ethical implications of current policy proposals in 
the context of equity of access; presents the 1982 
survey data for miyor traditional access indicators 
for key population subgroups and the U.S. popula- 
tion as a whole; uses between group and over-time 
, comparisons to identify key access indicators and 
subgroups; examines special access problems of the 
1980s; and projects future equity of access in the 
context of current and proposed health policy op- 
tions. Appendices contain the sample design, ques- 
tionnaire, and related information. Aday and 
Fleming are Senior Research Associates, and An- 
dersen is Director, Center for Health Adnainistra- 
tion Studies, University of Chicago. Index. 

ALLISON, Dean B. and Henderson, Bruce B. Em- 
pire of deceit. Garden City, N.Y.; Doubleday, 1985. 
Pp. 377. $17.95. ISBN 0-385-18933. 

; /£L 85-0593 

Account of the computer embezzlement of 
more than $21 million of Wells Fargo Bank re- 
sources in 1981. Allison, formerly chief of the U.S. 
, Attorney's Special Prosecution Unit in Lx)s Ange- 
les, was the prosecutor in the case. Henderson xs 
an investigative reporter. No index. 

Boulet, jAC-ANDRfe AND Lavall^e, Laval. The 
changing economic status of women. Ottawa: Sup- 
' ply and Services Canada for the Economic Council 
of Canada, 1984. Pp ix, 81 $6.95, Canada; $8 35, 
elsewhere; paper ISBN 0-660-11692-8. 

, /EL 85-0594 

Describes the economic status of women, the 

■ progress they have made, and the impact of this 

■ progress over the period 1971-81 in Canada. Ana- 
; lyzes changes in labor market participation, em- 
ployment earnings, occupational diversification, 
equal pay for equal work, and adult training pro- 
grams. Discusses causes of recent changes, de- 

” scribes the status of women in the labor market, 
and examines in some detail five periods in a wom- 
an’s life: schooling, first entry into the labor mar- 
ket, the birth of children, the lessening of family 
responsibilities, and retirement. Boulet is with the 
Economic Council of Canada Lavall^ is Assistant 
Secretary and Researcher at the Canadian Indus- 
trial Renewal Board. No index. 

Chatterji, Manas. Health care cost-containment 
policy: An econometric study. Boston; The Hague 
and Lancaster: Kluwer-Njjhoff; distributed in 
North America by Kluwer Boston, Hingham, 
Mass., 1983. Pp. xviii, 368. ISBN 0-89838-119-3. 

JEL 85-0595 

Analyzes health care cost in the United States 
from the IBSOs through the 1970s and suggests 


ways to contain it. Focuses on hospital costs, using 
data contained in the Uniform Financial Report 
and Uniform Statistical Report for 1976 of about 
350 short-term acute care hospitals in New York 
State. Presents an overview of the structure of the 
New York State hospitals and trends in hospital 
cost allocation. Demonstrates how input-output 
analysis, as opposed to the step-down method (es- 
pecially for large hospitals), can be used to estimate 
the amount of reimbursement a hospital should 
receive for a particular procedure. Suggests how 
a fused input-output and linear programming 
model may be used to determine the optimum 
levels of activities within a hospital so that the 
total cost is minimal subject to the condition that 
some technological, budgetary, political, and socio- 
economic constraints are satisfied. Summarizes 
policy suggestions for hospital cost containment. 
The author is Professor of Management, State 
University of New York, Binghamton. Author and 
subject indices. 

Chawla, O. P.; Patel, K. V. and Shete, N. B. Im- 
pact of differential rate of interest scheme. Bom- 
bay: National Institute of Bank Management, 1983. 
Pp. xvi, 177. Rs 55.00, Inland, Rs 1 10.00, foreign, 
paper. JEL 85-0596 

Studies and evaluates the achievements of the 
differential rate of interest (DRI) lending scheme, 
which originated in 1972 in India when the gov- 
ernment asked public sector banks to lend to so- 
cially and economically deprived categories of bor- 
rowers at a concessional rate of 4 percent. Surveys 
borrowers, lenders, non-DRI neighborhood indi- 
viduals, and non-DRI lending credit institutions. 
Uses results of the survey and other data to de- 
scribe: borrowers, loan characteristics, repayment 
behavior, subsidy recipients, the impact on bor- 
rowers, views of non-DRI borrowers, government 
and non-govemment intermediaries, bank policies 
and practices, and the borrower and lender costs 
of DRI funds. No index. 

Clark, Robert L., et al. Inflation and the eco- 
nomic well-being of the elderly Baltimore and 
London: Johns Hopkins Universit)' Press, 1984. Pp. 
xiii, 140. $18.50. ISBN 0-8018-3218-7. 

JEL 85-0597 

Elxainines the well-being of older Americans 
during the 1970s, analyzing how inflation afi^ted 
that well-being; rejects the hypothesis that the el- 
derly are more vulnerable to inflation. Analyzes 
a series of surveys to determine shifts in real in- 
come and consumption and studies the sources 
of inctHne of the elderly to identify general re- 
sponses to rising prices. Presents a framework for 
analyzing the effect of inflation on the well-b^ng 



734 


Journal of Economic Literature 


of the elderly and projects the impact of inflation 
on income and expenditures using the concept 
of the consumer budget as the basic model. Dis- 
cusses measures of inflation and their appropriate- 
ness. Examines the hfe-cycle pattern of income 
of older persons and the experience of the 1970s 
and the importance of federal tramfer programs 
to the elder!)'. Analyzes the changes in the real 
value of earnings, social security bcnefit.s, and em- 
ployer pen.sion benefits during the 1970s and the* 
effects of inflation on expenditure patterns in gen- 
eral and health expenditures in more detail. Dis- 
cu.sses po.ssible future changes in well-being. Clark. 
Ronald A. Schrirnper, and Daniel A. Sumner are 
members of the Department of Economic.s and 
Business, North Carolina State University. George 
L. Maddox is Director and Senior Fellow at the 
Center for the Study of Aging and Human Devel- 
opment, Duke University. Index. 

Fields, Cary S. and Mitchell, Oijvia S. Retire- 
ment, ftensions, and S<M:ial Security Cambridge. 
Mass., and London- MIT Press, 19S4. Pp. xviii, 152. 
$19.95. ISBN 0-262-06091-4. JEL 85-0598 
F.xamines policy debates on retirement by mod- 
eling income opportunities facing older workers 
at alternative retirement ages and the degree of 
responsiveness of older workers to changes in in- 
come opportunities. Examines the intertemporal 
budget set facing older workers in the context of 
income derivable from earnings, private pensions, 
and Social Security by retiring at age 60 and how 
these change by postponement of retirement to 
later ages. Applies several diflPerent econometric 
models to the Benefit Amounts Survey of the La- 
bor Department and the Longitudinal Retirement 
History Survey of the Social Security Administra- 
tion; uses some of the estimates to explore the 
phenomena of different retirement ages in differ- 
ent firms and retirement age responses to Social 
Security reforms. F’inds evidence that for most 
older workers retirement is a matter of choice in 
which economic factors are of primary impor- 
tance. The authors are at the Department of Labor 
Economics, New York State School of Industrial 
and Labor Relations, Cornell University. Author 
and subject indices. 

Freund, Deborah A. Medicaid reform: Four stud- 
ies of case management. With Polly M. Ehren- 
HAFT and Marie Hackbarth. AEI Studies in 
Health Policy, no. 408. Washington and London; 
American Enterprise Institute for Public Policy 
Research, 1984. Pp. xii, 83. $5.95, paper. ISBN 
0-8447-3561-2. JEL 85-0599 

Presents four case studies of communities that 
have attempted to increase access to health care 


for Medicaid beneficiaries and to reduce the rate 
of increase in Medicaid costs through a market- 
oriented, competitive approach. Focuses on prob- 
lems program administrators faced in effecting 
structural changes and the strategies they devel- 
oped to establish the program and to enroll pa- 
tients. F'our programs are studied: the Michigan 
Physician Primary Sponsor Plan (Wayne County), 
the Utah Choice of Health Care Program (Salt 
Lake, Weber, and Utah Counties), the Kentucky 
Citicare Program (Jefferson County), and the 
Santa Barbara Health Initiative (Santa Barbara 
County, California). Summarizes similarities and 
differences in the following program characteris- 
tics; governance and organizational form, plan ad- 
ministration, physicians and health plans, ho.spi- 
tals, consumer involvement, utilization review and 
quality assurance, enrollment, and marketing. 
Based largely on interviews conducted at each site 
in 1983. The author is Assi.stant Professor of Health 
F)conomics, University of North Carolina, Chapel 
Hill. No index. 

Grant, James P. The state of the world’s children. 
1984 Oxford; New York; Toronto and Melbourne: 
Oxford University Press for UNICFIF, 1983. Pp 
194. $18.95. ISBN 0-19-828489-6. 

JEL 85-061X) 

A rejxirt on the improved prospects for child 
survival. In five parts (1) a summary of the world- 
wide reaction to breakthroughs in knowledge and 
technique for saving the lives and protecting the 
health of millions of children annually; (2) six essays 
by medical authorities, which describe recent 
breakthroughs for improving the health of chil- 
dren and outline related problems in putting these 
strategies into practice, (3) three essays, which set 
forth ideas by novelists from Africa, Asia, and Latin 
America, who record their personal experiences 
of the children’s revolution in action; (4) a special 
study on the impact of the current world recession 
on children by an international panel of econo- 
mists, who argue that children of the world’s poor- 
est families suffer dispropmrtionately from the ef- 
fects of the economic recession; and (5) world 
economic and social statistics, focusing on chil- 
dren’s well-being and listing nations in accordance 
with their child mortality rates. No index. 

Groth, Alexander J. and Wade, Larry L., eds. 
Comparative resource allocation: Politics, perfor- 
mance, and policy priorities. Sage Yearbooks in 
Politics and Public Policy, vol. 13. Beverly Hills; 
London and New Delhi; Sage, 1984. Pp. 247. Pa- 
per. ISBN 0-8039-2371-6. JEL 85-0601 

Eight previously unpublished essays concerned 
with the distribution of social and economic re 
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sources in and among nation states with greatly 
different political and ideological characteristics, 
levels of development, size, natural resource en- 
dowments, and cultural attributes. These include 
Western Europe and the United States, the Soviet 
Union, the People’s Republic of China, and other 
parts of Asia, Africa, and Latin America. Highlights 
the political activity of allocating resources "au- 
thoritatively,” where such allocations can be ob- 
served, measured, and compared, and finding sys- 
tematic relationships between types of politics and 
resource distributing. Papers discuss issues of theo- 
retical importance in the study of state politics 
and state allocations, notably the constraints under 
which regimes labor and the coping behavior re- 
quired. The contributors are social scientists m 
economics, political science, and public adminis- 
tration. The editors are at the University of Califor- 
nia at Davis. Name and subject indices. 

Interna noNAi. Eiscai, Association. Social Secu- 
rity contnhulions as a fiscal burden on enterprises 
engaged in international activities Studies on In- 
ternational Fiscal Law, voj. 69b. Deventer, the 
Netherlands; Boston; London and Frankfurt: 
Kluwer for the International P’iscal Association, 
1984. Pp 560. $44 00, paper. ISBN 90-6544-1751 

JEL 85-0602 

A general report (in English, French, German, 
and Spanish) by Jorge Macon and Enrique J Reig 
and 1 previously unpublished International Fiscal 
As.sociation (IFA) member country reports (12 in 
English and 5 with English summaries) The gen- 
eral report presents a frame of reference, discuss- 
ing the scope of social security contributions in 
participating countries, general concepts, financ- 
ing systems, and perspectives of financing and 
their effects on trade and development. (Country 
reports are from Germany, Argentina, Belgium, 
Brazil, Colombia, Spain, United States, Finland, 
France, Italy, Mexico, Norway, the Netherlands. 
United Kingdom, Sweden, Switzerland, and Uru- 
guay, No index. 

Jamison, Dean T., et al. China.- The health sector 
World Bank Country Study. Washington, D.C.. 
World Bank, 1984. Pp. xl. 190. $10.00, paper, ISBN 
0-8213-0384-B. JEL 85-0603 

Preliminary report dealing with a selection of 
issues related to the health care system in China, 
based on the findings of a, World Bank rural health 
and medical education mission to China in 1982 
and a seminar to review the mission's findings con- 
cerning medical education. Notes China’s achieve- 
ments in population control, health status, and nu- 
trition; examines policies, sources of financing, and 
resource use. Discusses the nutritional improve- 


ments, greater access to clean water and sanitary 
waste disposal, and fertility reduction. Delineates 
as problems health services for the rural poor and 
chronic disease. Raises two sets of issues concern- 
ing rural health care and medical education. Statis- 
tical annexes contain tables of relevant informa- 
tion about China from the 1950s through the 
1980s. No index. 

JOSKOW, Paul L. Controlling hospital costs The role 
of government regulation. Paperback edition. 
MIT Press Series in Health and Public Policy, no. 
2. Cambndge, Mass., and London; MIT Press, 
11981] 1984 Pp 210, $8.95, paper ISBN 0-262- 
60012-9. JEL 85-0604 

Paperback reprint [see JEL no 82-0623 for an- 
notation of the 1981 book], 

Kijcczkowski, Bogdan M.; Elling, Ray H. and 
Smith, Duane L Health system support for pri- 
mary health care A study Ixised on the technical 
discussions held during the thirty-fourth World 
Health Assembly, 1081 Public Health Papers, no. 
80. Geneva World Health Organization, 1984 Pp 
104, SwFr 10.-, paper. ISBN 92-4-130080-9. 

JEL 85-0605 

Discusses issues involved in pursuing the World 
Health Organization (WHO) goal of health for all 
by the year 2000 by means of health systems based 
on pnmary health care. Although it incorporates 
the technical discussions held during the 34th 
W’orld Health Assembly, 1981, the authors also use 
other relevant material. Examines ba-sic concepts 
of primar) health care; health systems; prerequi- 
sites of support; and the need for public under- 
standing and commitment, health policy, and leg- 
islation to support it. Discusses the nature and 
range of the types of support necessary; organizing 
health systems, mtersectoraJ support; communits 
participation; manpower; financing; management 
and supiervision; and facilities, equipment, and 
supplies. Discusses policy considerations, research 
needs, and recommendations on the support pro- 
cess. Available in French, Spanish, Russian, and 
Arabic. Kleczkowski and Smith are at the World 
Health Organization, Geneva. Elling is Professor 
of Medical Sociology, University of Connecticut, 
Farmington. Select annotated bibliography; no in- 
dex. 

Lampman, Robert J. Social welfare spending: Ac- 
arunting for changes from 1050 tr.> 1978. Pos’erty 
Policy Analysis series. Orlando; London; Toronto 
and Sydney; Harcourt Brace Jovanosich, Aca- 
demic Press, 1984, Pp. xxTi. 232. $29.50. ISBN 0- 
12-435260-X. JEL 85-0606 
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Prov'ides some perspective on the national de- 
bate regarding the size of public social welfare 
expenditures in the United States. The purpose 
of the study is three-fold; to apply double-entry 
social accounting to social welfare expendittires, 
as broadly defined, and their sources of funds; to 
compare the social benefits and social costs that 
may be associated changes in the “secondary con- 
sumer income” (SCI) system during the period 
1950-78; and to review explanations for the 
growth of the SCI system and to describe alterna- 
tive bases for choice regarding its future direc- 
tions. Explores the questions of who receives SCI 
benefits and who pays for them. Suggests that the 
growth of the public and private SCI system from 
7,4 percent of GNP in 1980 to 27.6 percent of 
GNP in 1978 may be attributed to structural 
changes associated with urbanization, industrial- 
ization, and the breakdown of the extended family; 
changes in the age composition of the popula- 
tion — with an increasing percentage of those aged 
65 years and older; rising demand for, and im- 
proved quality of, health care and education; new 
welfare institutions, such as social insurance; politi- 
cal factors, such as extensions of suffrage; and polit- 
ical pressures of minority groups. The author is 
Professor of Economics and at the Institute for 
Research on Poverty, University of Wisconsin. Au- 
thor and subject indices. 

Levitan, Sab A. and Johnson, Clifford M. Be- 
yond the safety net: Reviving the promise of op- 
portunity in America. Cambridge, Mass.; Harper 
& Row, Ballinger, 1984. Pp. ix, 187. $16.95. ISBN 
0-88730-013-8. JEL 85-0607 

Traces the logic and rationale of conservatives 
in their approach to federal social welfare policy. 
Contends that conservatives place the problem of 
poverty outside the scope of the government’s 
proper responsibilities. Argues that the welfare 
system that evolved from the 1930s to the 1970s 
is an appropriate and generally effective response 
to problems of unequal opportunity and poverty 
in modem America. Discusses federal welfare pro- 
grams that have made a difference in health, edu- 
cation, employment equality, and retirement. 
Concludes that the federal welfare system has con- 
tributed broadly to the well-being of Americans, 
but that it has failed to spur the expansion of em- 
ployment opportunities at a pace consistent with 
gains in income equity. Suggests directions for con- 
structive revision of welfare policies in the 1980s. 
Levitan is Research Professor of Economics and 
Director of the Center for Social Policy Studies 
at George Washington University. Johnson is on 
the staff of the Policy Project in Washington, D.C. 
Index. 


Macgied, Hal S. Transportation for the poor: Re- 
search in rural mobility. Foreword by WiLUAM 
E. Bivens, III. Afterword by John S. Hassell, 
Jr. Studies in Applied Regional Science. Boston; 
The Hague and London; Kluwer-Nijhoff; dis- 
tributed in North American by Kluwer Boston, 
Hingham, Mass., 1982. Pp. xxvl, 178. ISBN 0- 
89838-081-2. JEL 85-0608 

Examines the relationships among mobility, per- 
sonal income, and work activity in rural areas. 
Considers the possibility that limited personal mo- 
bility impedes access to work activities, which de- 
termine personal income. Includes a case study 
of residents in some counties of rural Georgia who 
are economically disadvantaged, showing that 
their lack of personal mobility limits both the loca- 
tions and time intervals in which work activity 
is accessible. Focuses on counties made up of small 
communities only and identifies the number of 
rural residents who are mobility disadvantaged 
and cannot find work, making them economically 
deficient. Illustrates why conventional methods 
and paratransit, used to solve the transportation 
problem of the rural elderly and handicapped in 
larger areas, cannot succeed in sparsely populated 
areas. Provides policy proposals for public adminis- 
trators seeking to improve economic conditions 
of the poor. The author is Academic Director, 
Management and Administrative Studies, Career 
Development Center, Nova University. Index. 

Melck, Antony P. South African post-secondary 
education: Methods of financing universities with 
special reference to formula funding in South Af- 
rica. Pretoria: Department of National Eiducation, 
1983. Pp. xiii, 366. Paper. ISBN 0-7970-0325-8. 

JEL 85-06QS 

Contends that a system of formula financing for 
universities can be economically efficient without 
encroaching upon university autonomy. Discusses 
the economic aspects of education, production and 
cost functions, private and public provision oi 
higher education, and possible ways of lendinf 
financial support to students and universitie; 
(grants, loans, vouchers, tax concessions, and sub 
sidy formulas). Applies the principles of subsidiza 
tion defined by the South African Post-Secondar; 
Education (SAPSE) system of the Department o 
National Education to analyze which universit 
activities should be supported with public fund; 
Examines alternative models for determining p( 
rameter values for subsidy formulas. Recommend 
that the SAPSE system be extended to encompa: 
the whole South African educational sector. Th 
author is Professor of Elconomics, University < 
Stellenbosch, South Africa. Bibliography; no ii 
dex. 
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Morgan, Robin, ed. Sisterhood is global: The inter- 
national women 's movement anthology. Carden 
City, N.Y.: Doubleday, Anchor Press, Anchor 
Books, 1984. Pp. xxiii, 815. $24.95, cloth; $12.95, 
paper. ISBN 0-385-17797-B, pbk. 

JEL 8S-0610 

A broadly representative, varied assemblage of 
facts and original articles by women around the 
world who have a commitment to freedom for 
female human beings. Contributors are from 70 
countries, plus the United Nations, have varying 
backgrounds and political views, and are natives 
of the country about which they write. Statistical 
prefaces introduce each article and, for the most 
part, contain the following general and woman- 
specific information about each country: geogra- 
phy, demography, government, economy, "gynog- 
raphy" (sexual politics issues), “herstory" (history), 
and “mythography.” A brief biography of the con- 
tributor and a short list of suggested further read- 
ing on women in the specific country appear at 
the end of each article. An introduction by the 
editor di.scus.ses “Planetary Feminism: The Politics 
of the 21st Century." The editor is a professional 
writer, lecturer, and a contributing editor to Ms 
magazine Glossary, bibliography; index. 

Na noNAL SciENCK FOUNDATION. Federal support 
to universities, colleges, and selected nonprofit in- 
stitutions. fiscal year 1982. A report to the presi- 
dent and congress: Final report. Surveys of Science 
Resources Scries, no. 84-.315. Washington, D.C.: 
Author, 1984. Pp. viii, 240. Paper. 

JEL 85-0611 

Fiscal year 1982 data submitted by 15 federal 
agencies representing federal obligations to insti- 
tutions of higher education in the United States. 
Data are briefly analyzed for universities and col- 
leges; university-administered FFRDCs (federally 
funded research and development centers); and 
independent nonprofit institutions and nonprofit- 
administered FFRDCs. Appendices (most of the 
Ixiok) contain detailed statistical tables, which 
present data for: federal obligations to universities 
and colleges (trends, geographic distribution, 
amount received); fields of study; type of institu- 
tional control; institutional listings by state; federal 
science /engineering obligations to university-ad- 
ministered FFRDCs; federal obligations to inde- 
pendent nonprofit institutions and nonprofit-ad- 
ministered FFRDCs; and others. [See JEL no. 84- 
0977 for annotation of 1981 edition.] No index. 

Dt;us. A. I. and Veljanovski, C. G., eds. Readings 
in the economics of law and regulation. Oxford; 
New York; Toronto and Delhi; Oxford University 


Press, Clarendon Press, 1984. Pp. x, 361. $34.50, 
cloth; $18.95, paper. ISBN (1-19-876142-2. 

JEL 85-0612 

Forty-seven previously published readings with 
notes on the application of economic theory to 
issues of law and legal institutions. Part one consists 
of introductory readings, which give the economic 
framework; discuss the nature and scope of eco- 
nomic reasoning, assumptions, and concepts; and 
describe applications of economics to law. Part two 
covers private law, concerning property, tort, and 
contract. Part three deals with public law, cover- 
ing competition and monopoly, and theories and 
techniques of regulation Part four discusses legal 
institutions — crime and law enforcement, and the 
legal system and procedure. Most of the readings 
are reprinted with omissions to provide the read- 
ers with brief and succinct papers. Ogus is Profes- 
sor of Law, University of Newcastle upon Tyne. 
Veljanovski is Lecturer in English Law, University 
College London. Index. 

OXENHAM, John, ed. Education versus qualifica- 
tions? A study of relationships between education, 
selection for employment and the productivity of 
labour Unwin Education Books series. London; 
Boston and Sydney: Allen 6t Unwin, 1984. Pp. x, 
246. $25.00, cloth; $9.95, paper. ISBN 0-04- 
370149-3, pbk. JEL 85-0613 

Seven previously unpublished papers investi- 
gate reasons for and (xissible alternatives to distor- 
tions and dislocations (referred to as the “diploma 
disease” or “paper -qualifications syndrome”) 
caused by schooling; emphasizes the experiences 
of developing countnes, some of which are Ghana, 
Malaysia, Mexico, Sri Lanka, and China. Three pa- 
pers focus on the interactions between employ- 
ment and education. Ronald Dore and John Oxen- 
ham discuss the need for occupational selection 
and suggest how the present pattern of selection 
by education evolved. Oxenham questions wh\' 
employers use schooling as a basis of both qualifica- 
tions for jobs and differentiation between candi- 
dates and shows that the correspondence between 
jobs, salaries, and education is inconstant. Angela 
Little examines evidence on whether schooling 
is associated with productivity in a variets’ of jobs. 
A second group of three papers considers the ef- 
fects of selection on education — Keith Lewin ex- 
plores the effect of selection on the formulation, 
implementation, and evaluation of improved cur- 
ricula; Nigel Brooke and Oxenham, the influence 
of certification and selection on teaching and 
learning; and Jonathan Unger, China's experience 
with severing the links between education and 
careers. In a concluding section. Little evaluates 
the possible effects of proposed solutions to the 
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"diploma disease." The editor is a Fellow in Educa- 
tion and Development, Institute of Development 
Studies, University of Sus.s'ex. Index. 

Richards, P. J. and Thomson, A. M., eds. Basic 
needs and the urban poor The provision of com- 
munal services London; Sydney and Dover, N.H.: 
Groom Helm, 1984 Pp. 276. $25.00. ISBN 0-7099- 
2281-7. JEL H5~0614 

Ten previously unpublished papers, including 
an introduction and conclusion, by Richards, inves- 
tigate the means by which the levels of basic needs 
satisfaction of the urban poor in Asia can be im- 
proved by applying public policies and programs, 
'rhe topics discussed are: the role of the public 
sector in regard to urban poverty and basic needs 
(A. M. Thomson), urban low-income housing in 
Southeast Asia (S. Yeh); building codes and regula- 
tions in low income settlements (D. B, Cook); 
health care and the urban poor (G J. Ebrahim); 
water supply ussues ([. Kirke and J. Arthur); human 
waste disposal in urban areas J. Pickford); school- 
ing for urban poor children (S Chitnis and C. Su- 
vannathat); and improving the mobility of the ur- 
ban poor (G. Roth). Concluding paper casts doubt 
on whether many major Asian cities will grow in 
the same way as Singapore, which has high-level 
housing, environmental, and education standards; 
but expects some progress as governments become 
more skillful in handling urban projects and pro- 
grams Thomson is Research Fellow at the Univer- 
sity of Sussex Richards is Economist at the Interna- 
tional Labor Office. Index. 

Schmidt, Peter and Witte, Ann D. An economic 
analysis of crime and justice: Theory, methods, 
and applications Quantitative Studies in Social 
Relations. Orlando: London; Sydney and Toronto: 
Harcourt Brace Jovanovich, Academic Press, 1984. 
Pp. xiv, 416. $60.00. ISBN 0-12-627180-1. 

JEL 85-0615 

Applies economic theory and econometric 
methods to problems in criminology. Part one con- 
tains statistical analyses of various measures of 
criminal recidivism. Part two provides empirical 
estimates and tests of the economic model of 
crime, beginning with a survey of economic mod- 
els of crime. Also examines labor markets for 
prison releasees. Part three estimates long- and 
shorl-nm cost functions for large-scale prisons, in- 
cluding a survey of the economic theory of cost 
and production and its application to public orga- 
nizations. Schmidt is a member of the Department 
of Elconomics at Michigan State University. Witte 
is a member of the Department of Eiconomics at 
the University of North Carolina at Chapel Hill. 
Index. 


West, Louis Jolyon, ed. Alcoholism and related 
problems: Issues for the American public. The 
American Assembly, Columbia University, series. 
Englewood CliflFs, N.J.; Prentice-Hall, Spectrum, 
1984. Pp. Vi, 208. $6.95, paper. ISBN 0-13- 
021478-7 JEL 85-06 J 6 

Eight previously unpublished essays presented 
at a meeting convened by the American Assembly 
at Arden House, Harriman, New York, in April 
1984. Authors discuss public policy toward alcohol 
and alcoholism. Louis Jolyon West begins with an 
overview of alcoholism followed by a review of 
the effects of ethanol on the body by Stewart G. 
Wolf Philip J. Cook discusses the economics of 
alcohol consumption and abuse. Alcohol, law en- 
forcement, and criminal justice are examined by 
John Kaplun. Robert G. Niven analyzes alcohol and 
the family, followed by John A. Volpe’s article on 
alcohol and public safety. Earnest P. Noble ana- 
lyzes prevention of alcohol abuse and alcoholism. 
Sheila B. Blume concludes with a summary of pub- 
lic policy issues. West is Director of the Neuropsy- 
chiatric Institute, University of California, Los An- 
geles Bibliography; index. 

See also- Book Numbers JEL 85-0365, 85-0377, 85- 
0410, 85-0435, 85-0470, 85-0541, 85- 
0567, 85-0568, 85-0569, 85-0575, 85- 
0576, 85-0577, 85-0580 

920 Consumer Economics 

[Ferrer, Robert] The collection and analysis of 
economic and consumer behavior data. In memory 
of Robert Ferber. Edited by SEYMOUR SUDMAN 
and Mary A. Spaeth. Champaign: University of 
Illinois, Bureau of Economic and Business Re- 
search and Survey Research Laboratory, 1984. Pp. 
X, 406. Paper. JEL 85-0617 

Eighteen previously unpublished papers on 
tools of consumer research, the focus of much of 
Robert Ferber’s professional works. The studies 
cover five main topics; (1) distribution of income 
and wealth in the United States among households, 
families, and individuals; (2) income distribution 
and poverty in three developing Latin American 
areas — the Dominican Republic, Buenos Aires (Ar- 
gentina), and Peru; (3) the use of economic infor- 
mation in decision-making and consumer informa- 
tion relating to marketing, imperfect markets, life 
insurance purchases, and relocation to cities; (4) 
the use of economics In policy decisions, including 
landlord-tenant relations laws, welfare payment; 
and family size, and evaluation of public enter 
prises; and (5) costs and benefits of data collection 
discussing panel studies, health behavior and ex 
penditures data, and industry classification an( 
coding. The contributors are economists and statis 
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ticians. An appendix lists Ferber’s publications in 
chronological order. Both editors are at the Survey 
Research Laboratory, University of Illinois at Ur- 
bana-Champaign. No index. 

See also: Book Numbers JEL 85-0342, 85-0620 

930 Urban Economics 

Bailey. Robert W. The crisis regime: The MAC, 
the EFCB, and the political impact of the New 
York City financial crisis. Albany: State University 
of New York Press, 1984. Pp. x, 230. ISBN 0- 
87395-850-0. JEL 85-0618 

Analyzes the impact of the 1975 financial crisis 
on New York’s policy-makmg process, focusing on 
the formulation process. Central thesis is that this 
financial crisis introduced a change in the gover- 
nance of New York City, involving two new moni- 
toring agencies — the Municipal Assistance Corpo- 
ration (MAC) and the Emergency Financial 
Control Board (EFCB). Describes the politics in 
New York, 1975-78, the creation of the MAC and 
the EFCB, the financial planning process, labor 
policy, and the attempt to control the city's semi- 
autonomous agencies. Examines the policy-mak- 
ing crisis within the city's governing process, inter- 
governmental relations, and the role of private 
economic elites. Places the meaning of the 1975 
financial crisis in a historical context. The author 
is Assistant Professor of Political Science at Baruch 
College, City University of New York. Bibliogra- 
phy; index. 

Bingham, Richard D. and Blair, John P., eds. 
Urban economic development. Urban Affairs An- 
nual Reviews, vol. 27. Beverly Hills; London and 
.New Delhi: Sage in cooperation with University 
of Wisconsin-Milwaukee. the Urban Research 
Center, 1984. Pp. 287. $28.00, cloth; $14.00, pa- 
per. ISBN 0-8039-1999-9, pbk, JEL 85-0619 
Fourteen previously unpublished papers ex- 
plore current issues of urban economic develop- 
ment. Concerned with four mgjor areas: (1) eco- 
nomic development paths, (2) federal economic 
development programs, (3) state and local ap- 
proaches to economic development, and (4) local 
economic development at work. Topics include: 
historical approaches, opportunities to communi- 
ties that can attract firms on the frontier of tech- 
nology, how cities can prosper by becoming 
international centers for corporate activity, entre- 
preneurship among minorities, block grants, cate- 
gorical grants, the concept of enterprise zones, 
cooperation and competition among local govern- 
ments, and how cities are using pension funds to 
finance economic development. Includes four case 
studies of local economic development. Contribu- 


tors are mainly political scientists and economists. 
Bingham is Associate Professor of Political Science 
and Director of the Urban Research Center, Uni- 
versity of Wisconsin, Milwaukee. Blair is Chair- 
man, Department of Economics, Wright State 
University. No index. 

Edel, Matthew; Sclar, Elliott D. and Ldria, 
Daniel. Shaky palaces: Homeownershxp and so- 
cial mobility in Boston's suburbanization. Colum- 
bia History of Urban Life series. New York and 
Guilford, Surrey: Columbia University Press, 1984. 
Pp. xxiv, 459. $40 00, cloth; $18.00, paper ISBN 
0-231-05626-5. JEL 85-0620 

Examines whether homeownership has con- 
tributed to a widening of general economic oppor- 
tunities and to a broad scale increase of equality 
Analyzes the American pattern of homeownership 
as a facet of metropiolitan growth and studies the 
homeownership experience as an aspect of city 
suburbanization, based on the history of Boston 
from 1830 through the 1970 census. The first part 
considers the outlines and results of Boston’s 
suburbanization and discusses factors which in 
American society devalue assets workers are able 
to accumulate. Characterizes the suburbanization 
movement as an attempt to run up a down escala- 
tor by American families. The second part explains 
homeownership and suburbanizabon in the con- 
text of a conflict theory of historical change. Con- 
siders costs and benefits of suburbanization from 
the perspective of working class interests and dis- 
cusses some strategic options created for labor by 
the contradictions of the suburban process. Sug- 
gests that the process has been the result of a com- 
promise solution to class differences and examines 
implications of recent economic developments for 
new political coaUtions. Includes data on real es- 
tate values and their changes. Edel is Professor 
and Chairman of the Department of Urban Stud- 
ies, Queens College, City University of New York. 
Sclar is Professor of Urban Planning, Columbia 
University. Luria is Research Economist, United 
Auto Workers. Select bibliography; index. 

Mayer, Neil S, Neighborhood organizations and 
community development: Making revitalization 
work. Washington, D.C.: Urban Institute Press. 
1984. Pp. xvii, 230. $10.00, paper, ISBN 0-87766- 
364-5. JEL 85-0621 

Assesses the performance of the Neighborhood 
Development Organizabon (NDO) and its efforts 
as a part of neighborhood revitalizabon policy and 
action. Describes NDOs, their projects, and their 
neighborhoods. Analyzes the factors that deter- 
mined varying levels of project success in commu- 
nity development work. Assesses capacity-building 
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accomplishments, processes, and further needs 
and examines what NDOs and their supporters 
can do to encourage project success and future 
growth. The author is an economist and Senior 
Research Associate, Housing and Community De- 
velopment Center, The Urban Institute, Washing- 
ton, D C. No index. 

Morton, Henry W and Stuart, Robert C.. eds. 
The contemporary Soviet city. Armonk, N.Y.; 
Sharpe, 1984 Pp. xiv, 262. $30.00, cloth; $14.95, 
paper. ISBN 0-87332-254-1. JEL S5-0622 

Eleven previously unpublished essays originally 
presented at a conference on Soviet urban prob- 
lems, held at the American Association for the Ad- 
vancement of Slavic Studies convention in Asilo- 
mar, California, September 1981. Analyzes the 
problems and complexihes of rapid growth of cit- 
ies, which play the central role in Soviet life. Pa- 
pers discuss the reasons for the rapid transforma- 
tion from a rural into a predominantly urban 
Soviet .society; the financing of Soviet cities; and 
Soviet urban services. Emphasizes that the Soviet 
Union in the 1980s is a land of city dwellers, with 
over 63 percent of Soviet citizens living in urban 
areas and that over the past 56 years, it recorded 
one of the world’s fastest urbanization rates. The 
contributors are mainly in the fields of economics, 
political science, and urban planning. Morton is 
Professor of Political Science at the City University 
of New York. Stuart is Professor of Economics at 
Rutgers University Bibliography; index. 

ViCKERMAN, R. W Urban economies: Analysis and 
policy. Deddington, Oxford: Allan, 1984. Pp. x. 
278. £18.00, cloth; £8.95, paper. ISBN 0-86005- 
052-7, pbk. JEL 85-0623 

An introduction to the economic analysis of ur- 
ban areas, which places into context recent re- 
search in this general field. Examines urban eco- 
nomic policy and discusses the analysis of specific 
policies affecting urban economics. Aimed primar- 
ily at undergraduates in urban or regional econom- 
ics courses. Each chapter contains a list for further 
reading. Limits the discussion to Britain. The au- 
thor is Senior Lecturer in Economics at the Uni- 
versity of Kent at Canterbury. Bibliography; au- 
thor and subject indices. 

See also: Book Numbers JEL 85-0381, 85-0462, 85- 
0464. 85-0556 

940 Regional Economics 

Core, Charles. Regions in question: Space, devel- 
opment theory and regional policy. Development 
and Underdevelopment series. London and New 


York: Methuen, 1984. Pp. xiii, 290. $29.95, cloth; 
$13.95, paper. ISBN (M16_31420-1, pbk. 

JEL 85-062‘- 

Provides an introduction to the theories of ur- 
ban, regional, and rural development used to ra- 
tionalize regional policy in developing countries. 
Elaborates an argument that negates the validity 
of these theories. Focuses upon the Anglo-Ameri- 
can theoretical tradition, which underpins re- 
gional planning in capitalist developing countries. 
Considers the goals of regional policy by examin- 
ing three spatial patterns designated as pwlicy 
problems in developing countries, namely, re- 
gional disparities in development, the size of na- 
tional metropolises, and rural-urban disparities. 
Explores the theoretical basis of rival regional 
planning strategies that have been suggested for 
promoting more desirable spatial distribution of 
activity, income, and population within develop- 
ing countries. Critiques the proposed strategies in 
terms of the way In which space constitutes part 
of the explanations on which the rival strategies 
rest. Concludes that it is logically impossible to 
have a neutral allocation of resources in geo- 
graphic space. Argues that to understand regional 
policies, the fact that they are explicitly biased 
against spatially defined groups and implicitly bi- 
ased in favor of socially defined groups must be 
taken into account. The author is a Lecturer in 
Development Studies at University College, Swan- 
sea, Wales. Bibliography; author and subject in- 
dices. 

See also. Book Numbers JEL 85-0395, 85-0396, 85- 
0476, 85-0588, 85-0589, 85-0591, 85-0608 

Related Disciplines 

Anschei., Eugene. Homer Lea, Sun Yat-sen and the 
Chinese Revolution. New York; Eastbourne, En- 
gland; Toronto and Sydney: Praeger, 1984. Pp. xvi, 
269. $36.95. ISBN 0-03-000063-7. 

JEL 85-0621 

Account of Homer Lea's life, emphasizing hi: 
work for the Chinese Revolution and his advisor; 
role to Sun Yat-sen, who became the Provisiona 
President of the new Chinese Republic in 1912 
Lea, an American, was General of the Chinesi 
Imperial Reform Army, which trained troops i: 
the United States for the revolt against the Mancb' 
dynasty. Bibliography; index. 

Barr, Rebecca and Dreeben, Robert. Hoi 
schools work. With Nonclajc Wiratchai. Cb 
cago and London: University of Chicago Pres 
1983. Pp. xiii, 191. $22.30. ISBN 0-228-03811- 

JEL8S-06i 



New Books: Annotated Listing 


741 


Concerned with the K>cial organization of U.S. 
schools and how schools work as well as with the 
conditions that influence learning. Examines the 
nature of school production, specifying the ele- 
ments of instruction that influence learning. Ana- 
lyzes data on first grade reading to explore the 
organization of classroom instruction, in particular 
the social grouping of children for instruction, the 
design of instruction for reading groups, and indi- 
vidual learning experiences. Finds that vast in- 
equalities in educational experience, at least in first 
grade reading, exist inside schools and classrooms, 
which the authors associate with grouping and dif- 
ferences in instruction applied to groups. Con- 
tends that the issue to be tackled is the difference 
within schools rather than between schools. Barr 
is Research Associate and Dreeben is Professor of 
Education, both at the University of Chicago. In- 
dex. 

Carley, Michael J. and Bustelo, Eduardo S 
Social impact assessment and monitoring. A guide 
to the literature. Social Impact Assessment Series, 
no. 7. Boulder, Colo., and London: Westview Press, 
1984. Pp. xii, 250. $32.50. ISBN 0-86531-529-9 

JEL 85-0627 

Reviews more than six hundred recent publica- 
tions on social impact assessment (SIA). Reflects 
a cross disciplinary p>erspective on the issues, prob- 
lems, and methods of SIA Begins with a descrip- 
tion of SIA and a consideration of some of the 
political and methodological issues. References are 
selected on the basis of political awareness, meth- 
odological intelligence, timeliness, accessibility of 
content and language, and availability. Arranged 
in four sections, covering; sub-topics of the general 
SlA field; related areas of interest and assistance 
to social analysts in understanding the prospiects, 
methods, and problems of different approaches to 
project appraisal and piolicy analysis; social assess- 
ment in less developied and developing countries; 
and useful pieriodicals and spiecific bibliographies. 
Carley is Research Fellow at the Policy Studies 
Institute, London. Bustelo is program and Plan- 
ning Officer for UNICEF in Brazil. Author in- 
dex. 

Fenno, Brooks. Helping your business grow lOI 
dynamic ideas in marketing. New York; 
AMACOM. 1982. Pp. vi, 225. $8.95, paper. ISBN 
0-8144-7622-8. JEL 85-0628 

"Roadmap” to the principles and practices of 
marketing, derived from the author’s experience 

a business consultant; stresses accelerated and 
orderly growth by the use of the tools provided 
in a comprehensive marketing program. Provides 
suggestions that apply to a wide range of market- 


ing problems and opportunities; sorting out cus- 
tomers; selling; managing sales territories; finding, 
hiring, and paying salespeople; advertising; 
internal diversification; acquisition; and funding 
growth. Contains case histories and examples to 
illustrate concepts, as well as forms, charts, sample 
letters, job descriptions, etc. Written primarily for 
owners of companies with sales under $20 million 
and their sales or marketing managers. The author 
is the Principal of Salesmark, a marketing consult- 
ing firm in Needham Heights, Massachusetts. In- 
dex. 

CiNTHER, K. AND Benedek, W., eds. New perspec- 
tives and conceptions of international law: An 
Afro-European dialogue. Austrian Journal of Pub- 
lic and International Law Supplement no. 6. New 
York and Vienna; Springer, 1983. Pp. ix, 261. 
$18.30, paper. ISBN 0-387-81780-8. 

JEL 85-0629 

Twenty-one previously unpublished papers and 
three discussion repiorts from a workshop jointly 
organized by the Institute of International Law 
and International Relations of the University of 
Graz, Austria, and the University of Zimbabwe 
in Harare (formerly Salisbury) in February 1982. 
The objective is to inquire into new systematic 
approaches to international law for teaching pur- 
poses both in Africa and elsewhere. Three key ar- 
eas are discussed from an African perspective: the 
New International Economic Order, human 
rights, and national liberation in Southern Africa. 
Among other subjects, papers discuss the Lagos 
Plan of Action, regional economic associations (i.e., 
the Southern African Development Cloordination 
Conference), transnational corporations, and in- 
terregional cooperation. Contributors are scholars 
and practitioners from Africa and Europe. The edi- 
tors are at the Institute of International Law and 
International Relations, University of Graz, Aus- 
tria. No index. 

Hayhoe, Ruth, ed. Contemporary Chinese educa- 
tion. Armonk, N.Y.; Sharpe, 1984. Pp. 287. $35.00, 
cloth; $17.95, paper. ISBN 0-87332-297-5. 

JEL 85-0630 

Plight previously unpublished papers assess the 
contemporary Chinese education system since 
1976. Brian Holmes presents a comparativist’s 
view of Chinese education and examines the politi- 
cal and economic context, ideology, and the qual- 
ity/equality question, discussing the Chinese edu- 
cation system since 1945. Hayhoe focuses on the 
issue of cultural borrowing and examines the inter- 
action between Chinese educational values and 
practices and various foreign institutional patterns 
and values introduced into China during this cen- 
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tury. Fivp papers discuss different aspects of the 
system: primary education (Billie L, C. Lo), sec- 
ondary education (Stanley Rosen), higher educa- 
tion (Jurgen Henze), teacher education (Billie 
L. C. Lo), and adult education (David I. Cham- 
bers). The remaining paper examines and de- 
scribes Chinese-Western scholarly interaction in 
the early 1980s and its implications for the future 
of Chinese education. Contributors have back- 
grounds in comparative education and political sci- 
ence The appendix contains up-to-date educa- 
tional statistics Index 

L.\ Bouchk, Ly ndon H., Jh 7Viere are no limits 
to growth. New York; New Benjamin Franklin 
House, 1983. Pp xix, 225. $4 95, paper. ISBN 0- 
933488-31-9. JEL 85-0631 

Expounds an anti-Malthusian thesis to refute the 
thesis of the Club of Rome and the depreciation 
of technological progress. Presents a new “law of 
population” — that human life is sacred and its in- 
crease expresses the universal law of the universe; 
argues that .should man fail to conform with it, 
society will become unfit to exist and will collapse 
to make way for those who fulfill the law. Discusses 
ecology, Malthus, Bertrand Russell's “dream of 
world empire," space exploration, population, 
moral philosophy, and the Club of Life, an organi- 
zation for "a new, just world economic order,” 
founded in 1982 The author is chief executive 
of the Executive fntel/igerwe Review, an interna- 
tional news-weekly No index. 

Lavejr, Michael. Invitation to politics Oxford. 
Robertson; distributed in the U.S. and Canada by 
Basil Blackwell, New York, 1983. Pp. 266. $29.95, 
doth, $11.95, paper. ISBN 0-85520-573-3. 

JEL 85-0632 

Defines polih'cs as a blend of conflict and cooper- 
ation over the satisfaction of private human desires 
and examines its practical manifestations in a 
range of contexts; focuses on political activity and 
processes, not institutions and systems, in Western 
societies. Much of the book concerns the interac- 
tion of government and community and is written 
from the point of view that all the social sciences, 
especially economics, are relevant to the study of 
politics. Discusses the need for government, cir- 
cumstances in which government is not needed, 
what a political community is, what governments 
do, making collective decisions, government deci- 
sion-making, and politics between governments. 
Speculates that in the future developing technol- 
ogy will alter the ba.sis of community and change 
the nature of government; politics a century from 
now will be different from politics today. Contains 


notes on further reading. The author is Professor 
of Political Science and Sociology, University Col- 
lege, Galway. Index. 

Maharidge, Dale Journey to nowhere: The saga 
of the new underclass. Photographs by Michael 
Williamson. Carden City, N.Y.: Doubleday, Dial 
Press, 1985. Pp. 192. $29.95, cloth; $15.95, paper. 
ISBN 0-385-27965-5, pbk. JEL 85-0633 

Written and photographic record of the U.S. un- 
derclass of the 1980s, termed the “Out Genera- 
tion." Describes the experiences of those whom 
the recessions and deindustrialization of the last 
decade have reduced to undergoing an endless 
search for new jobs and a place to live — the new 
class of hobo or street person. The book examines 
this situation across the United States, from 
Youngstown, Ohio, to St. Louis, from Kansas City 
to Denver; across Arkansas to Dallas, Houston, and 
El Paso; across the desert to Phoenix, and into 
Southern California. Maharidge is an investigative 
reporter, and Williamson is a photographer, both 
at The Sacramento Bee. .No index 

McClosky, Herbert and Zaller, John. The 
American ethos. Eublir attitudes toward capital- 
ism and democracy. A Twentieth Century Fund 
Report. Cambridge, Mass., and Ixindoni Harvard 
University Pre.ss, 1984. Pp. xviii, 342 $27.50 ISBN 
0-574-02330-7. JEL 85-0634 

Analysis of America’s political culture — how ma- 
jor values developed, the depth with which they 
are held, and the support they enjoy. Assesses the 
meaning and significance of currently held values 
in the light of their history m the American experi- 
ence. Explains how the traditional values of the 
American ethos have affected ideological and par- 
tisan divisions in the United States and how they 
have influenced current American politics Traces 
the evolution of capitalist and democratic values 
in American history and explains the conflicts that 
have developed around them. Highlights the role 
of “opinion elites," i.e., the politically active or 
influential, in articulating and promoting the 
values of the American ethos Argues that the Un- 
ited States has never fully lived up to the ideals 
of its democratic and capitalist creeds and that 
conflicts between these two remain a recurrent 
feature of American life; when these conflicts arise, 
resolution generally follows the democratic tradi- 
tion and some type of welfare capitalism is the 
institutional form. McClosky is Research Program 
Director at the Survey Research Center and Pro- 
fessor of Political Science, University of California, 
Berkeley. Zaller is Assistant Professor of Political 
Science, Princeton University. Index. 
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Moran, Pec. Running your business successfully 
A woman's Kuide to survivitift the first two years. 
Garden City, N.Y.: Doubleday, 198,5. Pp. x, 141. 
,$10.9,5, paper. ISBN 0-38,V 18799-8 

JEL 85-0635 

Workbook for the woman entrepreneur, espe- 
cially for the first two years in business, based on 
the author’s personal experiences. The author pro- 
vides opportunities, in a question and answer for- 
mat, for readers to take .stock of themselves, their 
performance, their businesses, and their produc- 
tivity. Also contains interviews with eleven suc- 
cessful businesswomen and lists of other sources 
of information. The author owns Upstream Press, 
teaches women-in-business courses, and is consul- 
tant to women business owners in northern Cali- 
fornia Bibliof^raphy, no index 

•SkocROI., fUElJA, ed. Vision and method in histori- 
cal .•ioctolony Cambridge; .New York and .Sydney 
Cambridge Luiiversity Press, 1984 Pp xiii, 410 
$39,50, cloth, $1.3 9,5, paper ISBN 0-521-22928- 
fi. JEL H5-06:i6 

Kleven prev loiisly unpubli,shed papi'rs based on 
the proceedings of the Conference on Methods 
of Historical .Social .Analvsis held in Cambridge. 
Massachusetts, in October 1979 Kach of nine pa- 
pers discusses till' work of an individual Marc 
Bloch, Karl Polanyi, S N Kisenstadt, Keinhard 
Bendix, Perry .Anderson. K P I'hoinp.soii, Charles 
lilly, Immanuel Wallerstein, and Barrington 
Moore, The papers characterize and ev aluate the 
nature of the questions posed, the ways in which 
theoretic, il ideas and historical i-v ideiice hel[)ed 
.iiiswiT the <|iieslioiis, the use of comparisons 
.leross historical cases, and the strategies devi.sed 
to design historical investigations and communi- 
cate these investigations to relevant audiences 
■file introductory and concluding chapters, writ- 
ten by the editor, discuss the tradition of histori- 
cally grounded research in sociology ami identifv 
alternative strategies for bringing historical evi- 
dence and theoretical ideas to bear upon one an- 
other Also contains an annotated bibliography on 
methods ol comparative and historical sociology 
Gontributors are, for the most part, sociologists, 
rhe editor is .Associate Professor ol Sociology and 
Political .Science, and of .Social Science in thetail- 
lege, Lhiiversity of Ghicago. Index. 

I't'MA. Nancv Bhanikin AM) Hannan, Mu'.HAKi. r 
Social dijnainirs: Models and methods. Quantita- 
tive Studies in Social Relations. Orlando; Dmdon. 
loronto and .Sydney; Hiircourt Brace Jo vanovich. 
Academic Press, 1984. Pp xx, ,578. $48.00, ISBN 
0-12-703670-9. JLL 85-31637 


Introduction and orientation to the study of the 
analysis of social change and the application of 
stochastic models to sociological problems, builds 
a framework for thinking about and conducting 
empirical studies of social change processes Topics 
discussed are: the substantive importance of dy- 
namic analyses in sociology; a review of models 
and methods used in the empirical study of social 
dynamics; models and methods for analyzing 
change in qualitative outcomes, mainly thost* 
based on analysis of event-history data; and compa- 
rable models and methods ol analyzing change 
in quantitative outcomes, mainly those based on 
analysis of panel data I he key points of the book 
arc contained in discussions of the social-scientific 
motivations for the various models and methods, 
which are illustrated by applications from the au- 
thors’ research on job mobility, impacts of negativ e 
income tax programs on marital and employment 
stability, growth and decline processes in organiza- 
tions, organizational mortality, changes in political 
structures, and expansion of national systems of 
education Most sections presume only a back 
ground in applied social statistics, elementary 
probability theory, matrix notation, and calculus, 
an icslerisk marks the more mathematically com- 
plicated sections The authors are memlx»rs of the 
Department of Sociology, Stanford L^niversity .Au- 
thor and subject indices 

New Joehnals 

Africa RefMirl 

Bi-monthly publication of the African-.Amencan 
Institute of African affairs ’I'he .September-Octo- 
ber 1984 issue contains interviews with the 
Reagan administration oHicials and Walter fi’ Mon- 
dale. two articles on Africa and the IMF; and arti- 
cles concerning Zaire, Ghana. Nigeria, the GK.A 
Franc zone, Mali. lavsolho, and I'anzania .Annual 
.subscription Individuals I'.S $21; Gunada, $27. 
air rate overseas, $45, Institutions. U.S.. $28. 
Gaii.ida, $34; air rate overseas, $52, Write to; .Af- 
rica He/Mirl. 'I'ransaction Periodicals Gonsortium, 
Dept 8010. Rutgers llniversity. New Brunswick. 
New Jersey 08903 (ISSN (KK)l-9836) 

.Analele Stiinlifire ale ( ‘nn^rsitatii ".A/ / Gu;<j ” Dm 
la. St 

Section thri’t' of this annual series covers articles 
on economic science. \ olume 28, 1982, c-ontains 
1 1 articles in Romanian or Russian on economic 
thought, macroeconomics, microeconomics, meth- 
ods. and models. F.ach article includes an English, 
F'reneh, or German summary. .Also includes book 
reviews. For information, write to: I'niversitatea 
"A. I. Guza," Biblioteca de §tiinle Economice, 
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Ctilea 23 August, 11, R. S, Romania (ISSN 0379- 
7864) 

Cheyney Universtty Research Journal 

Publication of the University Research Center 
of Cheyney University. The Spring 1984 issue (Vol. 
1 , no. 1 ) contam.s an article on the predictive per- 
formance of OLS and TSLS estimators in a simulta- 
neous model. Other articles included in the issue 
are not related to the field of economics. Also in- 
cludes four book reviews. For information write 
to. Cheyney University Research Center, Duckrey 
Social Science Buildmg-Room 255, Cheyney, 
Pennsylvania. 

Der Monat in Wirtschaft und Finanz 

Monthly publication of the Swiss Bank Corpora- 
tion. The November 1984 issue contains brief arti- 
cles, written in German, dealing with areas of 
finance and politics, as well as news items, com- 
mentary, and international financial statistics. For 
information write to. Schweizerischer Bankverein, 
Generaldirektion, Redaktion "Der Monat," 4002 
Ba.sel, Switzerland 

Economta delle Fonti di Energia 

Quarterly publication of the Institute di Econo- 
mia della Fonti di Energia, Milan, concerns prob- 
lems of energy economics and energy policy Vol- 
ume 26, no. 21, 1983, contains five articles; four 
in Italian and one in French Three articles have 
summaries in English The articles discuss possible 
energy transitions, energy prospects for France, 
1990-2000, European energy conservation poli- 
cies in the industrial sector; natural gas prices in 
Italy; and the electric intensive Italian aluminum 
industry. Also contains brief notes and books sec- 
tions, Annual subscription L. 43.500 (Italy) and 
L. 55.000 (other countries) Write to- Elconomta 
delle Fonti di Energta, v.le Monza 106, 20127 Mi- 
lan, Italy. (ISSN 0391-6340) 

Economic e Politico Industriale 

Quarterly journal dealing with problems of in- 
dustrial economics and industrial policy. The June 
1984 issue (no. 42) contains 11 articles written in 
Italian plus book reviews. Annual subscription; It- 
aly, L. 50.000; others, L. 60.(K)0. Write to: V.le 
Monza 106, 20127 Milano, Casella postale 17175, 
20100 Milan. Italy. 

Estudios de Economia 

Published three times a year by the Department 
of Economics, University of Chile, Santiago (for- 
merly published twice a year). Articles are in Span- 
ish and English with abstracts of all articles in En- 
glish. Although this journal is concerned with all 


fields of research in economics, it favors articles 
about the Chilean economy and other Latin Amer- 
ican countries. The Second Semester 1984 issue 
(no. 23) contains four articles in Spanish with En- 
glish abstracts about: employment patterns in 
Chile during the 1970s, the demand for interna- 
tional reserves, a model of the unemployment 
rate, and the economic life of capital equipment. 
Also contains a section for technical notes. Write 
to. Senores; Unidad de Publicaciones; Departam- 
ento de Economia, Universidad de Chile; Ran- 
cagua 257, Torre 26 (oficina 1406); Casilla 3869; 
Santiago, Chile. 

International Journal of Transport Economics 

Published three times a year, this journal brings 
together articles on research work being done in 
the field of transport economics The August-De- 
cember, 1984 issue (Vol. 11, nos, 2-3) contains five 
articles concerning; transportation and world de- 
velopment, the value of time in road investment 
appraisal in less developed countries, price and 
fair competition in the U.K freight market, and 
freight rate stability in liner shipping. Also includes 
three re.search notes concerning: subsidies and ur- 
ban public transportation, the Australian demand 
for petrol, and a comment, reply, and rejoinder 
on pricing issues in railroad regulation. FJnds with 
a review of world research in transport economics 
and two book reviews. Annual subscription. L. 
30.000 (Italy) and $40 00 (outside Italy). Write to 
Editor's Office; International Journal of Transport 
Economics; 8, Via G, A. Guattani; 00161 Rome, 
Italy 

Journal of Banking and Finance 

Quarterly publication of Elsevier Science Pub- 
lishers B. V, (North-Holland) is devoted to scholarly 
research concerning public and private and na- 
tional and international financial institutions as 
well as the money and capital markets within 
which they function. The December 1983 issue 
(Vol. 7, no. 4) contains the edited proceedings of 
the International Conference on Multinational 
Banking in the World Economy held in 1983. Pa- 
pers concern the economic, financial, and regula- 
tory environment in which multinational banks 
function and the strategy of both multinational 
banks and the regulatory authorities. Also contain.' 
a list of forthcoming papers, news items, and ar 
index to volume 7; some previous issues include 
book reviews. Annual subscription: Dfl. 300.00 -t 
Dfl. 21.00 for postage, packing, and handling; re 
duced rates for private subscribers available oi 
request. Write to; Elsevier Science Publishers B.V. 
Journal Division, P.O.B. 211, 1000 AE Amsterdam 
The Netherlands. (ISSN 0378-4266) 
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Journal of Business and Economic Statistics 

Quarterly journal of the American Statistical As- 
sociation publishes articles dealing with applied 
problems in business and economic statistics and 
features statistical analyses of significant business 
and economic problems in the private and public 
sectors. The October 1984 issue (Vol, 2. no, 4) con- 
tains six papers (2 with comments and replies) con- 
cerning- seasonal adjustment of economic time 
series, unobserved-components models for sea- 
sonal adjustment filters, random coefficients esti- 
mation of average total product costs for mul- 
tiproduct firms, production frontiers and panel 
data, accounting and market-value measures 
of profitability, and the relative deprivation 
curve and its applications. Also contains a short 
communications section Annual subscription. 
$17 00 (members), $30.00 (non-members) Write 
to: American Statistical Association, 806 l.Sth 
St., N W., Washington, D C. 20005. (ISSN 0735- 
0015) 

Journal de la SociHe Statistique de Paris 

Quarterly journal publishers rnultidi.sciplinary 
articles on research 111 statistics Issue no 3(1984) 
contains two articles written in French with Fn- 
glish summaries. The first anal>7.es French mor- 
tality statistics, the second discusses national 
accounting Also contains sections covering com- 
munications, information, and bibliography An- 
nual subscriptions France, 300 F; other countries, 
330 F, Write to Journal de la Societe Statistique 
de Paris. Berger-Levrault, Cedex 11, 54017 
NANCY Cedex, C.C.P Nancy 2031 (ISSN 0037- 
914X) 

UihouT and Soctettj 

Quarterly journal of the International Institute 
for laibour Studies (Geneva) of the International 
Labour Organization publishes articles from social 
scientists on labor and labor problems in all coun- 
tries. The October-December 1984 issue (Vol 9, 
no 6) contains six articles concerning the Third 
World. Three articles continue a debate on tech- 
nology begun in previous issues; others discuss the 
social dimension of development in Africa, collec- 
tive bargaining in the Nigerian private sector, and 
new roles of managers of industrial enterprises in 
China. A second section of the journal pertains 
to social policy and history and contains the third 
part of a paper about the history of social insur- 
ance. Also includes book reviews and news of the 
Institute. Subscriptions (in Swiss francs): annual, 
45; single issue, 14; double issue, 23. Write to; The 
Chief Editor, International Institute for Labour 
Studies, P.O. Box 6, CH-1211 Geneva, Switzer- 
land. (ISSN 0378-5408) 


Libertas 

Published twice a year by La Escuela Supe- 
rior de Economia y Admmistracion de Empresas 
(ESEADF-), this journal intends to cover economic, 
legal, philosophical, and historical topics The in- 
augural issue (October 1984) contains six articles 
in Spanish about liberty and economics, the role 
of economists, the Austrian School, laissez-faire, 
and the Industrial Revolution in Argentina (thrive 
translated from English). Write to: ESEADE, 
Uriarte 2472, 1425 Buenos Aires, .Argentina. (ISSN 
0326-5552) 

Note Econotniche 

Bimonthly publication of the Italian bank, 
Monte dei Pa,schi di Siena includes articles dealing 
with problems of general economic theory, history 
of economic thought, and methodology. .Articles 
are m Italian with summaries in English, French, 
German, and Spanish. The 1984, no. 2, issue con- 
tains. three main articles, on Pareto's contribu- 
tions, the theor; of the preference for liquidity, 
and the history of the concept of equilibnum; 
seven study and research papers, on a model of 
labor supply, estimates of a labor productivity- 
function, Marx and Schumpeter and the theory 
of money, an analysis of Robinson s theory 
of distribution, emerj||||f trem^in the studies of 
economics and finance between the nineteenth 
and twentieth ceiliwies, and Be interdependence 
of Italy and Germiffiy A boolt\eview* section con- 
tains five reviews.' Write t^ Note £conomiche, 
Monte dei Paschi di Siena,%’iazz^ Sahmbeni, 3, 
53100 .Siena, Italy (ISSN p384-ara9) 

Social Choice and Welfare 

Published four times a > ear by Sponger Interna- 
tional. this interdisciplinary journal publishes arti- 
cles on welfare economics and collective choice 
theory. Volume 1, number 1 (May 1984) contains 
SIX articles concerning: dividing justly, truncated 
egalitarian solutions, the N;ish social welfare func- 
tion: Markov voting models, revelation of informa- 
tion for joint production; and a "ham sandwich 
theorem" for general measures Annual subscrip- 
tion; $54.00 (North America) and DM 128 plus 
postage and handling (all other countries). Write 
to: Springer- Verlag New York Inc., journal Fulfill- 
ment Services, 44 Hartz Way , Secaucus, N J. 07094 
or Springer-Verlag, Heidelberger Platz 3, D-1000 
Berlin 33, Federal Republic of Germany. (ISSN 
0176-1714) 

Yale Law and Policy Revietu 

Published twice a year (fall and spring) by stu- 
dents of the Yale Law School; provides a mullidis- 
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cipliiiarv riuuiii {(ir thf distussioii of contemporary 
polic\ and le^al issue's 'I'lu' Sprnij; 1984 issue (Vol. 
2, no 2) cnnlams four articles concerning indns- 
Irial police in the United Slates, Itrilain, and Japan, 
one article on race .specific policies and the disad- 
eantaged, anil one article on federal policy and 


urban Kscal strain Also includes a commentaries 
section and a review essay on the politics of eco- 
nomic growth Annual subscription; $lfiO() (do- 
mestic); $20.00 (foreign). Write to. Yale Law and 
Policy Review, Vale Law School, 401A Yale .Sta- 
tion, New Haven, (Connecticut 06520. 


Kditor's Note 

riic follrni iiig [a rsons assisted tile editors in annotating lhe.se books Mrs Joan Dale) and Mrs 
Aurelia Iloolei 

The articles appearing m the Subject Inde.s were classified under thi’ direction of Professor 
.Asjtoshi Maeshiio. Isdilorial (ainsiiltani, assisted h\ Mr Jang Rong Uhoi, .Mr .A’.Amer l'’aroot(i, 
.Mr Tat I’ Fong, Mr Nasser lliissain, Mr Filgai 1. /amalloj. and Mrs Lorena .VI Zamalloa 
(all ol the finis ei sits of Pittsburgh) 
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Abstracts of articles marked thus • appear in this issue. See the Index of 
Authors of Articles in the Subject Index for page numbers, in italics. 


L’Actualite Kconomique, Vol. 60, No. 3, September 
1984 

Boucher, M. Les Canadiens frangais dans la Li- 
gue nationale de hockey: une analyse statistique. 
(Freneh-Canadians in the National Hockey 
League: A Statistical Note With Knglish sum- 
mary.) 

Gaudet, G. Theorie economique et prevision en 
economic des ressources naturelles 
Henner, H.-F. Un modele analytique des trans- 
ferts de technologic. (An Analytical Model of 
Technology Transfers. With Knglish summary ) 
Julien, P.-A.; Thibodeau, J.-C. and Mathews, G. 
La?s nouvelles technologies et I'emploi au Que- 
bec. (New Technologies and Kmployement. 
Textile, Pulp and Paper, and Savings and Credit 
Institutions Industries. With Knglish summary ) 
Lairoux, F. and Zaccour, G. Structures de marche 
et intensite de la publicite. (Market Structures 
and Intensity of Publicity. With Knglish sum- 
mary ) 

Kacette, D. and Bergeron, P. La Grande depres- 
sion americaine et la neutralite dc la moiinaie- 
un lest econometrique. (U S Great Depression 
and the Neutrality Hypothesis An Kconometric 
Test. With Knglish summary ) 

Simon, Y. Les marches a terine de produits pe- 
troliers. (Futures Markets of Oil Products. With 
Knglish summary ) 

Agricultural Economics Research, Vol. 36, No. 4, 
Fall 1984 

Gordon, D. Performance of Thin Futures Mar- 
kets: Rice and Sunflower Seed Futures. 

Grant, W. R., et al. Kconomic Impacts of In- 
creased Price Variability: A Case Study with 
Rice. 

American Economic Review, Vol. 74, No. 4, 
September 1984 

• Alberts, W. W. Do Oligopolists Earn "Noncom- 
petitive” Rates of Return'^ 

Boland, L. A. Methodology: Reply [An FIssay on 
the Foundations of Friedman’s Methodology). 
Bond, E. W. Test of the Lemons Model: Reply 
[A Direct Test of the ’Lemons’ Model: The Mar- 
ket for Used Pickup Trucks). 

Braulke, M. The Firm in Short-run Industry 
Equilibrium: Comment. 


Buchanan, J. M. and Tollison, R. D. The Homog- 
enization of Heterogeneous Inputs: Reply 
Buiter, W. H. and Carmichael, J. Government 
Debt. Comment (Government Debt in an Over- 
lapping-Generations Model with Bequests and 
Gifts] 

Burbidge, J. B. Government Debt- Reply [Gov- 
ernment Debt in an Overlapping-Generations 
Model with Bequests and Gifts] 

• Carmichael, H. L. Reputations in the Labor Mar- 

ket. 

Chang, W. W.; Hamberg, D. and Hirata, J. 
On Liquidity Preference — Again Reply [Liq- 
uidity Preference as Behavior toward Risk Is a 
Demand for Short-term .Securities — Not 

Money] 

Chapman, P. G. and Fisher, M. R. Union Wage 
Policies- Comment [Wage Bargaining and Em- 
ployment]. 

• Davies, J. B.; St-Hilaire^^'. and Whalley, J. 

Some Calculatiort^||ppLitet4^|e Tax Incidence 

• Easterbrook, F. H.^Two Aeency-Cost Explana- 

tions of DivideiAs S 

Edwards, S. LIM Foreignfeorrovftng and De- 
fault Risk An KinpiricaSlnvestigation, 1976- 
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Tir-l ipi-r — art* ' of P' iK'“ Lf’i - P’ ifr'“torS 
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in Simultaneous Equations. 

• Kiefer, N. M. Microeconometric Evidence on the 

Neoclassical Model of Demand. 

• Powell, L. Least Absolute Deviations Estima- 

tion for the Censored Regression Model. 

• Tanaka, K. and Maekawa, K. The Sampling Dis- 

tributions of the Predictor for an Autoregressive 
Model under Misspecifications. 

• Waldman, D. M. Properties of Technical Effi- 

ciency Estimators in the Stochastic Frontier 
Model. 

• Zellner, A. and Rossi, P. E. Bayesian Analysis of 

Dichotomous Quantal Response Models. 

Journal of Econometrics, Vol. 26, No. 1/2, 
September/October 1984 

Aigner, D. J. The Welfare Econometrics of Peak- 
Load Pricing for Electricity: Editor's Introduc- 
tion. 

• Aigner, D. J. and Learner, E. E. Flstimation of 

Time-of-Use Pricing Response in the Absence 
of Experimental Data. An Application of the 
Methodology of Data Transferability. 

Caves, D. W.; Christensen, L. R. and Herriges, 
j. A. Consistency of Residential Customer Re- 
sponse in Time-of-Use Electricity Pricing Ex- 
periments. 

• Caves, D. W., et al. A Comparison of Different 

Methodologies in a Case Study of Residential 
Time-of-U.se Electricity Pricing. Cost-Benefit 
Analysis 

• Gallant, A. R. and Koenker, R. W'. Costs and Ben- 

efits of Peak-Load Pricing of Electricity: A Con- 
tinuous-Time Econometric Approach 

• Hausman, J. A. and Trimble, J. Appliance Pur- 

chase and Usage Adaptation to a Permanent 
Time-of-Day Electricity Rate Schedule 

• Howrey, E. P. and Varian, II. R. E.stimating the 

Distributional Impact of Time-of-Day Pricing of 
Electricity. 

• Kohler, D. F. and Mitchell, B. M. Response to 

Residential Timc-of-Use Electricity Rates- How 
Transferable Are the Findings'r' 

• Park, R. E. and Acton, J. P. Large Business Cus- 

tomer Response to Time-of-Day Electricity 
Rales 

• Parks, R. W. and Weitael, D. Measuring the Con- 

sumer Welfare Effects of Time-differentiated 
Electricity Prices. 

journal of Economics and Business, Vol. 36, No. 4, 
December 1984 

Anderson, E. E. The Growth and Performance 
of Franchise Systems. Company versus Franchi- 
see Ownership. 

Dunkelberg, J. S.i Furst, R. W. and Roenfeldt, 
R. L. Relationship between Hospital Capital 


Expienditures and Operating Costs. 

Fishelson, G. Constraints on Transactions in the 
Futures Markets for Output and Inputs. 
Hanweek, G. A. and Rhoades, S. A. Dominant 
Firms, “Deep Pockets,” and Local Market Com- 
pietition in Banking. 

Horowitz, I. On the Use and Nonuse of Entry 
Deterrents. 

Landskroner, Y. and Paroush, J. Human Capital 
and Financial Exjuilibrium. 

Raymon, N. Changing Input Costs in Competi- 
tive Markets with Variable Quality. 

Journal of Economic Behavior and Organization, 
Vol. 5, No. 2, June 1984 

Beckman, M. J. Hierarchy vs. Partnership. 

Isaac, R. M.; Ramey, V. and Williams, A. W. 
The Effects of Market Organization on Con.spi- 
racies in Restraint of Trade. 

• Iwai, K. Schumfjelerian Dynamics: An Evolu- 

tionary Model of Innovation and Imitation 
de Meza, D. and Dickinson, P. T. Risk Prefer- 
ences and Transaction Costs. 

• von Weizsacker, C. C. Rights and Relations in 

Modern Economic Theory. 

Journal of Economic Behavior and Organization, 
Vol. 5, No. 3-4, Seplember-December 1984 

Crain, W. M.; Shughart, W. F., II. and Tollison, 
R. D. The Convergence of Satisficing to .Mar- 
ginalism. .\n Empirical Test 

• F3iasson, G. .Micro Heterogeneity of F'lrnis and 

the .Stability of Industrial Growth 

• Iwai, K. Schumpeterian Dynamics, Part II: Tech- 

nological Progress, F'irm Growth and 'Flconomic 
Selection ' 

Murnane, R. J. and Nelson, R. R. Production and 
Innovation When Techniques Are Tacit: The 
Case of Education. 

• Rybezynski, T. M. Industrial Finance System in 

Fmrope, U S. and japan. 

Sobel, J. Non-linear Prices and Price-taking Be- 
havior 

• Winter, S. G Schumpeterian Competition in .41- 

ternative Technological Regimes. 

Journal of Economic Development, \’ol. 9, No. 2, 
December 1984 

Ahn, K. Optimal F’oreign Borrowing and Al- 
truism in an Overlapping Generations Model. 
Due, J. F. and Due, J. M. The Challenges F'aced 
by Four African Economies; Zimbabwe, Zam- 
bia. Tanzania, and the Sudan. 

Giannaros, D. S. F.slimation of Structural 
Changes in the Trade Sector Resulting from the 
Integration with the E.E.C.: The Case of Greece. 
Gupta, K. L. Financial Liberalization and Eco- 
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• Soltow, L. Wealth Inequality in the United States 

in 1798 and 1860. 

Vanderlloff, J. Evidence on the Varying Flffect 
of Expected Inflation on Interest Rates. 

• Westley, G. 1). Electricity Demand in a Develop- 

ing Country 

Review of Economics and Statistics, Vol. 66, No. 4, 
November 1984 

• Adams, R. M.; Oocker, T. D. and Katz, R. W. 

Assessing the Adequacy of Natural Science In- 
formation: A Bayesian Approach 
Allison, K. Otto Eckstein: Contributions in Edu- 
cation. 

• Anas, A. and Moses, L. N. Qualitative Choice and 

the Blending of Di.screte Alternatives. 

• Barnes, R. and Gillingham, R. Demographic Ef- 

fects in Demand Analysis: Estimation of the 
Quadratic Elxpenditure System Using Micro- 
data. 

Connolly, H. A. and Hirschey, M. R&D, Market 
Structure, and Profits: A Value-based Approach 
Endcrs, W. and E'alk, B. A Microeconomic Test 
of Money Neutrality 

• Haining, R. P. Testing a Spatial Intcracting-Mar- 

kcts Hypothesis. 

Hannan, T. H. and McDowell, J. M. Market Con- 
centration and the Diffusion of New Technology 
in the Banking Industry. 

• Husted, S. L. and Kollintzas, T. E. Import De- 

mand with Rational Expectations: Estimates for 
Bauxite, Cocoa, Coffee, and Petroleum. 

Jimenez, E, Tenure Security and Urban Squat- 
ting 

• Kalaba, R. and Tishler, A. Automatic Derivative 

Evaluation in the Optimization of Nonlinear 
Models. 

Lowinger, T. C. and Ram, R. Product Value as 
a Determinant of OPEC's Official Crude Oil 
Prices: Additional Evidence (The Determinants 
of Official OPEC Crude Prices). 

Marlow, M. L.; Link, J. P. and Trost, R. P. 
Market Structure and Rivalry: New Evidence 
with a Non-linear Model. 

Matron, D. B. Otto Eckstein and the Founding 
of Data Resources, Inc. 

Mendelsohn, R. Estimating the Structural E.qua- 
tions of Implicit Markets and Household Produc- 
tion Functions. 

• Morey, E. R. The Choice of Ski Areas: Estimation 

of a Generalized CEIS Preference Ordering with 
Characteristics. 

• Poliak, R. A.; Sickles, R. C. and Wales, T. J. 

The CES-Translog: Specification and Elstimation 
of a New Cost Function. 

Rose, A. K. and Selody, J. G. Exchange Market 


Efficiency: A Semi-strong Test Using Multiple 
Markets and Daily Data. 

• Singh, B, and Sahni, B. S. Causality between Pub- 

lic Expenditure and National Income. 

Spitzer, J. J. Variance Estimates in Models with 
the Box-Cox Transformation: Implications for 
Estimations and Hypothesis Testing. 

• Tumovsky, S. J. and Wohar, M. E. Monetarism 

and the Aggregate Economy: Some Longer-Run 
Evidence. 

Vroman, W. Wage Contract Settlements m U.S. 
Manufacturing. 

Wilson, T. A. Otto Eckstein: Applied Economist 
par Excellence 

Wolfe, B. L. and Behrman, J. R. Determinants 
of Women’s Health Status and Health-Care Utili- 
zation m a Developing Country. A l.,atent Varia- 
ble Approach. 

Review of Income and Wealth, Vol. 30, No. 3, 
September 1984 

Arya, P. L. Measuring Economic Growth — A Cri- 
tique of the Views of Fell and Greenfield. 

Cowell, F. A. The Structure of American Income 
Inequality 

Goldsmith, R. W. An Estimate of the Size and 
Structure of the National Product of the Early 
Roman EImpire. 

Hahn, F. and Schmoranz, I. Estimates of Capital 
Stock by Industries for Austria 

Martin, F'. D.; Landefeld, J. S. and Pcskin, J. 
The Value of Services Provided by the Stock 
of Government-owned F’ixed Capital in the 
United States, 1948-79. 

Norsworthy, J. R. Growth Accounting and Pro- 
ductivity Measurement. 

Review of Income and Wealth, Vol. .30, No. 4, 
December 1984 

Arnold, M. R. Clarification of Miller on Capital 
Aggregation in the Presence of Obsolescence- 
inducing Technical Change, 

Barker, T.; van der Ploeg, F. and Weale, M. 
A Balanced System of National Accounts for the 
United Kingdom. 

Fouquet, A. and Strauss-Kahn, D. The Size Dis- 
tribution of Personal Wealth in France (1977): 
A F’irst Attempt at the Estate Duty Method. 

Postner, H. H. New Developments towards Re- 
solving the Company-Establishment Problem. 

Smith, J. D. Trends in the Concentration of Per- 
sonal Wealth in the United States, 1958 to 1976. 

Sunga, P. S. An Alternative to the Current Treat- 
ment of Interest as Transfer in the United Na- 
tions and Canadian Systems of National Ac- 
counts. 
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Review of Marketing and Agricultural Economics, 
Vol. 51, No. 1, April 1983 

Cargett, D. Industry versus On-Farm Rates of 
Change: Australian Dairy Farming during the 
1970‘s. 

Mules, T. J. Input-Output Analysis in Australia: 
An Agricultural Perspective. 

Niall, D. J. and Smith, R. L. Development of 
High Fructose Syrup in the U.S. and Its Implica- 
tions for Australia. 

Sgro, P. M. A Selective Review of Developments 
in International Trade Theory: Commercial Pol- 
icy and Free Trade. 

Review of Marketing and Agricultural Economics, 
Vol. 51, No. 2, August 1983 

Alston, J. M. and Smith, V. H. Some Economic 
Implications of Minimum Pricing: The Case of 
Wine Grapes in Australia: Comment. 

Scandizzo, P. L.; Hazell, P. B. R. and Anderson, 
J. R. Producers’ Price Expectations and the 
Size of the Welfare Gains from Price Stabilisa- 
tion. 

Thatcher, L. P. and Couchman, R. C. Determin- 
ing Consumer Requirements for Lamb Loin 
Chops — A Preliminary Study. 

Tsolakis, D. Taxation and Consumption of Wine. 

Tsolakis, D.; Riethmuller, P. and Watts, G. 
The Demand for Wine and Beer. 

Wills, I. R. Changes in Rural Land Use and Part- 
Time Farming, Central Victoria, 1974 to 1978 

Review of Marketing and Agricultural Economics, 
Vol. 51, No. .3, December 1983 

Anderson, K. Economic Growth, Comparative 
Advantage and Agricultural Trade of Pacific 
Rim Countries. 

Colman, D. A Review of the Arts of Supply Re- 
sponse Analysis. 

Hodge, I. Rural Employment and the Quality of 
Life. 

Martin, W. A Note on Cost Functions and the 
Regression P’allacy. 

Review of Marketing and Agricultural Economics, 
Vol. 52, No. 1, April 1984 

Burke, R. H. and Naughtiii, J. C. Productivity 
in the Meat Processing Industry in Queens- 
land. 

Carmody, M. J., et af. An Economic Evaluation 
of the Footrot Eiradication Program in the New 
tingland Region of New South Wales. 

Davidson, B. R. A Preliminary Benefit Cost Anal- 
ysis of the Inland Diversion of the Coastal Rivers 
of New South Wales. 


Review of Radical Political Economics, Vol. 16, No. 
1, Spring 1984 

Babb, F. E. Women in the Marketplace: Petty 
Commerce in Peru. 

Berch, B. ‘The Sphinx in the Household'- A New 
Look at the History of Household Workers. 
Dalsimer, M. and NisonoIF, L. The New Eco- 
nomic Readjustment Policies: Implications for 
Chinese Urban Working Women. 

Clazer, N. Y. Servants to Capital: Unpaid Domes- 
tic Labor and Paid Work 
Gottfried, H. and Fasenfest, D. Gender and Class 
Formation: Female Clerical Workers. 

Gottlieb, R. The Political Elconomy of Sexuality 
Himmelweit, S. The Real Dualism of Sex and 
Class. 

Turbin, C. Reconceptualizing Family, Work, and 
Labor Organizing- Working Women in Troy, 
1860-1890. 

Review of Social Economy, Vol. 42, No. 1, April 1984 

• Bubnys, E. Ethnicity and Occupational Mobility 

Chicago, 1870 and 1900. 

• Cloutier, N. R. The Effect of Structural and De- 

mographic Change on Urban Residential Segre- 
gation. 

• Leathers, C. G. Thatcher-Reagan Conservatism 

and Schumpeter’s Prognosis for Capitalism 
McKee, A. E'. Beauchamp and Donaldson on 
Economic Justice [The Ethical E'oundations of 
Elconomic Justice] [What Justice Demands]. 

• McKee, A. F. Market E'ailure and the Place of 

Government in Social Economy 
Sander, W. The Economics of Time and Commu- 
nity. 

Revue d’Economie Industrielle, No. 29, 3rd 
Trimester 1984 

Bernard, j.-T.; Bridges, G. E. and Scott, A. D. 
Une evaluation de la rente polentielle des sites 
hydro-electriques au Canada. (With English 
summary.) 

E'iore, C. L’lmpact de la logistique sur I’industrie- 
la production flexible. (With English summary.) 
Foray, D. Changements techniques et structure 
du capital en fonderie: pour une explicitation 
des choix d’accumulation du capital et de gestion 
du changement technologique. (With English 
summary.) 

Giordano, Y. Analyse de la politique franijaise du 
commerce exterieur depuis le VI' Plan. (With 
English summary.) 

Linda, R. A propos de la th^orie quantitative des 
pouvoirs de march^: oligopole et concurrence 
6quilibr^. 
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Future!, R. Red^pioiement des entreprises fran- 
Qaises en 1983: la poursuite des strategies de 
recentrage et d'internationalisation. 

Prud'homroe, R. Les investissements des multi- 
nationales de I'automobile dans le Tiers-Monde. 
(With English summary.) 

Schreiner, J.-P. Le capital financier et le reseau 
des liaisons personnelles entre les principales so- 
cietes en Suisse. (With English summary.) 

Revue d’Economique Politique, Vol. 94, No. 4, July- 
August 1984 

Borrom^e, C. La politique mon^taire internatio- 
nale du dollar. 

Crampes, C. Choix des inputs et regies de gestion 
face i une demande al^atoire. (With English 
summary.) 

Lecaillon, J. Disparit^s de revenus et strategic 
politique. (With Ejiglish summary.) 

Rainelli, M. Pouvoirs publics et firmes multina- 
tionales: I’exemple fran^ais. 

Sales, H. La recherche-d^veloppement dans la 
strategic des grandes entreprises chimiques de 
I’entre-deux-guerres: Du Pont de Nemours, Im- 
perial chemical industries, I. G. Farben. (With 
Elnglish sunrmary.) 

Revue d’£conamique Politique, Vol. 94, No. 5, 
September-October 1984 

Amaud-Ameller, F. Chronologie Internationale 
de I’ann^e 1983 et principaux rapports. 

Aubrey, A. La conjoncture de I’TOonomie alle- 
mande des ann6es 80. (With English summary.) 

Biacabe, P. La politique mon^taire en France. 
(With Elnglish summary.) 

Boussemart, J.-M. Etats-Unis, une conjoncture 
^conomique bonne mais de graves d^s^quilibres 
financiers. (With English summary.) 

Chalumeau, J.-L. La situation economique du 
Brasil. (With English summary.) 

Deschamps, R. Chdmage et inflation en Belgique 
pendant la crise: la politique 6conomique et ses 
effets. (With English summary.) 

Fouquin, M. Qu'est-ce qui air^tera le Japon? 
(With English summary.) 

Cuglielmi, J.-Lu Rythmes d’essor de la coqjonc- 
ture et disparit^s des structures. (With English 
summary.) 

Cuillaumont, S. La situation mon^tsure et finaci- 
dre des Etats airicalns de la zone franc. (With 
Elnglish summary.) 

Herschtel, M.-L. Les finances publiques frsm- 
^aises 1983-1985; realisations et perspectives. 
(With English summary.) 

Huguel, C. La balance des paiements (fanqaise; 
une contrainte extdrieure qui demeure. (With 
Ejiglish summary.) 


Marco, L. Les d^faillances d 'entreprises et la 
crise en France (1974-1983). (With ^glish sum- 
mary.) 

Perquel, J.-J. Le march6 financier en 1983. (With 
English summary.) 

Plassard, J. Le r^quilibrage de i’^conomie fran- 
caise a commence au deuxi^me trimestre 1983. 
(With English summary.) 

Savary, J. L'impact de I’investissement stranger 
en France sur I’emploi industriel (1974-1983). 
(With English summary.) 

Soulli4, J. La situation ^onomique r&cente du 
Royaume-Uni. (With English summary.) 

Wilmots-Vandendaele, A. Les perspectives 6co- 
nomiques des pays en voie de developpement 
non exportateurs de pdtrole. L'am^lioration des 
perspectives dans le domaine de I’teergie. (With 
English summary.) 

Revue Economique, Vol. 35, No. 5, September 1984 

Artus, P. and Muet, P.-A. Un panorama des d^- 
veloppements r6cents de I'^conom^trie de I’in- 
vestissement. (A Survey of Recent Develop- 
ments in the Econometrics of Investment. With 
English summary.) 

Bourguignon, F. and Morrisson, C. La mobility 
des salaires sur le cycle de vie: un 6chantillon 
de cadres fran^ais sur trente ans. (Earning Mo- 
bility over the Life-Cycle: A Thirty-Years Panel 
Sample of French "Cadres." With English sum- 
mary.) 

Chiappori, P.-A. and Mongin, P. Un module de 
politique mon6taire avec al6as strat^giques. (A 
Model of Monetary Policy with Strategic Uncer- 
tainty. With English summary.) 

Delorme, R. and Andrd, C. Un essai d 'explication 
de revolution des d^penses publiques en France 
(1870-1970). 

Henocq, C. and Kempf, H. Agregation quasi par- 
faite par convergence. (Quasi-perfect Aggrega- 
tion and the Convergence Approach. With En- 
glish summary.) 

Kolm, S.-C. Theorie de la reciprocite et du choix 
des systemes economiques. (Theory of Reciproc- 
ity and the Choice of Economic Systems. With 
Elnglish summary.) 

Rivista Intemazionale di Scienze E)conomiche e 
Commerciali, Vol. 31, No. 7, July 1984 

Archer, B. Tourism and the British Economy. 

Barefje, R. La contribution nette du tourisme in- 
ternational i la balance des paiements. (The Net 
Contribution of International Tourism to the 
Balance of Payments. With Emglish summary.) 

Barucci, P. II turismo nella society e nella cultura 
postindustriale. (Tourism in Post-industrial Soci- 
ety and Culture.) 
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Chiesa, C. and Castaldo, P. II turisnmo con I’estero 
deiritalia. (Foreign Tourism Flows in Italy: The- 
oretical Model and Empirical Verification. With 
English summary.) 

Costa, P. La valutazione degli effetti economic! 
del turismo in Italia. (Assessing the Economic 
Effects of Tourism in Italy. With Elnglish sum- 
mary.) 

Cuarini, R. and Cantoloni, A. La domanda di tu- 
rismo in Italia. Un’analisi interpretativa. (Tour- 
ism Demand in Italy. An Interpretive Analysis. 
With English summary.) 

Palomo, M. F. Valoraci6n del consume y la pro- 
duccidn turistica. (Valuation of Tourism Con- 
sumption and Production. With English sum- 
mary.) 

Rivista Intemazionale di Scienze Economiche e 
Commercial!, Vol. 31, No. 8, August 1984 

Bilas, R. A. Monopsony, Overtime Wages, and 
Worker's Surplus. 

Cld, A. Mutamenti di breve e di lungo periodo 
nel sislema eiiergetico intemazionale e nazio- 
nale. (Short- and Long-Run Changes in the Na- 
tional and International Energy System. With 
English summary.) 

Cugno, F. and Montrucchio, L. Teorema della 
ragnatela, aspettative adattive e dinamiche cao- 
tiche. (Cobweb Theorem, Adaptive Expecta- 
tions and Chaotic Dynamics. With English sum- 
mary.) 

Filios, V. P. The Methodology of Accounting Re- 
search and the Underlying Philosophy. 

Ceyikdagi, Y. M. On International Diversifica- 
tion and the Interrelationship of Major Econo- 
mies. 

Nord, S. An Economic Analysis of Changes in the 
Relative Shape of the Interstate Size Distribu- 
tion of Family Income during the 1960's. 

Tisdell, C. The Provision of Wilderness by Clubs. 

Rivista di Politica Exonomica, Vol. 74, No. 7, July 
1984 

Brzenski, A. Lo sviluppo economico sovietico. 

Heimler, A. Aumenti dei prezzi delle materie 
prime importate e indicizzazione dei salari. 

Sbordone, A. M. Tasso naturale e ciclo econom- 
ico: approccio neo-neoclassico e approccio key- 
nesiano. 

Rivista di Politica Economica, Vol. 74, No. 8-9, 
August-SeptembeP 1984 

Colombatto, E. Elsportazioni italiane e teoria del 
commercio intemazionale. 

Colombo, A. II debito estero dell 'Italia. 

Sanaouore, C. M. EEBcacia e Umiti della terapia 
monetarista: il caso britannico. 


Rivista di PoUtica Economica, Vol. 74, No. 10, 
October 1984 

Del Monte, A. and Giannola, A. Imprenditoria 
locale e sviluppo del tetziario nel mezzogiorno 
d’ltalia: una nuova politica per il sud? 

Ferro, A. and Scanagatta, G. Aggiustamento in- 
dustriale e strumenti di intervento: il caso Italia. 
Sebastian!, M. Sulla teoria dei profitti nel "Trea- 
tise" di Keynes. 

Scandinavian Journal of Economics, Vol. 86, No. 2, 
1984 

• Bergstrom, V. and Sodersten, J. Do Tax Allow- 

ances Stimulate Investment? 

• Biom, E, Inflation, Depreciation, and the Neu- 

trality of the Corporate Income Tax. 

• Blomquist, N. S. The Wage Rate Tax— -An Alter- 

native to the Income Tax? 

• Roadway, R.; Bruce, N. and Mintz, J. The Role 

and Design of the Corporate Income Tax. 

• Bos, D. Income Taxation, Public Sector Pricing 

and Redistribution. 

• Buchanan, J. M. The Ethical Limits of Taxation. 

• Dilnot, A. W.; Kay, J. A. and Morris, C. N. 

The UK Tax System, Structure and Progressiv- 
ity, 1948-1982. 

• Fullerton, D.; Lyon, A. B. and Rosen, R. J. 

Uncertainty, Welfare Cost and the “Adaptabil- 
ity” of U.S. Corporate Taxes. 

• Hansson, 1. Marginal Cost of Public Funds for 

Different Tax Instruments and Government Elx- 
penditures. 

• Petsson, M. and Wiss6n, P. Redistributional As- 

pects of Tax Evasion. 

• Tuomala, M. Optimal Degree of Progressivity 

under Income Uncertainty. 

• Weymark, J. A. Majority-Rule Directions of In- 

come Tax Reform and Second-Best Optimality. 

Scandinavian Journal of Economics, Vol. 86, No. 3, 
1984 

Berg, S. A. Estimation of Production Capacities 
in a Putty-Clay Production Model: Norwegian 
Manufacturing Industries, 1962-81. 

• Danziger, L. Stochastic Inflation and Wage In- 

dexation. 

• Grossman, J. B. The Occupational Attainment of 

Immigrant Women in Sweden. 

Hamilton, C. and Lars, E. O. S. Potential and 
Realized Trade Patterns: The Case of Sweden. 
Lehmijoki, U. Notes on Quasi-Convexity of the 
Cost Function. 

Pohjola, M, Union Rivalry and Eiconomic 
Growth: A Differential Game Approach. 

• Raymon, N. and Stuart, C. Short-Run Politicians 

and Long-Run Tax Revenue: An Empirical As- 
sessment. 
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• Stigier, G. J. Economics — The Imperial Science? 

• Vartia, Y. O. and Vartia, P. L. I. Descriptive In- 

dex Number Theory and the Bank of Finland 
Currency Index. 

Science and Society, Vol. 48, No. 3, Fall 1984 

Himmelweit, S. Value Relations and Divisions 
within the Working Class. 

Laibman, D. Modes of Production and Theories 
of Transition. 

Moss, B. H. Workers and Communists in F ranee. 
Szymanski, A. Productivity Growth and Capital- 
ist Stagnation. 

Singapore Economic Review, Vol. 29, No. 1, April 
1984 

Adulavidhaya, K., et al. The Comparative Statics 
of the Behavior of Agricultural Households in 
Thailand. 

Chowdhury, A. Integration of Input-Output and 
Macroeconometric Models — A Review of Alter- 
native Methodologies. 

De Rosa, D. A. The International Natural Rub- 
ber Agreement and Exchange Rate Changes. 
Hsu, J. C. Adjustment to Oil Shocks in a Small 
Open Less Developed Country: Problems and 
Policy Alternatives. 

Simkin, C. Does Money Matter in Singapore? 
Zerby, J. A. and Khan, M, H. A Comparison of 
Multivariate Methods for Indexing Socioeco- 
nomic Development. 

Sloan Management Review, Vol. 26, No. 1, Fall 1984 

Akers, J. F. A Responsible Future — An Address 
to the Computer Industry. 

Barach, ). A. Is There a Cure for the Paralyzed 
Family Board? 

Blair, D. C. The Management of Information: 
Basic Distinctions. 

Foote, S. B. Changing Regulatory Strategies — 
What Managers Should Know about Federal 
Preemption. 

Garvin, D. A. What Does “Product Quality” Re- 
ally Mean? 

McGinnis, M. A. The Key to Strategic Planning; 

Integrating Analysis and Intuition. 
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899 

1034 

541 Accounting 



600 Industrial Organization; Technological Change; Industry Studies 

900 

1034 

610 Industrial Organization and Public Policy 
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614 Public enterprises 

615 Economics of transportation 

616 Industrial Policy 
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630 Industry Studies 910 1041 
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717 Land reform and land use 
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720 Natural Resources 923 1044 

721 Natural resources 
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730 Economic Geography 928 
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825 Labor productivity 
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830 Trade Unions; Collective Bargaining; Labor-Management Relations 939 1056 
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Baumol, W. J. On My Attitudes: Sociopolitical 
and Methodological. Amer. Econ., Spring 1984, 
28(1), pp. 5-9. 

Becattini, G. L'economista e I'ambiente. (The 
Economist and the Environment. With English 
summary.) Giom. Econ., March-April 1984, 
45(5-4), pp. 145-59. 

Bell, W. An Introduction to Futuristics: Assump- 
tions, Theories, Methods, and Research Topics. 
Soc. Econ. Stud., June 1983, 52(2), pp. 1-64. 

• Buchanan, J. M. The Ethical Limits of Taxation. 

Scand. J. Econ., 1984, 86(2), pp. 102-14. 

• Cicarelli, J. and Spizman, L. The Production of 

Economic Knowledge. Quart. Rev. Econ. Bus., 
Summer 1984, 24(2), pp. 41-50. 

Filippello, A. N. Where Do Business E)conomists 
Go from Here? Bus. Econ., January 1985, 20(1), 

pp. 12-16. 

Fox, K. A. Behavior Settings and Eco-behavioral 
Science; A New Arena for Mathematical Social 
Science Permitting a Richer and More Coherent 
View of Human Activities in Social Systems, Part 
I: Concepts, Measurements, and linkages to 
Economic Data Systems, Time-Allocation Ma- 
trices, and Social System Accounts. Math. Soc. 
Sci., April 1984, 7(2), pp. 117-38. 

Fox, K. A. Behavior Settings and E)co-behavioral 
Science; A New Arena for Mathematical Social 
Science Permitting a Richer and More Coherent 
View of Human Activities in Social Systems, Part 
II; Relationships to Established Disciplines, and 
Needs for Mathematical Development. Math. 
Soc. Sci., April 1984, 7(2), pp. 139-65. 

• Frey, B. S., et al. Consensus and Dissension 

among Economists; An Empirical Inquiry. 
Amer. Ekx>n. Rev., December 1984, 74(5), pp. 
986-94. 

Cilad, B.j Kaish, S. and Loeb, P. D. From Eco- 


nomic Behavior to Behavioral Economics; The 
Behavioral Uprising in Economics. / Behav. 
Econ., Summer 1984, 13(1), pp. 1-22. 

Graves, P.; Marchand, J. and Thompson, R. 
Economics Departmental Rankings; Reply and 
Errata [E)conomics Departmental Rankings; Re- 
search Incentives, Constraints, and Efficiency]. 
Amer. Econ. Rev., September 1984, 74(4), pp. 
834-36. 

Hagerstrand, T. Presence and Absence; A Look 
at Conceptual Choices and Bodily Necessities. 
Reg. Stud., October 1984, 18(5), pp. 373-79. 

• Harcourt, G. C. Reflections on the Development 

of Economics as a Discipline. Hist Polit. Econ., 
Winter 1984, /6(4), pp. 489-517. 

Hasan, Z. Theory of Profit; The Islamic View- 
point. }. Res. Islamic Econ., Summer 1983, 1(1), 

pp. 1-16. 

Hasanuzzaman, S. M. Definition of Islamic Eco- 
nomics. / Res. Islamic Econ., Winter 1984, 1(2), 
pp. 51-53. 

* Heilbroner, R. L. Economics and Political Econ- 

omy; Marx, Keynes, and Schumpeter. J. Econ. 
Issues, September 1984, 18(3), pp. 681-95. 
Higgins, B. Jan Boeke and the Doctrine of ‘The 
Little Push.’ Bull. Indonesian Econ. Stud., De- 
cember 1984, 20(3), pp. 55-69. 

Hill, L. E. and Owen, D. W. The Humane and 
Human; Rejoinder [An Assault on the Citadel; 
Is a Constructive Synthesis Feasible?]. J. Econ. 
Issues, September 1984, 18(3), pp. 908-09. 
Hirsch, B. T., et al. Economics Departmental 
Rankings; Comment [Economics Departmental 
Rankings; Research Incentives, Constraints, and 
Efficiency]. Amer. Econ. Rev., September 1984, 
74(4), pp. 822-26. 

Hogan, T. D. Economics Departmental Rank- 
ings; Comment [E^conomics Departmental 
Rankings; Research Incentives, Constraints, and 
E)fficiency]. Amer. Econ. Rev., September 1984, 
74(4), pp. 827-33. 

Horn, W. Libertarianism and Private Property 
in Land; Compensatory Payments by Landhold- 
ers Are Required by Both Utility and Justice. 
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Amer. / Econ. Soc., January 1983, 44(1), pp. 67- 
80. 

Khan, M. A. Islamic Economics: Nature and 
Need. J. Res. Islamic Ecxtn., Winter 1984, 7(2), 
pp. 55-61. 

Kolm, S.-C. Th^orie de la r6ciprocit4 et du choix 
des systdmes ^conomiques. (Theory of Reciproc- 
ity and the Clhoice of Economic Systems. With 
Elnglish summary.) Revue Econ., September 
1984, 35(5), pp. 871-910. 

Labeyrie, V. Contraintes ^cologiques, ^quilibres 
et activit^s humaines. (Ecological Constraints, 
E)quilibrium, and Human Activities. With En- 
glish summary.) Econ. AppL, 1984, .37(2), pp. 
243-77. 

Lichtenstein, P. M. Radical Liberalism and Radi- 
cal Eklucation: A Synthesis and Critical Evalua- 
tion of Illich, Freire, and Dewey. Amer. ]. Econ. 
Soc., January 1985, 44(1), pp. 39-53. 

Linge, C. J. R. Industrialization and the House- 
hold. Int. Soc. Set. /, 1984, 36(2), pp. 319-39. 

Mannan, M. A. Islamic Economics as a Social 
Science: Some Methodological Issues. / Res. Is- 
lamic Econ., Summer 1983, 7(1), pp. 49-61. 

McKee, A. F. Market Failure and the Place of 
CJovernment in Social Economy. Rev. Soc. Econ., 
April 1984, 42(1), pp. 1-15. 

Michwitz, G. Ekonomiska Samfundets Profit. 
(The Profile of the Ekionomic Society. With En- 
glish summary.) Ekon. Samfundets Tidskr., 
1984, 37(3), pp. 143-51. 

Mubyarto. Social and Economic Justice. Bull. In- 
donesian Econ. Stud., December 1984, 20(3), 
pp. 36-54. 

Neale, W. C. The Humane and the Human; As- 
saulting Petr (with a Swipe at Hill and Owen) 
[An Assault on the Citadel: Is a Constructive 
Synthesis Feasible?]. J. Econ. Issues, September 
1984, 75(3), pp. 903-07. 

Petr, J. L. Rejoinder to Neale [An Assault on the 
Citadel; Is a Constructive Synthesis Feasible?). 
/ Econ. Issues, September 1984, 78(3), pp. 907- 
08. 

Rock, J. M. A Reason for Ranking Recent Arti- 
cles; The Case of Macromonetary Articles. A mer. 
Econ., Spring 1984, 25(1), pp. 86-85. 

Samuels, W. J. Galbraith on Elconomics as a Sys- 
tem of Professional Belief. J. Post Keynesian 
Econ., Fall 1984, 7(1), pp. 61-76. 

Shafey, E. Islamic Economics as a Social Science: 
Some Methodological Issues: Comment. / Res. 
Islamic Econ., Summer 1984, 2(1), pp. 55-56. 

Sherman, H. J. Contemporary Radical Econom- 
ics. J. Econ. Educ., FaU 1984, 75(4), pp. 265- 
74. 

Spiegel, U. and Tempieman, J. The Ethics of 
Suboptimal Resource Allocation in Academe: A 


Note. Amer. Econ., Fall 1984, 25(2), pp. 81-83. 

• Stigler, G. J. Economics — ^The Imperial Science? 

Scand. J. Econ., 1984, 56(3), pp. 301-13. 
TamanoiC, Y.; Tsuchida, A. and Murota, T. 
Towards an Entropic Theory of E)conomy and 
Elcology: Beyond the Mechanistic Equilibrium 
Approach. J^n. Appl, 1984, 37(2), pp. 279-94. 
Thistle, P. D. Psychological Learning Theory 
and Economic Behavior. / Behav. Econ., Sum- 
mer 1984, 73(1), pp. 67-100. 

• Tilman, R. Dewey’s Liberalism versus Veblen’s 

Radicalism: A Reappraisal of the Unity of Pro- 
gressive Social Thought. J. Econ. Issues, Sep- 
tember 1984, 75(3), pp. 745-69. 

Tinbergen, J. Alternative Optimal Social Orders. 
Pakistan Devel. Rev., Spring 1984, 23(1), pp. 1- 
7. 

Tinbergen, J. My Life Philosophy. Amer. Econ., 
Fall 1984, 25(2), pp. 5-8. 

Voge, J. The Political Economics of Complexity: 
From the Information Economy to the ‘Com- 
plexity’ E)conomy. Info. Econ. Policy, 1983, 7(2), 
pp. 97-114. 

Williamson, O. E. Pretrial Uses of Economists; 
On the Use of “Incentive Logic” to Screen Pre- 
dation. Antitrust Bull., Fall 1984, 29(3), pp. 475- 
500. 

012 Teaching of Economics 

Allison, E. Otto Eckstein: Contributions in Edu- 
cation. Rev. Econ. Statist., November 1984, 
66(4), pp. 543-46. 

Bogan, E. C. The Use of Interactive Video in 
Teaching Microeconomics: A Note. /. Econ. 
Educ., Fall 1984, 75(4), pp. 329-30. 

Bonello, F. J,; Swartz, T. R. and Davisson, W. I. 
Freshman-Sophomore Learning DiSFerentials: A 
Comment. J. Econ. Educ., Summer 1984, 75(3), 
pp. 205-10. 

Chizmar, J. F. and Zak, T. A. Canonical Estima- 
tion of Joint Educational Production Functions. 
Econ. Educ. Rev., 1984, 3(1), pp. 37-43. 

• Cottrell, A. Keynesianism and the Natural Rate 

of Unemployment: A Problem in Pedagogy. J. 
Post Keynesian Econ., Winter 1984-85, 7(2), pp. 
263-68. 

Cyeit, R. M. Economic Education in Our 
Schook: A Renewed Mission. / Econ. Educ, Fall 
1984, 75(4), pp. 261-64. 

Dalgaard, B. R.; Lewis, D. R. and Boyer, C. M. 
Cost and Elffectiveness Considerations in the Use 
of Computer-assisted Instruction in Economics. 
/ Econ. Educ., Fall 1984, 75(4), pp. 309-23. 
Fell, R. Student Papers on Macroeconomic Pol- 
icy./ JScon.£duc., Summer 1984, 75(3), pp. 237- 
38. 

Hodgin, R. F. Information Theory and Attitude 
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Formation in Economic Education. }. Econ. 
Educ., Summer 1984, 75(3), pp. 191-96, 
KarpolF, J. M. Barter Trading as a Microeconom- 
ics Teaching Device. / Econ. Educ., Summer 
1984, 75(3), pp. 226-36. 

McConnell, C. R. and Sosin, K. Some Determi- 
nants of Student Attitudes toward Large Classes. 
/. i'con. Educ, .Summer 1984, 75(3), pp. 181- 
90. 

Mulligan, J. C. A Cost Function for Computer- 
assisted Programmed Instruction. J. Econ. Educ., 
Fall 1984, 75(4), pp. 275-81. 

Rhodes, E. L. and Cerveny, R. P. Interactive 
Video as an Economic Teaching Supplement. 
J. Econ. Educ., Fall 1984, 75(4), pp. 325-28. 
Samuels, W. J. Institutional Economics. ]. Econ. 

Educ., Summer 1984, 7,5(3), pp. 211-16. 
Schenk, R. and Silvia, J. E. Why Has CAI Not 
Been More Successful in Economic Education; 
A Note. }. Econ. Educ., Summer 1984, 75(3), 
pp. 239-42. 

Schober, H. M, The Effects of Inservice Training 
on Participating Teachers and Students in Their 
Economics Classes. J. Econ. Educ. Fall 1984, 
75(4), pp. 282-95. 

Walstad, W. B. The Relative Effectiveness of 
Economics Instruction for Teachers and College 
Students. / Ekon. Educ., Fall 1984, 75(4), pp. 
297-308. 

020 General Economic Theory 

Brahmananda, P. R. Joan Robinson, 1904-1983. 
Indian Econ./, July-September 1983, 57(1), pp. 
1-24. 

Coujard, J. L. Equilibre — Crises — Reproduction. 
(Elquilibrium — Crisis — Reproduction. With En- 
glish summary.) Ebon. Appi, 1984, 37{2), pp. 
347-61. 

Dixit, A. and Grossman, G. Directly Unproduc- 
tive Prophet-seeking Activities. Amer. Econ. 
Rev., December 1984, 7-4(5), pp. 1087-88. 

• Dore, M. H. I. On the Concept of Equilibrium. 
J. Post Keynesian Econ., Winter 1984-85, 7(2), 
pp, 193-206. 

Fox, K. A, Behavior Settings and Eco-behavioral 
Science; A New Arena for Mathematical Social 
Science Permitting a Richer and More Coherent 
View of Human Activities in Social Systems, Part 
II; Relationships to Elstablished Disciplines, and 
Needs for Mathematical Development. Math. 
Soc. Sci., April 1984, 7(2), pp. 139-65. 

Fox, K. A. Behavior Settings and Elco-behavioral 
Science; A New Arena for Mathematical Social 
Science Permitting a Richer and More Coherent 
View of Human Activities in Social Systems, Part 
I: Concepts, Measurements, and Linkages to 
Economic Data Systems, Time-Allocation Ma- 


trices, and Social System Accounts. Math. Soc. 
Sci., April 1984, 7(2), pp. 117-38. 

Gilad, B.$ Kaish, S. and Loeb, P. D. From Eco- 
nomic Behavior to Behavioral Economics; The 
Behavioral Uprising in Economics. J. Behav. 
Econ., Summer 1984, 75(1), pp. 1-22. 

Hahn, F. H. Economic Theory and Keynes’ In- 
sights. Empirica, 1984, 77(1), pp. 7-22. 

Hill, L. E. and Owen, D. W. The Humane and 
Human; Rejoinder [An Assault on the Citadel: 
Is a Constructive Synthesis Feasible?]. /. Econ. 
Issues, September 1984, 78(3), pp. 908-09. 
Honkapohja, S. Rationaaliset odotukset kansan- 
taloustieteessU; johdanto kirjallisuuteen. (Ra- 
tional Expectations in Economics; An Introduc- 
tion to the Literature. With English summary.) 
Kansant. Aikak., 1984, 877(4), pp. 362-82. 
Neale, W. C. The Humane and the Human; As- 
saulting Petr (with a Swipe at Hill and Owen) 
[An Assault on the Citadel; Is a Constructive 
Synthesis Feasible?]. J. Econ. Issues, September 
1984, 78(3), pp. 903-07. 

Petr, J. L. Rejoinder to Neale [An Assault on the 
Citadel; Is a Constructive Synthesis Feasible?]. 
/. Econ. Issues, September 1984, 78(3), pp. 907- 
08. 

• Samuels, W. J. Galbraith on Economics as a Sys- 

tem of Professional Belief. / Post Keynesian 
Econ , Fall 1984, 7(1), pp. 61-76. 

Scitovsky, T. Lerner's Contribution to Econom- 
ics. / Econ. Lit, December 1984, 22(4), pp. 
1547-71. 

• Von Weizsacker, C. C. Rights and Relations in 

Modern Economic Theory. /. Econ. Behav Or- 
gan., June 1984, 5(2), pp. 133-57. 

021 General Equilibrium Theory 

Alkan, A. No Equlibrium in Infinite Economies; 
Two Examples. /. Econ. Theory, October 1984, 
54(1), pp. 180-86. 

• Bester, H. Core and Equilibrium in Incomplete 

Markets. Z. Nationaldkon., 1984, 44(3), pp. 255- 

66 . 

• Blume, L. E. and Easley, O. Rational Expecta- 

tions Equilibrium; An Alternative Approach. / 
Econ. Theory, October 1984, 54(1), pp. 116-29. 
Border, K. C. A Core Elxistence Theorem for 
Games without Ordered Preferences. Ebono- 
metrica, November 1984, 52(6), pp. 1537-42. 
Dubey, P. and Neyman, A. Payoffs in Nonatomic 
Economies: An Axiomatic Approach. Econo- 
metrica, September 1984, 52(5), pp. 1129-50. 

• Dutta, B. Effectivity Functions and Acceptable 

Came Forms. Econometrica, September 1984, 
52(5), pp. 1151-66. 

Ferretti, M. II “vizio paretiano." Note critiche 
sul principio d’interdipendenza economica 



Subject Index of Articles 


815 


generate. (The "Paretian Vice”; Critical Notes 
on the Principal of General E^nomic Interde- 
pendence and Other Related Problems. With 
English summary.) Giom. Econ., March-April 
1984, 43(3-4), pp. 191-212. 

• Ceanakoplos J- Utility Functions for Debreau's 

‘Elxcess Demands.’ ]. Math. Econ., April 1984, 
73(1), pp. 1-9. 

Joyce, P. The Walrasian t&tonnement Mecha- 
nism and Information. Autumn 1984, 75(3), pp. 
416-25. 

Kantorovich, L. V. and Makarov, V. L. Prices and 
Production Efficiency. Matekon, Fall 1984, 
27(1), pp. 3-27. 

Karmann, A. J. Space-Time Economies under 
Free Mobility: Competitive Elquilibria and Effi- 
ciency. Reg. Set. Urban Econ., August 1984, 
74(3), pp. 303-15. 

• Kehoe, T. J. and Levine, D. K. Regularity in 

Overlapping Generations Exchange Economies. 
/. Math. Eicon., April 1984, 73(1), pp. 69-93. 

• Khan, M. A. A Remark on the Elxistence of Equi- 

libria in Markets without Ordered Preferences 
and with a Riesz Space of Commodities. J. Math. 
Econ., October 1984. 73(2), pp. 165-69. 

Khan, M. A. and Vohra, R. Equilibrium in Ab- 
stract Economies without Ordered Preferences 
and with a Measure Space of Agents. J. Math 
Econ., October 1984, 73(2), pp. 133-42. 

Kim, K. H. and Roush, F. W. Stability of Com- 
mand Economies. Math. Soc. Sci., June 1984, 
7(3), pp. 267-74. 

van der Laan, G. Supply-constrained Fixed Price 
Equilibria in Monetary Economies. } Math. 
Econ., October 1984, 73(2), pp. 171-87. 
Mazzoleni, P. and Montesano, A. General Com- 
petitive Equilibrium of the Spatial Economy. 
Reg. Sci. Urban Eicon., August 1984, 74(3), pp. 
285-302. 

• Ostroy, J. M. On the Existence of Walrasian 

Equilibrium in Large-Square Economies. / 
Math Econ., October 1984, 73(2), pp. 143-63. 

• Sc^furi, A. J. and Yannelis, N. C. Non-symmetric 

Cardinal Value Allocations. Econometrica, No- 
vember 1984, 52(6), pp. 1365-68. 

Vind, K. Erratum [Equilibrium with Coordina- 
tion]. J. Math. Eicon., October 1984, 73(2), pp. 
195. 

• Vohra, R. Local Public Goods and Average Cost 

Pricing. /. Math. Econ., April 1984, 73(1), pp. 
51-67. 

Wako, J. A Note on the Strong Core of a Market 
with Indivisible Goods. / Math. Econ., October 
1984, 73(2), pp. 189-94. 

• Weinrich, G. On the Theory of Effective De- 

mand under Stochastic Rationing. J. Econ. The- 
ory, October 1984, 34(1), pp. 95-115. 


• Wooders, M. H. and Zame, W. R. Approximate 

Cores of Large Games. Econometrica, Novem- 
ber 1984, 52(6), pp. 1327-50. 

Yamazaki, A. Walras Degrees and Probability of 
a Blocking Coalition at Pareto Allocations. /. 
Moth. Econ., October 1984, 73(2), pp. 105-21. 

022 Microeconomic Theory 

Abraham-Frois, G. and Berrebi, E. Le probleme 
de la transformation; SoluKon(s) Econometrica, 
September 1984, 52(5), pp. 1315. 

• Alberts, W. W. Do Oligopolists Earn "Noncom- 

petitive" Rates of Return? Amer. Econ. Rev., 
September 1984, 74(4), pp. 624-32. 

Allen, F. Reputation and Product Quality. Au- 
tumn 1984, 75(3), pp. 311-27. 

Aoki, M. Managerialism Revisited in the Light 
of Bargaining-Game Theory. Int. J. Ind. Organ., 

1983, 7(1), pp. 1-21. 

Amott, R.; Davidson, R. and Pines, D. Unantici- 
pated Shocks and the Maintenance and Replace- 
ment of Durable Goods. ]. Econ. Dynam. Con- 
trol, October 1984, 8(1), pp. 99-115. 

Artus, P. and Muet, P.-A. Un panorama des dE- 
veloppements recents de I’TConom^trie de I’in- 
vestissement. (A Survey of Recent Develop- 
ments in the Econometrics of Investment. With 
English summary.) Revue Econ., September 

1984, 35(5), pp. 791-830. 

Atkinson, S. E. The Implications of Homothetic 
Separability for Share Equation Price Elasticities 
(The Bias in Price Elasticity Elstimates under 
Homothetic Separability: Implications for Anal- 
ysis of Peak-Load Electricity Pricing). / Bus 
Econ. Statist., July 1983, 7(3), pp. 211-14. 
Barnett, W. A. The Recent Reappearance of the 
Homotheticity Restriction on Preferences [The 
Bias in Price Elasticity Estimates under Ho- 
mothetic Separability: Implications for Analysis 
of Peak-Load Electricity Pricing). J. Bus Econ. 
Statist., July 1983, 7(3), pp. 215-18. 

Baron, D. P. and Besanko, D. Regulation and In- 
formation in a Continuing Relationship. In/o 
Econ Policy, 1984, 7 (3), pp. 267-302. 

• Basile, L. and Salvador!, N. Kalecki's Pricing 

Theory. /. Post Keynesian Econ., Winter 1984- 
85, 7(2), pp. 249-62. 

• Bennett, J. Alternative Pnee and Quantity Con- 

trols for Regulation under Uncertainty. Z Na- 
tionaldkon., 1984, 44(2), pp, 103-15. 

Benson, B. L. On the Ability of Spatial Competi- 
tors to Price Discriminate. J. Ind. Econ., Decem- 
ber 1984, 33(2), pp. 251-55. 

Bemheim, B. D. Strategic Deterrence of Sequen- 
tial Ekitry into an Industry. Sprirtg 1984, 75(1), 

pp. 1-11. 

Beminghauc, S. A General Existence Theorem 
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for Equilibrium Price Dispersions. Info. Econ. 
Policy, 1984, 7(3), pp. 239-66. 

Beuthe, M.; Eeckhoudt, L. and Lefoil, J. 
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^•carelli, James and Spizman, Lawrence — ^The 
Production of Economic Knowledge 
Economists have devoted considerable time 
to studying the technology of production but 
virtually none to the study of the production 
of technology. As a contribution to understand- 
ing the latter, this paper has as its purpose the 
development of an empirically valid produc- 
tion function for economic knowledge. A 
I^obb-Douglas type production function is fit- 
ted to the research output of the top 100 de- 
yartments of economics in the United States. 
The results indicate that the hypothesis that 
the production of economic knowledge is gov- 
jrned by the same principles that apply to the 
oroduction of other commodities works well 
when the analysis is restricted to the top 20 
schools. Quart. Rev. Econ. Bus., Summer 1984, 
24(2), pp. 41-50. State University of New York, 
^redonia; State University of New York, 
Dswego. 

^rey, Bruno S., et al. — Consensus and Dissen- 
sion among Economists: An Empirical In- 
quiry 

A stratified sample of over 2,000 economists 
■ji the United States, Austria, France, Ger- 
many, and Switzerland was asked to respond 
to 27 propositions about economic problems, 
"he propositions with the highest degree of 


consensus relate to the price system being ef- 
fective and desirable. Government interven- 
tions are generally rejected. There is a signifi- 
cant difference in the opinions between 
economists in the various countries. American, 
German, and Swiss economists are more 
strongly in favor of the market and cmpetition 
than are the Austrian and French economists, 
who are inclined to favor government inter- 
ventions. Coauthors are Werner W. Pomme- 
rehne, Friedrich Schneider, and Guy Gilbert. 
Amer. Econ. Rev., Dec. 1984 74(5), pp. 986- 
94. University of Zurich; University of Paris- 
X, Nanterre. 

Harcourt, Geoffrey C. — Reflections on the De- 
velopment of Economics as a Discipline 
This is a speculative essay on theories, con- 
troversies, and developments in economics. It 
is based on reading the essays of the Nobel 
laureates themselves, on essays of the econo- 
mists who were asked to write about the laure- 
ates’ contributions, and on answers from econ- 
omists to letters asking them who and what 
most influenced them in their formative years 
as economists. Three books stand out — The 
General Theory . . . , Value and Capital, and 
The Foundations. ... A recurring theme is 
whether or not economics is a science and, if 
so, in what way. The increasing mathematiza- 
tion of the subject is noted, together with a 
reminder of the perceptive warnings of the 
dangers associated with this trend that Ken- 
neth Boulding gave in 1948. The contributions 
of those laureates who are concerned with eco- 






nomic development and economic history are 
discussed. Finally, whether or not the eco- 
nomic system is self-equilibrating and whether 
prices or quantities should be the variables 
most under scrutiny are further themes that 
recur. Hist. Polit. Econ., Winter 1984, /6(4), 
pp. 489-517. Jesus College, University of Cam- 
bridge. 

Heilbroner, Robert L Economics and Politi- 

cal Economy; Marx, Keynes, and Schum- 
peter 

The works of Marx, Keynes, and Schumpeter 
are analyzed to explore the reasons why econo- 
mists disagree. One explanation is the differing 
empirical elements included in economists’ 
models. A second explanation lies in different 
meanings attached to common terms such as 
competition. A third explanation involves the 
preanalytic gestalts inseparable from social 
theorizing. These imbue economic concepts 
with political values from the start, as with 
Marx’s “socioanalytic" mode of interpreting la- 
bor or Schumpeter’s treatment of profit as a 
return to entrepreneurship, not exploitation. 
A shared mode of analysis nonetheless ties to- 
gether divergent views of social reality into a 
common practice of economics. / Econ. Issues, 
Sept. 1984, 78(3), pp. 681-95. New School for 
Social Research, New York. 

McKee, Arnold F. — Market Failures and the 
Place of Government in Social Economy 
By "social economy” is meant a revision of 
economic science that incorporates values and 
issues in policies for social betterment. Accord- 
ingly, it is necessary to redraft pieces of posi- 
tive theory, and this article reviews market fail- 
ure, collective choice, and social contract as 
an explanation for government. Logical posi- 
tivism and rationality are rejected, and they 
are fitted instead into a philosophy of govern- 
ment deriving from the Judaeo-Christian tradi- 
tion. Neo-institutionalism must add social phi- 
losophy and economic theory to its focus on 
institutions if it is to deal adequately with gov- 
ernment and “power” in the economy. Rev. 
Soc. Econ.. Apr. 1984, 42{1), pp. 1-15. King’s 
College, University of Oxford. 

Samuels, Warren J. — Galbraith on Economics 
as a System of Professional Belief 


Galbraith, along with very few other econo- 
mists, such as Ben Ward and A. W. Coats, has 
explored the professionalization process in eco- 
nomics and the role of power and belief for 
power and belief. His analysis raises important 
questions. What is economic reality? What is 
the relative role of belief system and power 
structure? What is the relation between tech- 
nological imperative and both belief system 
and power structure? That many of Galbraith’s 
ideas, as summarized in this article, comport 
well with the work of others in the study of 
belief systems and professionalization ought 
give us pause before we precipitously discard 
his work, for doing so would be of the nature 
of confirmatory evidence. J. Post Keynesian 
Econ., Fall 1984, 7(1), pp. 61-76. Michigan 
State University, East Lansing. 

Stigler, George J. — Economics — The Imperial 

Science? 

This is the text of a lecture delivered on 10 
April 1984. The topic relates to the changing 
definitions and boundaries of economic sci- 
ence. Four extensions of economics into other 
fields are discussed: the economics of law; the 
“new” economic history; the economic analysis 
of social structure and behavior; and the eco- 
nomic analysis of politics, including the regula- 
tion of economic life. Scand. J. Econ., 1984, 
86(3), pp. 301-13. University of Chicago. 

020 General Economic Theory 

Dore, M. H. I. — On the Concept of Equilib- 
rium 

This paper advocates the concept of a neu- 
tral equilibrium, which can be generalized 
and integrated into dynamic analysis. It draws 
attention to the two Hicksian properties, one 
well known, the other ignored in traditional 
general equilibrium theory. It is shown that 
ignoring this property makes the stability anal- 
ysis logically inconsistent with the usual ceteris 
paribus assumption. The difficulty is traced to 
the utilitarian framework of neoclassical the- 
ory. The extension of the same concept of equi- 
librium into dynamics is illustrated with price 
and quantity adjustment. J. Post Keynesian 
Econ., Winter 1984-85, 7(2), pp. 193-206. 
Brock University, Canada and University of 
Cambridge. 
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von Weizsacker, Carl Christian — Rights and 
Relations in Modern Economic Theory 
The paper is the 1980 Bohm-Bawerk lecture 
given at the University of Innsbruck. Starting 
from Eugen von Bohm-Bawerk’s book, "Rights 
atid Relations from the Point of View of the 
Economic Theory of Goods” (1881, in Ger- 
man), the paper tries to evaluate rights and 
phenomena like goodwill from the perspective 
of innovation. A framework of three levels of 
economic activity is developed: consumption 
(the lowest level), production, and innovation 
(the highest level). Rights are interpreted as 
instruments of protection of higher level activ- 
ity from lower level activity. The focus of atten- 
tion is on industries with very high rates of 
technical progress and innovation, There the 
most important positive externality of innova- 
tion is the increased potential for even more 
innovations. It is argued that competition pol- 
icy, as a rule of thumb, must foster competition 
by innovation and must discourage competi- 
tion by imitation. / Econ. Behav. Organ., June 
1984, 5(2), pp. 133-57. University of Bern. 

021 General Equilibrium Theory 
Bester, Helmut — Core and Equilibrium in In- 
complete Markets 

The core of an exchange economy without 
perfect security markets is defined by adjusting 
the possibilities of improving coalitions to an 
incomplete market structure. With this con- 
cept the classical result on the identity of core 
and equilibrium allocations in competitive 
markets is extended to economies with incom- 
plete trading possibilities. It is argued that the 
core of an incomplete market represents a gen- 
eralization of the usual definition of the core 
of an exchange economy. Z. Nationalokon., 
1984, 44(3), pp. 255-66. University of Bonn. 

Kehoe, Timothy J. and Levine, David K. — Reg- 
ularity in Overlapping Generations Ex- 
change Economies 

In this paper the authors develop a regular- 
ity theory for stationary overlapping genera- 
tions economies. They show that generically 
there is an odd number of steady states in 
which a non-zero amount of nominal debt (fiat 
money) is passed from generation and an odd 
number in which there is no nominal debt. 


The authors are also interested in non-steady 
state perfect foresight paths. As a first step in 
this direction, they analyze the behavior of 
paths near a steady state. They show that gen- 
erically the paths are given by a second order 
difference equation that satisfies strong regu- 
larity properties. Economic theory alone im- 
poses little restriction on these paths: with n 
goods and consumers who live for m periods, 
for example, the only restriction on the set of 
paths converging to the steady state is that they 
form a manifold of dimension no less than one, 
no more than 2nm. ]. Math. Econ., Apr. 1984, 
13(1), pp. 69-93. Clare College, University of 
Cambridge; University of California, Los Ange- 
les. 

Khan, M. AH — A Remark on the Existence of 
Equilibria in Markets without Ordered Pref- 
erences and with a Riesz Space of Commodi- 
ties 

The author shows the existence of competi- 
tive equilibria in economies without ordered 
preferences and a Hausdorff locally convex 
solid Riesz space of commodities. The principal 
assumptions are that the commodity space has 
a predual and that its positive cone has a non- 
empty interior. / Math. Econ., Oct. 1984, 
13(2), pp. 165-69. Cornell University. 

Ostroy, Joseph M. — On the Existence of Walra- 
sian Equilibrium in Large-Square Econo- 
mies 

An existence theorem for Walrasian equilib- 
rium is demonstrated for an economy with a 
continuum of consumers and an infinite-di- 
mensional commodity space, such as /j or co, 
having an "order-compatible” basis. /. Math. 
Econ., Oct. 1984, /3(2), pp. 143-63. University 
of California, Los Angeles. 

Scafuri, Allen J. and Yannelis, Nicholas C. — 
Non-symmetric Cardinal Value Allocations 
It is shown that cardinal value allocations 
may fail to be symmetric. Specifically, agents 
with identical preferences and identical en- 
dowments can be treated very differently at 
a cardinal value allocation. This casts further 
doubt on the interpretation of the weights as 
"endogenous utility comparisons.” Econo- 
metrica, Nov. 1984, 52(6), pp. 1365-68. Wayne 



Selected Abstracts 


State University, Detroit; University of Minne- 
sota, Minneapolis, and Wayne State University. 

022 Microeconomic Theory 

Basile, Liliana and Salvadori, Neri — Kalecki’s 
Pricing Theory 

The paper argues the unicity of Michal Ka- 
lecki’s pricing theory by analysis of his writings 
in the three periods in which Kalecki’s work 
on pricing was concentrated; the late thirties- 
early forties, the mid-fifties, and the late sixties. 
It explores a general formulation of Kalecki’s 
pricing theory and provides significant condi- 
tions sufficient to the existence of a solution 
with positive prices. Finally, it comments on 
the relation between pricing and the contro- 
versial notion of “degree of monopoly.’’/. Post 
Keynesian Econ., Winter 1984-85, 7(2), pp. 
249-62. University of Naples; University of 
Catania, Italy. 

Blundell, Richard and Ray, Ranjan — Testing 
for Linear Engel Curves and Additively 
Separable Preferences Using a New Flexible 
Demand System 

The Linear Expenditure System (LES) has 
often been rejected in favor of more general 
functional forms, thereby implying a rejection 
of the joint hypotheses of linear Engel curves 
and separable preferences. There has, how- 
ever, seldom been any study that tests for the 
former without necessarily imposing the addi- 
tive separability assumption. The present pa- 
per proposes a new demand system called the 
Non-Linear Preference System (NLPS), which 
allows such a test. Its usefulness is illustrated 
by estimating at two different levels of aggre- 
gation over households. Though the LES is re- 
jected at each level of aggregation, the nature 
of rejection is different in the two cases. Econ. 
/., Dec. 1984, 94(376), pp. 800-811. University 
of Manchester. 

Bonin, John P. — Membership and Employ- 
ment in an Egalitarian Cooperative 
With product market uncertainty at the time 
of membership subscription, the egalitarian 
producer cooperative is an organization in 
which worker /members have collective rights 
over cooperative rents and bear collective re- 
sponsibilities for debt obligations. The interac- 
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tion of optimal membership and employment 
decisions renders inapplicable the abnormal 
supply responses found in the literature on la- 
bor-managed firms. An (expected) balanced 
budget policy, which finances unemployment 
subsidies by a tax on the cooperative, is pro- 
posed to encourage membership. Along with 
public policy, the existence of capitalist alter- 
natives is shown to be supportive of coopera- 
tive efficiency and stability. Economica, Aug. 
1984, 51 (203), pp. 295-305. Wesleyan Univer- 
sity, Middletown, Connecticut. 

Brown, Thomas C. — The Concept of Value in 

Resource Allocation 

This paper considers the appropriateness of 
using neoclassical economic measures of value 
in allocating resources. Market prices and 
other monetary measures of value are de- 
scribed as group assigned values. The appropri- 
ateness of assigned values as inputs to decisions 
about resource allocation depends on the ap- 
propriateness of the context and held values 
upon which the assigned values are based. 
Such appropriateness in turn depends on the 
extent to which the context and held values 
are responsive to the welfare of the resource 
owner. It is argued that economic value mea- 
sures are important sources of assigned value 
information, but are often inappropriate deci- 
sions. Land Econ., Aug. 1984, 69(3), pp. 231- 
46. Rocky Mountain Forest and Range Experi- 
ment Station, Fort Collins, Colorado. 

Farmer, Roger E. A. — Unemployment, Bank- 
ruptcy and Asymmetric Information 

This paper demonstrates that employment 
contracts between asymmetrically informed 
agents may be inefficient, even if both parties 
to the contract are risk neutral. If the party 
with superior information has limited wealth, 
then he or she will display risk averse behavior 
and unemployment will occur in more states 
of nature than would otherwise be the case. 
Manchester Sch. Econ. Soc. Stud., Sept. 1984, 
52(3), pp. 284-91. University of Pennsylvania. 

Fershtman, Chaim — Coodwill and Market 

Shares in Oligopoly 

This paper studies dynamic nonprice (adver- 
tising) competition in oligopoly. Using the Ar- 
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row-Nerlove concept of goodwill, the Srms’ 
market shares are described as a funcb'on of 
their goodwill. Since the nonprice variable has 
a lasting impact, the market game has a time 
dependent structure and the competition is 
described as a differential game. The paper 
explores the impact of both production cost 
and the number of firms on market shares as 
well as on the firms’ stock of goodwill. Econo- 
mica, Aug. 1984, 5/(203), pp. 271-81. North- 
western University, Evanston, Illinois. 

Fishbum, Peter C. — Dominance in SSB Utility 
Theory 

SSB utility theory represents preferences be- 
tween probability measures by the positive 
part of a skew-symmetric bilinear functional 
0 defined on pairs of measures. Three facets 
of the theory are examined. First, dominance 
axioms are used to extend 6 to an integral form. 
Second, the maximizing behavior of B on sub- 
spaces of measures is investigated. Third, as- 
pects of stochastic dominance are explored in 
the SSB setting. /. Econ. Theory, Oct. 1984, 
34(1), pp. 130-48. AT&T Bell Laboratories, 
Murray Hill, New Jersey. 

French, Kenneth R. and McCormick, Robert 
E!. — Sealed Bids, Sunk Costs, and the Process 
of Competition 

Economic theory traditionally has relied on 
increasing marginal costs to explain the recov- 
ery of sunk costs. The authors develop a model 
of competition that does not rely on this as- 
sumption. The model predicts that each buyer 
offers to pay less for an asset than he thinks 
it is worth — even when there is vigorous com- 
petition. However, competition does guaran- 
tee that the sale is like a fair game; the success- 
ful buyer’s expected profit equals the sum of 
his competitor’s sunk costs. The authors use 
the model to make predictions about pricing 
policies and marketing strategies in some re- 
tailing situations. / Bus., Oct. 1984, 57(4), pp. 
417-41. University of Chicago; Clemson Uni- 
versity. 

Finsinger, Jbrg and Kraft, Komelius — Markup 
Pricing and Firm Decisions 
Some elementary properties of the markup 
pricing rule are derived. The mathematical ar- 


guments are supplemented by simple graphi- 
cal iJiustrations. It is shown that markup pric- 
ing may lead to resource wastage and that it 
creates the incentives to infiate expenditures 
on marketing and advertising. Finally, the ap- 
plication of the markup rule to the calculation 
of the premiums of health insurance firms is 
considered. Z. ges. Staatswiss., Sept. 1984, 
140(3), pp. 500-509. University of Bern. 

Ceanakoplos, John — Utility Functions for De- 
breu’s ‘Excess Demands’ 

Given an arbitrary function x. (R' -*61' satisfy- 
ing Walras’s law and homogeneity, Gerard De- 
breu decomposed x into the sum of / “individ- 
ually rational" functions x(p) = X;(„,f*(p). Here 
we find explicit utility functions «*, con- 
structed on the basis of a simple geometric in- 
tuition, which gives rise to Debreu’s excess de- 
mands x*(p). / Math. Econ., Apr. 1984, /3(1), 
pp, 1-9. Yale University. 

Geroski, P. A, — The Incidence of Entry in 
Three Oligopoly Models 
To meet the criticism that entry theory in- 
volves an exogeneously fixed solution concept, 
this paper proposes a comparative static com- 
parison between three concepts — Cournot. 
Stackelberg, and Consistent Conjectures. The 
three models can be ordered according to the 
information given to one or both participants 
and the primary results are that: increased in- 
formation leads to an increased probability of 
monopolization, and that: across identical in- 
dustries differing only in solution concepts, 
structure and performance may be inversely 
related. Economica, Aug. 1984, 5/(203), pp. 
283-93. University of Southampton and Catho- 
lic University of Louvain. 

Gibson, Bill — Profit and Rent in a Classical 
Theory of Exhaustible and Renewable Re- 
sources 

'The theory of nonproduced means of pro- 
duction advanced in Production of Commodi- 
ties is extended to account for exhaustible and 
renewable resources by way of Sraffa’s ap- 
proach to durable capital goods. The separabil- 
ity of profit and rent survives the generaliza- 
tion. Necessary and sufficient conditions for 
resource scarcity lead to an unorthodox con- 
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cept of quasirent. Under certain conditions, 
both exhaustible and renewable resources may 
qualify as capital and participate in the equali- 
zation of the rate of profit rather than generate 
rent. Whether owners of resources earn rent 
or profit has little to do with the qualitative 
nature of the resource but Instead depends 
upon the structure of class relations under 
which the resources are employed. Z Nationa- 
lokon., 1984, 44(2), pp. 131-49. University of 
Massachusetts, Amherst. 

Ciffin, Phillip E. and Hutchinson, E. Bruce — 
A Metaphysical Notion: The Symmetry be- 
tween Consumer and Producer Demand 
Neoclassical theory fails to identify unambig- 
uously what “value” means. The authors sug- 
gest that the difference between the producer 
and consumer models rests upon metaphysical 
notions. Producer theory sets equal to unity 
the value of marginal product divided by input 
price. The analogous consumer concept is not 
marginal utility divided by price, but is mar- 
ginal utility times a “util’s price” divided by 
product price. A good’s value is sometimes 
measured by utility and at other times by mar- 
ginal product. Market prices signify little, ex- 
cept that they are determined by a host of 
factors, seldom equal to their true long-run 
values. / Post Keynesian Econ., Fall 1984, 7(1), 
pp. 134-36. University of Tennessee, Chatta- 
nooga. 

Horowitz, Ira — Market Growth, Demand Un- 
certainty, and Potential Entry 
Potential entry into an expanding oligopolis- 
tic market under uncertainty is studied. The 
article focuses on the following questions: How 
does demand uncertainty and attitude affect 
the quantity-setting seller’s optimal output 
path and prices? How might these influence 
a potential entrant’s assessment of market de- 
mand'? Finally, what are the likely conse- 
quences of the answers to the first two ques- 
tions? Quart. Rev. Econ. Bus., Summer 1984, 
24(2), pp. 33-40. University of Florida. 

Howroyd, T. D. and Russell, A. M. — Cournot 
Oligopoly Models with Time Delays 
In this paper a system of competing firms 
is considered in which adjustments of output 


are subject to delays. Under the Cournot strat- 
egy, stability of the oligopoly problem is consid- 
ered. If each firm calculates its optimal output 
based on a knowledge of its own production 
at that time and of its competitor's outputs at 
a previous time, stability is not affected by the 
information delays. However, if all the infor- 
mation available to each firm is subject to a 
delay, then stability is affected and the likeli- 
hood of stability increases with decreasing de- 
lays. /. Math, i^on., Oct. 1984, 13(2), pp. 97- 
103. University of New Brunswick, Frederick- 
ton; University of Melbourne, Parkville, Victo- 
ria. 

Katz, Michael L. — Price Discrimination and 
Monopolistic Competition 
The author examines the effects of price dis- 
crimination on the equilibrium prices, number 
of firms, and level of total surplus in a monopo- 
listically competitive market. The main finding 
is that uniform pricing is more (less) efficient 
than price discrimination when the purchases 
made by the consumers who are discriminated 
against constitute a small (large) proportion of 
the total purchases. Econometrica, Nov. 1984, 
52(6), pp. 1453-71. Princeton University. 

Ketcham, Jon; Smith, Vernon L. and Williams, 
Arlington W. — A Comparison of Posted-Of- 
fer and Double-Auction Pricing Institutions 
This paper presents an experimental study 
of a computerized “posted-offer” pricing 
mechanism that captures many of the basic 
institutional features of retail exchange in the 
United States. Posted-offer market perfor- 
mance is evaluated relative to “double-auc- 
tion” market performance using two .supply 
and demand designs. Subject experience with 
the trading mechanism is explicitly considered 
as an experimental treatment variable. The 
market data suggest that prices tend to be 
higher and efficiency lower under posted-offer 
pricing relative to double auction. However, 
the institutional effect appears to interact with 
other design conditions. When feasible, the 
predictive power of competitive, Nash, and 
limit-price theoretic equilibria are empirically 
evaluated. Rev. Econ. Stud., Oct. 1984, 51(4), 
pp. 595-614. University of Arizona; University 
of Arizona; Indiana University. 
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Kooiman, P. — Smoothing the Aggregate Fix- 
Price Mode) and the Use of Business Survey 
Data 

The aggregate two-rnarket fix-price model 
involves discrete regime switches that are 
grossly unrealistic. A smooth version of the 
model is derived by aggregation over firms in 
disequilibrium, using the size-distribution of 
notional supplies and demands as a weight 
function. In the aggregate this yields a mix of 
regimes that varies continuously over the cy- 
cle. Each of the regimes is characterized by 
the operation of a particular constraint. This 
allows the author to make use of business sur- 
vey results reporting on the proportions of 
firms that are capacity constrained, demand 
constrained, labor constrained, or uncon- 
strained, The model is applied to the Dutch 
manufacturing sector. Econ. /., Dec. 1984, 
94{376), pp. 899-913. Erasmus University. 

Koskela, Krkki and Viren, Matti — Credit Ra- 
tioning and Consumer Intertemporal Choice 
This paper provides an answer to the ques- 
tion of how expected future borrowing con- 
straints — which are assumed to be tempo- 
rary — affect saving under uncertain imposition 
of rationing. Under quite plau.sible circum- 
stances, both a fall in the future credit limit 
and a rise in the probability for facing the bind- 
ing borrowing constraint in the future will in- 
crease current savings. This is, in fact, in accor- 
dance with some recent empirical findings. 
Oxford Exon. Pap. June 1984, 36(2), pp. 241- 
47. University of Helsinki. 

Lachler, Ulrich — On Optimal b'actor Propor- 
tions in a Competitive Firm under P’actor 
and Output Price Uncertainty 
This paper examines the eflPects of increased 
uncertainty on the desired steady-state capital 
intensity of a risk-neutral competitive firm. 
Two cases are examined, one where the firm 
operates under an output constraint and the 
other where the firm is subject to adjustment 
costs. With the production function restricted 
to a commonly used class, it is shown that in 
the first case increased uncertainty always re- 
duces the firm’s desired capital intensity. This 
is also true for the second case if the elasticities 
of substitution are not too low. Z. Nationald- 


kon. 1984, 44(2), pp. 117-30. University of 
Kiel. 

La France, Jeffrey T.; Schmitz, Andrew and 
Zilberman, David — Small Leading Firms 
The authors formally analyze the question 
of whether a price leader must control a large 
share of the market. Their main result is that 
if other producers have rising marginal costs 
and behave as price takers, even the smallest 
firm in a competitive industry with a rising 
supply curve can enhance its profits by cutting 
output and raising price, becoming a price 
leader. Therefore, one would expect pure com- 
petition to be destroyed under these techno- 
logical conditions. Econ. Rec., June 1984, 
60(169), pp. 160-64. Montana State University, 
Bozeman; University of California, Berkeley; 
University of California, Berkeley. 

MacDonald, Glenn M. — New Directions in the 
Economic Theory of Agency 
An acces.sible survey of existing results in the 
theory of agency is provided. A general one- 
period, single-agent model is presented first, 
and the restrictions required to obtain unam- 
biguous predictions explained. Environments 
having more than one agent and/or multiple 
periods are considered .subsequently. The cen- 
tral conclusion is that the theory of agency, 
as presently formulated, contains little opera- 
tional content. The “new directions’’ suggested 
are tho.se which are likely to yield more empiri- 
cally relevant propositions. Can.]. Econ., Aug. 
1984, 17(3), pp. 415-40. University of Western 
Ontario, London, Canada. 

Mann, Barbara S. — Capital Heterogeneity, 
Capital Utilization, and the Demand for 
Shiftworkers 

A model is developed in which a firm simul- 
taneously chooses a technique of production 
(kind of capital good) and a rate of capital utili- 
zation when production is organized on shifts. 
The feature that distinguishes this model from 
previous work is its allowance for heteroge- 
neous capital and endogenous capital prices. 
The main result in this paper is to indicate 
that capital utilization and the level of basic 
wage rates are positively related, providing an 
explanation for the observed secular rise in 
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shiftworking and the utilization of capital. This 
paper also examines the relationship between 
firm size, capital utilization, and shiftworking. 
Can. ]. Econ., Aug. 1984, 77(3), pp. 450-70. 
Virginia Polytechnic Institute and State Uni- 
versity. 

Maskin, Eric S. and Riley, John C. — Optimal 
Auctions with Risk Averse Buyers 
The authors characterize a seller’s revenue 
maximizing scheme (auction) for the sale of 
an indivisible good when confronted with a 
population of risk-averse buyers. The optimal 
auction entails an interplay between insurance 
and screening considerations. On the one 
hand, buyers who bid high should receive sub- 
sidies if they lose, thereby insuring them 
against losing. On the other hand, buyers who 
bid low should pay a penalty for losing in order 
to discourage those with high reservation val- 
ues from underbidding. Besides characterizing 
the optimal auction, the authors compare the 
revenue-generating properties of the high bid 
and English auctions with risk-averse buyers. 
Econometrica, NoV. 1984, 52(6), pp. 1473- 
1518. Massachusetts Institute of Technology; 
University of California, Los Angeles. 

McMillan, John — Collusion, Competition, and 
Conjectures 

This paper investigates whether it is possible 
to narrow down the set of dynamic oligopoly 
equilibria by adding to the model an adjust- 
ment process in which firms’ conjectures about 
rivals’ reactions are based on observations of 
actual actions in the past. If a nontrivial adjust- 
ment takes place, the only equilibria of this 
system are the extreme outcomes of implicit 
collusion and competition; in particular the 
Cournot point is not a stationary state. If the 
identical firms always act identically, implicit 
collusion evolves. Although convergence oc- 
curs from some particular initial conditions, in 
general the adjustment process modeled here 
is unstable. Can. ]. Econ., Nov. 1984, 7 7(4), 
pp. 788-805. University of Western Ontario, 
London, Canada. 

Mitchell, Thomas M. — A Functional Equation 
Approach to the Theory of Production, 
Technical Change, and Invariance 


The purpose of this paper is to reconsider 
R. Sato’s model of production and technical 
change and investigate whether the differenti- 
ability of the production and technical change 
functions may be dropped without affecting 
the results. The most general form of continu- 
ous technical change functions satisfying the 
“group properties” is derived, showing that 
differentiability may be dropped. In order to 
find the technology that is invariant under a 
given type of technical change, however, cur- 
rent solutions of the appropriate functional 
equation assume differentiability of both func- 
tions, so the results are inconclusive in this 
area. Z. Nationalokon., 1984, 44(2), pp, 177- 
87. Southern Illinois University, Carbondale. 

Moss, Scott — The History of the Theory of the 
Firm from Marshall to Robinson and Cham- 
berlin: The Source of Positivism in Econom- 
ics 

Joan Robinson and E. H. Chamberlin in- 
vented "perfect competition” along with the 
imperfect /monopolistic competition model. 
They were the first to define firms by marginal- 
ist production functions, thereby making it ap- 
pear that the theory of the firm could be dis- 
confirmed by showing that firms do not equate 
marginal cost and revenue. This led to Oxford 
and postwar American surveys of businessmen. 
The results made adoption of positivism neces- 
sary in order to preserve the theory of value 
and distribution. Economica, Aug. 1984, 
5/(203), pp. 307-18, University of Manchester. 

Peters, Michael — Bertrand Equilibrium with 
Capacity Constraints and Restricted Mobil- 
ity 

The paper considers price competition 
among firms when there are capacity con- 
straints and buyers have restricted ability to 
visit firms. A natural method of allocating buy- 
ers among firms arises in the equilibrium of 
the buyers’ search game. Sufficient conditions 
are given to ensure that the buyers equilibrium 
varies continuously with the prices charged by 
firms. Capacity constraints guarantee the exis- 
tence of (mixed strategy) equilibria for the pric- 
ing game played by sellers. It is shown that 
natural pure strategy equilibria arise when the 
game is made large in appropriate ways. 
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Econometrica, Sept. 1984, 52{5), pp. 1117-27. 
University of Toronto. 

Polemttrchakis, H. M. and Selden, L. — On the 
Recoverability of Risk and Time Preferences 
from Consumption and Asset Demands 
The authors establish sufficient conditions for 
the recoverability and uniqueness of utility 
functions (preferences) generating consump- 
tion and asset demands in a two-period setting 
under uncertainty. Europ. Econ. Rev., Oct- 
Nov. 1984, 26(1-2), pp. 115-33. Columbia 
University. 

Robson, Arthur J, and McMillan, John — Dy- 
namic Duopoly under Demand Uncertainty 
Demand uncertainty is introduced into a dy- 
namic model of duopoly. In the face of this 
uncertainty each firm is unable to observe its 
rival’s previous period’s output. Its strategy is, 
therefore, contingent on its own last period’s 
output and on the last period’s price. The sole 
Nash equilibrium is a repetition of the equilib- 
rium in the one-period problem. Can. /. Econ., 
Nov. 1984, /7(4), pp. 695-98. University of 
Western Ontario, London, Canada. 

Samuelson, Paul A. and Sato, Ryuzo — Unat- 
tainability of Integrability and Definiteness 
Conditions in the General Ca.se of Demand 
for Money and Goods 

Money, while it is subject to marginal utility 
analysis, differs from the case of real goods like 
tea and ballet in that money is wanted, not 
for its own sake, but only for the real goods 
it can subsequently command. Putting money 
and prices in the utility function, along with 
real goods, captures this truth and permits 
identification of the homogeneity truth basic 
to the Quantity Theory. As shown here, the 
contamination of the utility function by prices 
precludes in general testable Slutsky-like in- 
equalities. However, for important special 
cases — one good and money, weak separability 
of the real goods, weak separability in prices, 
etc. — complete identification of testable rela- 
tions is deduced. For every case less money 
is held at a higher interest rate under Slutsky- 
Hicks compensation. Generalization from sec- 
ular M to a vector of money substitutes is pro- 
vided. Atner. Econ. Rev., Sept. 1984, 74(4), pp. 


588-604. Massachusetts Institute of Technol- 
ogy; Brown University and J. F. Kennedy 
School of Government, Harvard University. 

Sappington, David — Incentive Contracting 
with Asymmetric and Imperfect Precontrac- 
tual Knowledge 

The Pareto optimal contract between princi- 
pal and risk-neutral agent is analyzed for the 
case in which the agent’s information is initially 
imperfect but better than that of the principal. 
In contrast to the case where precontractual 
information is symmetric, the final contract be- 
tween principal and agent will not always guar- 
antee an efficient outcome. However, in con- 
trast to the case where the agent’s information 
is initially perfect, the agent may be unable 
to command rents from his superior informa- 
tion, and the outcome will always be efficient. 
The conditions under which efficient or ineffi- 
cient outcomes are guaranteed differ qualita- 
tively according to whether the random state 
of nature follows a continuous or a discrete 
distribution. /. Econ. Theory, Oct. 1984, 34(1), 
pp. 52-70. University of Pennsylvania. 

Seldon, Zena A. and Seldon, James R. — Natural 
Monopolies versus Desirable Monopolies 
and Regulation in the Public Interest: Two 
Quibbles and a Policy Note 
This paper proposes that monopolies be 
termed ’natural” only when market forces ac- 
tually generate single firm operation at the 
classic monopoly output /price combination; 
“strictly desirable” when the classic monopoly 
outcome is preferable on welfare grounds to 
all viable multifirm arrangements; and “quasi- 
desirable” when optimal industry outputs can 
be provided more cheaply by one firm than 
by two or more. The proposed terminology 
is used in a brief discussion of regulatory objec- 
tives and choices, noting that the emergence 
of a stable, single firm industry equilibrium, 
in general, depends upon firm reaction func- 
tions, as well as upon cost subadditivity. Quart. 
J. Bus. Econ., Spring 1984, 23(2), pp. 58-71. 
Auburn University, Montgomery. 

Sinn, Hans-Wemer — Common Property Re- 
sources, Storage Facilities and Ownership 
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Structures; A Cournot Model of the Oil 
Market 

The paper was stimulated by the contradic- 
tory answers given in the literature to the ques- 
tion of whether common pools will be ex- 
tracted too quickly. It clarifies the importance 
of the kind of conjectural Cournot hypothesis 
assumed and studies an alternative Cournot 
hypothesis. This hypothesis is shown to result 
in overextraction even though firms have the 
possibility of seepage-proof storage. To pre- 
vent overextraction, a policy of consolidating 
the holdings, but neither local nor global merg- 
ing of firms, is recommended. Global merging 
will, and local merging may, result in a de- 
crease of the current price of oil and hence 
exacerbate the misallocation problem. Econo- 
mica, Aug. 1984, 57(203), pp. 235-52. Univer- 
sity of Mannheim, West Germany. 

Spulber, Daniel F — Scale Economies and Exis- 
tence of Sustainable Monopoly Prices 
The size of the firm relative to market de- 
mand is crucial to a, determination of whether 
there exist sustainable monopoly prices. In the 
one product ca.se, the size of the firm is its 
minimum efficient scale. In the multiproduct 
case, size is defined by a set of outputs at which 
cost complementarities are present. The analy- 
sis shows that when the size of the firm is suffi- 
ciently large, there exist anonymously equita- 
ble Aumann-Shapley prices. Further, at these 
prices natural monopoly is sustainable against 
rival entry. The Aumann-Shapley prices are 
also shown to be quantity sustainable in the 
sense of W. A. Brock and J. A. Scheinkman. 
/ Econ. Theory, Oct. 1984, 34(1), pp. 149-63. 
University of Southern California, Los Angeles. 

Verstegen, Bernard H. J. — Aspirations, Refer- 
ence Groups and the Consumer 
This article gives an explanation for the exis- 
tence of nonsymmetrical Slutsky matrices and 
nonhomogeneous demand functions. For this 
purpose a link is made with a number of socio- 
psychological theories regarding reference 
groups and aspiration levels. F'ollowing the ap- 
proach of I. Lakatos, a “hard core” was chosen 
from within the traditional theory concerning 
the market behavior of consumers. In particu- 
lar, this article uses the maximization process. 


The newly constructed theory, based on this 
“core," appears to have more content than the 
traditional theory. With this result an impor- 
tant requirement of Lakatos’s approach has 
been met. De Economist, 1984, 132(3), pp. 
300-325. University of Amsterdam. 

Vives, Xavier — Duopoly Information Equilib- 
rium: Cournot and Bertrand 
In a duopoly model where firms have private 
information about an uncertain linear demand 
it is shown that, if the goods are substitutes, 
(not) to share information is a dominant strat- 
egy for each firm in Bertrand (Cournot) compe- 
tition. If the goods are complements, the result 
is reversed, fi’urthermore, the author obtains 
the following welfare results: (1) With substi- 
tutes in Cournot competition the market out- 
come is never optimal with respect to informa- 
tion sharing, but it may be optimal in Bertrand 
competition if the products are good substi- 
tutes. With complements the market outcome 
is always optimal. (2) Bertrand competition is 
more efficient than Cournot competition, and 
(3) The private value of information to the 
firms is always positive, but the social value 
of information is positive in Cournot and nega- 
tive in Bertrand competition. / Econ. Theory, 
Oct. 1984, 34(1), pp. 71-94. University of 
Pennsylvania. 

von Weizsacker, C. Christian — The Costs of 
Substitution 

The article investigates some consequences 
of a frequently observed phenomenon; There 
are once and for all costs of switching from 
one good to one of its substitutes. The decision 
to substitute then is an investment decision. 
Such substitution costs, in conjunction with 
problems of opportunism, have frequently 
been seen as a reason for vertical integration. 
Reputation for a fair treatment of customers 
may enable suppliers to maintain market rela- 
tions for goods involving substitution costs. A 
model looks at “competitive distance” be- 
tween two goods with substitution costs. If fu- 
ture tastes are uncertain, the model shows that 
with low rates of discount or high rates of mar- 
ket growth competitive distance declines as 
substitution costs rise. It is also shown that com- 
petitive distance rises with a rising rate of dis- 
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count. Given the effectiveness of the reputa- 
tion mechanism, numerical analysis shows that 
competitive distance is smaller in most cases 
with substitution costs than without substitu- 
tion costs, Econometrica, Sept. 1984, 52(5), pp. 
1085-116. University of Bern. 

023 Macroeconomic Theory 
Asimakopulos, A, — “Long-Period Employ- 
ment” in the General Theory 
“Long-period employment” in the General 
Theory is the level of employment that would 
result in the given short period if the volume 
of investment taking place in that period were 
based solely on a particular state of long-term 
expectations. It thus represents a special case 
within the context of Keynes’s theory, since 
investment in any short period generally re- 
flects investment decisions taken at different 
points in time, each with different states of 
expectation. With expectation of steady in- 
crease in demand, Keynes’s long-period em- 
ployment is similar to employment on 
Keynesian entrepreneurial equilibrium 
growth paths. / Post Keynesian Econ., Winter 
1984-85, 7(2), pp. 207-13. McGill University, 
Montreal. 

Bhandari, Jagdeep S. and Tumovsky, Stephen 
J. — Materials Price Increases and Aggregate 
Adjustment in an Open Economy: A Stochas- 
tic Approach 

This paper develops a stochastic macroequi- 
librium framework to analyze the differing im- 
plications of alternative types of input price 
disturbances. The distinctions between ex- 
pected and unexpected, permanent and transi- 
tory, and nominal and real disturbances are 
considered. The introduction of input distur- 
bances involves a more elaborate modeling of 
the supply side of the economy. Both constant 
returns to scale and decreasing returns to scale 
technologies are considered. The analysis high- 
lights the sensitivity of the macroeconomic im- 
pacts of input price shocks to their specific 
type. The analytical results obtained are not 
unambiguous and are supplemented with nu- 
merical simulations. Europ. Econ. Rev., July 
1984, 25(2), pp. 151-82. West Virginia Univer- 
sity, Morgantown; University of Illinois, Ur- 
bana-Champaign. 


Blackorby, Charles and Schworm, William — 
The Structure of Economies with Aggregate 
Measures of Capital: A Complete Characteri- 
zation 

In this paper, the authors present the primal 
characterizations of the technologies that are 
consistent with capital aggregation. These 
characterizations are dual to the profit function 
restrictions obtained by W. M. Gorman and 
complete the closed-form production function 
restrictions obtained by F. M. Fisher. The au- 
thors use the result to solve a problem recently 
posed by Fisher. In addition, they pose and 
solve a natural extension of the usual capital 
aggregation problem. Rev. Econ. Stud., Oct. 
1984, 57(4), pp. 633-50. University of British 
Columbia. 

Boulier, B. L. — What Lies behind Verdoorn’s 
Law? 

Numerous explanations have been offered 
for P. J. Verdoorn’s finding that there is a siza- 
ble positive association between the rate of 
growth of labor productivity and output 
growth. Using a simple microeconomic model, 
the author demonstrates that the elasticity of 
labor productivity with respect to output de- 
pends in a complicated way on characteristics 
of the production function, factor supply, and 
output demand. He concludes that differences 
in the empirical values of this elasticity offer 
little insight into the nature of economic cir- 
cumstances that give rise to these differences. 
Oxford Econ. Pap., June 1984, 36(2), pp. 259- 
67. George Washington University. 

Canterbery, E. Ray — Galbraith, Sraffa, Kalecki 
and Supra-surplus Capitalism 
Galbraithian notions of producer sover- 
eignty and power are linked to the ideas of 
Piero Sraffa and Michal Kalecki. In Sraffa’s 
view, under consumer sovereignty the subjec- 
tive elements of marginalism overwhelm the 
objective production elements. John Kenneth 
Galbraith, introducing producer sovereignty, 
extends the objective forces of production in- 
stitutions into demand theory. In the affluent 
society, supra-surplus economy, Kalecki’s “de- 
gree of Monopoly” dovetails with Galbraithian 
“power.” The configuration of a potential para- 
digm is drawn from further intimations of the 
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most realistic constructs of demand and in- 
come distributions. J. Post Keynesian Econ., 
Fall 1984, 7(1), pp. 77-90. Florida State Uni- 
versity, Tallahassee. 

Carvalho, Fernando — Alternative Analysis of 
Short and Long Run in Post Keynesian Eco- 
nomics 

Post-Keynesian theory emerged from the 
Cambridge criticism of 9rthodox economics 
from the 1930s to the 1950s. Models were de- 
veloped dealing with a wide range of subjects, 
from decision making under nonprobabilistic 
uncertainty to the determination of produc- 
tion prices. The paper examines the main mod- 
els that constitute the post-Keynesian tradi- 
tion. They are classified according to the 
concepts of short and long run on which they 
are based. Five models are thus identified: (1) 
Piero Garegnani/John Eatwell’s; (2) Nicholas 
Kaldor/ Luigi Pasinetti’s; (3) Michal Kalecki’s; 
(4) Paul Davidson /Jan Kregel/ Hyman 
Minsky’s; and (5) George Shackle’s. It is .shown 
that, behind the more apparent differences be- 
tween them, a major opposition can be identi- 
fied between gravity center models and theo- 
ries dealing explicitly with uncertainty. / Post 
Keynesian Econ., Winter 1984-85, 7(2), pp. 
214-34. Universidade Federal Fluminense, 
Niteroi, Brazil. 

Cottrell, Allin — Keynesianism and the Natural 
Rate of Unemployment 
This piece is designed to foster a critical 
awareness on the part of students of the stan- 
dard macroeconomics texts. It examines the 
exposition of convergence on a natural rate 
of unemployment (NHU) given in these texts 
and shows how post-Keynesian arguments can 
be brought to bear on this exposition. Problems 
in convergence are noted (e.g., real debt ef- 
fects, financial dislocation, and endogeneity of 
money); it is argued that the possibility of non- 
convergence need not depend on arbitrary ri- 
gidities. The further argument that there is 
no such thing as the NRU is considered, and 
found to have some merit if not overstated. 
/ Post Keynesian Econ., Winter 1984-85, 7(2), 
pp. 263-68. University of North Carolina, Cha- 
pel Hill. 


Farmer, Roger E. A. — A New ’Theory of Aggre- 
gate Supply 

This paper develops a theory of aggregate 
supply, which is an alternative to the intertem- 
poral substitution hypothesis and to overlap- 
ping contract theories. It integrates recent 
microeconomic theories of employment con- 
tracts under asymmetric information into an 
overlapping generations model. The result is 
a model in which all agents are rational and 
form rational expectations of future prices in 
an economy that does not display a natural 
rate of unemployment. The theory predicts 
that there will exist a stable inverse relation- 
ship between a measure of excess capacity and 
the real rate of interest. Amer. Econ. Rev., Dec. 
1984, 74(5), pp. 920-30. University of Pennsyl- 
vania. 

Felix, David — The Impotence of Macroeco- 
nomic Policy Activism: A Critical Appraisal 
of the New Classical Macroeconomics 
New Classical Economics (NCE) mistakenly 
asserts that laissez-faire economies oscillate 
around stable growth paths and that neither 
the variance nor the path can be improved 
by macroeconomic activism. This paper chal- 
lenges the scientific standing of NCE on two 
grounds: it lacks a robust microtheoretical 
foundation and its global macroeconomic 
propositions hold up poorly to historical and 
comparative evidence. Given the dependence 
of NCE on Walrasian general equilibrium the- 
ory, it is devoid, as is neoclassical Keynesian- 
ism, of analytic categories that allow for the 
possibility of cumulatively destabilizing forces 
originating in "natural” private economic be- 
havior, other than investment instability. / 
Econ. Issues, Sept. 1984, 18(3), pp. 825-59. 
Washington University, St. Louis. 

Francesco, Farina — Inefficient Equilibrium in 
V. Lutz’s Two-Sector Model: A Critique 
In this work it is discussed how Vera Lutz's 
analysis of comparative statics examines two 
positions of equilibrium in an economic system 
that are qualitatively different and therefore 
not comparable. It is shown that the greatest 
mtensity of capital present in the sector of 
large enterprises is not a consequence of the 
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excessively high salaries, that result from the 
oligopolistic behavior of the trade unions, but 
rather is a given condition of Lutz’s model. 
The narrow connection of causality that Lutz 
establishes between the excessively high sala- 
ries that are commonly paid by large enter- 
prises and the movement of the economic 
system away from optimal conditions is there- 
fore based on ideological assumptions rather 
than analytic results. Econ. Notes, 1984, (2), 
pp. 25-50. Istituto Universitario Orientale, 
Naples. 

Garrison, Charles B Friedman versus 

Keynes on the Theory of Employment 

Milton Friedman, despite his role as critic 
of Keynes, has never presented a careful cri- 
tique of Keynes’s theory of employment. In- 
deed, he has completely misinterpreted Key- 
nes’s view of the way in which the initial 
impulse of a change in aggregate demand is 
transmitted to employment and output. Fried- 
man’s contention that his own natural rate hy- 
pothesis is confirmed by data for the United 
States during the 1970s is incorrect; actually 
the evidence is consistent with Keynes’s the- 
ory. Finally, Friedman has altered his theory 
of employment in important (but neglected) 
ways over the past fifteen years. /. Post 
Keynesian Econ., Fall 1984, 7(1), pp. 114-27. 
University of Tennessee, Knoxville. 

Ize, Alain — Disequilibrium Theories, Imper- 
fect Competition and Income Distribution: 

A Fix-Price Analysis 

This paper is an attempt to integrate, within 
the same simple model, several well-known 
economic paradigms and to identify their key 
dividing features on the basis of different exo- 
geneity-endogeneity assumptions, derived 
from dififerent market equilibrium or market 
structure hypotheses. The framework of analy- 
sis is a fix-price quantity constrained model ex- 
tended to include a market for capital. A break- 
down of the functional distribution of income 
between wages, interest, and profits is thus al- 
lowed, and the underlying conflicts of interest 
are highlighted. 'The linkages between income 
distribution, imperfect competition, effective 
demand, “animal spirits,” and price and wage 
rigidity are emphasized. Besides providing for 


a better relationship between different para- 
digms, the paper is also useful to get a wider 
view on the range of possible equilibria and 
dynamics for a capitalist economy. Oxford 
Econ. Pap., June 1984, 36(2), pp. 248-58. El 
Colegio de Mexico. 

Kregel, Jan A. — Constraints on the Expansion 
of Output and Employment; Real or Mone- 
tary? 

Assuming that expansion is constrained by 
savings of real resources, recent U.S. policy has 
increased real returns to private saving. How- 
ever, even in the guise of “natural” rates, the 
real resource constraint is a relative concept 
depending on relative prices and market im- 
perfections. Various views on the real and 
monetary constraints on the expansion of out- 
put and employment are contrasted with post- 
Keynesian theory, which rejects the impor- 
tance of real constraints, emphasizing the im- 
portance of the liquidity constraint on relative 
prices, profitability, and investment. Keynes’s 
“finance motive” is clarified to question A. Asi- 
makopulos’s recent suggestion that monetary 
savings may constrain investment. / Post 
Keynesian Econ., Winter 1984-85, 7(2), pp. 
139-52. University of Groningen, The Nether- 
lands. 

Persson, Torsten and Svensson, Lars E. O. — 
Misperceptions, Rigidity and Welfare 
In this paper the authors derive precise mea- 
sures of the welfare costs of errors in expecta- 
tions in a simple two-period model of a small 
open economy. Over-optimistic expectations 
about future productivity lead to a misalloca- 
tion of investment and consumption and, if fu- 
ture wages are rigid, to a fall in employment. 
The welfare costs of misallocations can, in close 
analogy with other distortions, be expressed 
as areas of familiar triangles. The costs of un- 
employment are, however, likely to be rela- 
tively more important when expectation errors 
are small. Europ. Econ. Rev., Aug. 1984, 25(3), 
pp. 387-99. Institute for International Eco- 
nomic Studies, Stockholm. 

Pesaran, M. H. — Macroeconomic Policy in an 
Oil-exporting Economy with P’oreign Ex- 
change Controls 
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This paper examines the short-run and long- 
run macroeconomic effects of an increase (de- 
crease) in oil revenues in an oil-exporting coun- 
try characterized by strict foreign exchange 
controls on private capital flows. This is done 
in the context of a Keynesian underemploy- 
ment model that explicitly allows for the exis- 
tence of the government budget constraints. 
The paper concludes that oil income need not 
be a “curse” or a “mixed blessing,” if only the 
authorities in oil-exporting countries are pre- 
pared to make the necessary policy responses 
to it. Economica, Aug. 1984, 5/(203), pp. 253- 
70. Trinity College, University of Cambridge. 

Sampson, A. A. — ^The Demand for Capital 
Goods by the Quantity Constrained Firm 
The firm is assumed to face parametric real 
wage rates and real rental on capital, and to 
perceive nonmanipulable upper bounds on its 
sale of output and purchase of labor services. 
Which, if either, of the rationing constraints 
will bind depends in part on the firm’s capital 
stock. The paper studies the response of the 
optimal capital stock to changes in the parame- 
ters faced by the firm. The author finds that 
when only one of the rationing constraints 
binds, a relaxation of that constraint increases 
the optimal capital stock. As the output market 
constraint binds, the marginal revenue prod- 
uct of capital has a discontinuity. The optimal 
capital stock at this point is insensitive to small 
changes in factor prices and rises for a small 
reduction in the labor market ration. Oxford 
Eicon. Pap., June 1984, 36(2), pp. 232-40. Uni- 
versity of Sheffield, England. 

Scarth, William M. — Adjustment Costs and Ag- 
gregate Supply Theory 
Standard macroeconomics involves an in- 
vestment function based on nonlinear adjust- 
ment costs. However, since the production and 
labor demand functions contain no terms to 
indicate the existence of adjustment costs, the 
adjustment cost process cannot involve labor 
(the variable factor of production in the short 
■un). In this paper, the adjustment cost process 
uses capital and labor in the same proportions 
as does the production of gross output. The 
result is that the position of the labor demand 
schedule, and hence that of the short-run goods 


supply schedule, depends on the level of in- 
vestment. The empirical significance of this 
supply-side eflFect is illustrated. Can. J. Econ., 
Nov. 1984, 17(A), 847-54. McMaster Univer- 
sity, Hamilton, Ontario. 

Shah, Anup — Crowding Out, Capital Accu- 
mulation, the Stock Market, and Money- 
financed Fiscal Policy 

This paper presents a model that features 
short-run IS-LM properties, the stock market 
price of capital, the government budget con- 
straint, and capital accumulation. 'The stock 
market price of capital is a jump variable, its 
expectations being formed rationally, whereas 
those of inflation are asymptotically rational. 
The model is characterized by saddle point 
equilibrium. As a result of money-financed fis- 
cal expansion, both the steady-state capital and 
output are lowered, but the stock market price 
of capital is unchanged. However, the diverse 
expectations mechanism exerts a strong influ- 
ence on the character of the transition path 
linking the short-run impact effects and the 
new steady-state position. / Money, Credit, 
Banking, Nov. 1984, Part 1, 76(4), pp. 461- 
73. University of Newcastle upon Tyne. 

Shapiro, Nina — Inventory Unemployment in 
the Long Run; Pasinetti’s Formulation of the 
Keynesian Argument — A Review Article 
Luigi Pasinetti’s latest book. Structural 
Change and Economic Growth, is reviewed, 
with special attention paid to the limitations 
of its equilibrium approach to the problems 
of involuntary unemployment and the employ- 
ment effects of technical progress. The useful- 
ness of Pasinetti’s natural economy construct 
is also discussed, and the applicability of the 
results of his model to the capitalist economy 
questioned. J. Post Keynesian Econ., Winter 
1984-85, 7(2), pp. 235—45. Rutgers University, 
New Brunswick, New Jersey. 

Sneessens, H. R. — Rationing Macroeconomics: 
A Graphical Exposition 
The paper provides a graphical exposition 
of the most significant results of comparative 
statics obtained in a four-market macroeco- 
nomic model with fixed commodity prices and 
wages. ’The main tool of analysis remains the 
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usual IS-LM apparatus, modified to account 
for the possibility of rationing on the goods 
as well as on the labor market. Europ. Econ. 
Rev., Oct.-Nov. 1984, 56(1-2), pp. 187-201. 
Faculte Libre de Sciences Economiques, Lille, 
France. 

Startz, Richard — Prelude to Macroeconomics 
Keynesian-like behavior of the economy is 
derived as the general equilibrium result of 
rational behavior of individual agents. In this 
model, social and private returns differ because 
of imperfectly observed labor productivity. As 
a result, aggregate economics variables enter 
into private decisions. The general equilibrium 
includes the features usually described as "ag- 
gregate demand,” the “fallacy of composition,” 
and the “failure of Say’s Law.” The paper 
shows that government .spending can be ex- 
pansionary and Pareto-irnproving. A mer. Econ. 
Rev., Dec. 1984, 74(5), pp. 881-92. University 
of Washington, Seattle. 

Weinricli, Cerd — On the Theory of EfiFective 
Demand under Stochastic Rationing 
The concept of effective demand under sto- 
chastic manipulable quantity rationing is 
.shown to be compatible with the existence of 
nontrivial equilibrium. It is argued that 
stochastic rationing is unavoidable for any 
satisfactory definition of effective demand. 
Moreover, manipulability of the rationing 
mechanism is necessary for reasons of logical 
consistency, at least if the distribution over re- 
alizations for each agent depends on his own 
action and on the aggregate values of demand 
and supply only. In that case, anonymous sto- 
chastic rationing schemes reduce to those ran- 
dom functions, the mean value function of 
which is the uniform proportional rationing 
mechanism. }. Econ. Theory, Oct. 1984, <34(1), 
pp. 95-115. European University Institute, 
Florence. 

024 Welfare Theory 

Bucovetsky, Sam — On the Use of Distribu- 
tional Waits 

Commodities in excess demand are often al- 
located by queues. The effective prices of such 
commodities to individuals are thus increasing 


functions of the individuals' value of time. Ir 
simple models of optimal taxation, this value 
equals the net wage. In this paper, the hypoth 
esis that such rationing by waiting is an efficien 
method of redistribution to the less productiv 
is examined. It is shown that when the othei 
government instruments are proportiona 
commodity taxes and lump-sum grants, the 
case for such rationing is quite strong. Condi 
tions for optimality of rationing by waiting are 
derived, and several examples are presented. 
Can. J. Econ., Nov. 1984, 37(4), pp. 699-717 
University of Western Ontario, London, Can- 
ada. 

Demange, Cabrielie — Implementing Efficient 
Egalitarian Equivalent Allocations 
This paper proposes a procedure for imple- 
menting efficient egalitarian equivalent alloca- 
tions in an exchange economy, using the per- 
fect equilibrium concept This procedure is an 
extension of the “divide and choose” method 
in two ways: it is defined for more than two 
agents and the divider’s advantage is removed 
by auctioning the role of divider among the 
agents. Thus, in contrast with other equilib- 
rium concepts (Nash, dominant), the perfect 
one solves the efficiency-justice dilemma. 
Econometrica, Sept. 1984, 52{5), pp. 1167-78. 
Laboratoire d’Econometrie de I’Ecole Poly 
technique, Paris. 

Hamada, Koichi and Iwata, Kazumasa — Na- 
tional Income, Terms of Trade and Eco 
nomic Welfare 

This paper studies the welfare implication 
of real GNP of an open economy, appealing 
to the basic principle of revealed preference. 
When the terms of trade deteriorate, one sus- 
pects that real GNP may not be a good indica- 
tor of national welfare. It is shown that ex- 
pected as well as current terms of trade effect 
should be properly taken into account in wel 
fare comparison. Various proposals to adjust 
for terms of trade effects are evaluated from 
the standpoint of national welfare. The method 
proposed is similar to P. N. Rasmussen’s and 
is applicable to a growing economy as well. 
Econ. /., Dec. 1984, 94(376), pp. 752-71. Uni- 
versity of Tokyo; Economic Planning Agency, 
Japan. 
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Marchand, M.; Mintz, J. and Pestieau, P. — 
Shadow Pricing of Labour and Capital in an 
Economy with Unemployed Labour 
This paper derives the shadow prices of labor 
and capital to be used in the public sector in 
a situation of unemployment. The setting con- 
sidered is that of three-good, two-period gen- 
eral equilibrium model. Then shadow prices 
are compared to their corresponding market 
prices and shown to closely depend on own 
and cross-elasticities of supply and demand for 
labor and investment. In the first part, a rigid 
wage rate is the sole source of distortion; then, 
a tax on capital income is introduced so that 
the authors’ formula for the social rate of dis- 
count can be contrasted with that of A. C. Har- 
berger, A. Sandmo, and J. H. Dreze. Europ. 
Econ. Rev., July 1984, 25(2), pp. 239-52. 
20RE, Louvain la Neuve, Belgium. 

Mohammad, Sharif and Whalley, John — Rent 
Seeking in India: Its Costs and Policy Signifi- 
cance 

In this paper, the authors assess the resource 
cost of rent seeking activity m India, taking 
into account controls over foreign trade, capi- 
tal markets, goods, and labor markets. Using 
the approximation that the value of rents 
equals the welfare cost of rent seeking, the 
luthors give a range from 30 to 45 percent 
of GNP using data for 1980-81. Some of 
the wider implications for the measurement of 
the welfare costs of distortions are discussed. 
The main development policy issues raised 
by the calculations are also discussed. Kyklos, 
1984, 57(3), pp. 387-413. ICRIER, New Delhi; 
University of Western Ontario, London, Can- 
ada. 

Ng, Yew-Kwang — Quasi-Pareto Social Im- 
provements 

A sufficiency criterion for social improve- 
ments is proposed requiring the fulfillment of 
the Kaldor-Hicks-Scitovsky double compensa- 
tion test for every income group. Despite ap- 
parent restrictiveness, the criterion has wide 
applicability. When combined with the third- 
best equality-incentive argument, it reaches 
the forceful conclusion of “a dollar is a dollar” 
irrespective of income groups. This provides 
a powerful simplification to policy formulation 


and assessment and justifies the separation of 
equity and efficiency considerations despite 
second-best complications. An application to 
water pricing is illustrated, and complications 
such as possible inconsistency, political feasibil- 
ity, transaction costs, etc., are discussed. Amer. 
Econ. Rev., Dec. 1984, 74(5), pp. 1033-50. 
Monash University, Clayton, Australia. 

Oates, Wallace E The Regulation of Exter- 

nalities: Efficient Behaviour by Sources and 
Victims 

Using a model that explicitly incorporates 
alleviation activities by victims to reduce the 
social damages from an externality, this paper 
demonstrates that the Pigouvian tax on the 
generator of the externafity can still sustain a 
Pareto-efficient outcome. However, the pres- 
ence of alleviation activities does have implica- 
tions for the level of the Pigouvian tax and 
for certain matters of interpretation. More- 
over, policy complications arise because allevi- 
ation activities can themselves be a source of 
nonconvexities and multiple local maxima. 
Public Finance, Dec. 1983, 38(3), pp. 362-75. 
University of Maryland, College Park. 

Spremann, Klaus — Intergenerational Con- 
tracts and Their Decomposition 
Various types of systems providing social se- 
curity are analyzed in a dynamic economy with 
overlapping generations. The model deals with 
instationarities due to (1) differences between 
national growth and r< turns from international 
investment as well as (2) nonhomogeneous 
population growth. Wealth transfers are classi- 
fied in terms of discounted transfers. It is 
shown that individuals derive higher benefits 
than can be expected from their contribution 
and the rate of interest if and only if they found 
new contracts or increase the transfer to be 
made in already existing social security sys- 
tems. These benefits are recognized as result- 
ing from taking up loans and running never- 
ending debt processes; Each intergenerational 
contract can be decomposed and character- 
ized completely by an infinite sequence of such 
Ponzi contracts. Z. Nationalokon., 1984, 44(3), 
pp. 237-53. University of Ulm, West Germany. 

Truchon, Michel — Nonmyopic Strategic Be- 
havior in the MDP Planning Procedure 
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This paper addresses the question of non- 
myopic strategic behavior in an MDP planning 
procedure, which is terminated when the rate 
of adjustment in the quantity of the public 
good is below some prespecified threshold. The 
problem is formulated as a dynamic game in 
which utility functions are additively separa- 
ble. It is shown that the game possesses perfect 
Nash equilibria, the outcomes of which are Pa- 
reto optima. Moreover, any individually ra- 
tional Pareto optimum can be attained through 
one of these Nash equilibria. Strategies in these 
equilibria involve a rate of revision in the quan- 
tity of the public good that is equal to the 
threshold level and insures monotonic conver- 
gence of the procedure in finite time. Econo- 
metrica, Sept. 1984, 52(5), pp. 1179-89. Uni- 
versity of Laval, Quebec. 

025 Social Choice; Bureaucratic Performance 

Coughlin, Peter J. — Davis-Hinich Conditions 
and Median Outcomes in Probabilistic Vot- 
ing Models 

Recent work has established that, in general, 
median voter results do not hold when there 
is a probabilistic voting. This has, quite natu- 
rally, led to the question: when, under such 
circumstances, will median outcomes occur? 
In this paper, it is shown that directly general- 
izing certain conditions that have previously 
been shown to be sufiBcient for multidimen- 
sional median voter results in deterministic 
voting models leads to conditions that are, 
themselves, sufiBcient for median outcomes in 
probabilistic voting models. This generaliza- 
tion includes both discrete and continuous dis- 
tributions of voters. In addition, it also applies 
to both unidimensional and multidimensional 
policy spaces. /. Econ. Theory, Oct. 1984,5^(1), 
pp. 1-12. University of Maryland, College 
Park. 

Dutta, Bhaskar — EfiFectivity Functions and Ac- 
ceptable Game Forms 
A game form is acceptable if for every pref- 
erence profile, a Nash equilibrium exists and 
the outcomes corresponding to Nash equilibria 
are Pareto efficient. A game form is strongly 
consistent if the set of strong Nash equilibria 
is always non-empty. This paper shows that 
no game form can be both strongly consistent 


and acceptable. The set of game forms that 
are both acceptable and dominance-solvable 
is also characterized in terms of the efiFectivity 
functions of game forms. Econometrica, Sept. 
1984, 52(5), pp. 1151-d6. Indian Statistical In- 
stitute, Calcutta. 

Fishbum, P. C. — Probabilistic Social Choice 
Based on Simple Voting Comparisons 
A social choice procedure is developed for 
selecting an alternative from a finite set on 
the basis of paired-comparison voting. Ballot 
data are used to construct a lottery on the alter- 
natives, and that lottery is socially as preferred 
as every other lottery. The constructed lottery 
is then used to select a winner. An axiomatiza- 
tion of social preferences among lotteries, 
which justifies the procedure, is included. The 
procedure will always select a consensus major- 
ity alternative when one exists, and it will 
never select an alternative that is Pareto domi- 
nated by another alternative. Rev. Econ. Stud., 
Oct. 1984, 5/(4), pp. 683-92. AT&T Bell Labo- 
ratories. 

Kelsey, David — Acyclic Choice without the 
Pareto Principle 

In this paper the author proves some ver- 
sions of the Arrow impossibility theorem, with 
the collective rationality condition weakened 
from transitivity to acyclicity and the Pareto 
condition replaced by weaker conditions. Thus 
this result has weaker assumptions than ver- 
sions of the Arrow theorem that have previ- 
ously appeared in the literature. Consequently, 
it is one of the strongest impossibility theo- 
rems. The author’s result is an extension of a 
recent theorem of D. H. Blair and R. A. Poliak. 
Rev. Econ. Stud., Oct. 1984, 5/(4), pp. 693- 
99. Southern Methodist University, Dallas. 

van der Ploeg, Frederick — Government Ideol- 
ogy and Re-election Efforts 
This paper rejects the orthodox view of a 
government as a benevolent dictator and in- 
stead attempts to provide a positive explana- 
tion of economic policy within the framework 
of a simple macroeconomic model of a small 
open economy. The conflict between politi- 
cians and bureaucrats results in a constraint 
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on the fiscal deficit, which forms the back- 
ground for allocating the claims of conflicting 
pressure groups. Government popularity, ex- 
plained with a theory of qualitative political 
choice, and the balance of payments are the 
concern of government economic policy. Un- 
less the electorate votes in a strategic manner 
or the economy has the advantages of a system 
of continuous elections, the optimal strategy 
results in a political business cycle. Instead of 
vote maximization, a government might wish 
to promote its own ideology subject to a re- 
election constraint. In that case, ideology may 
be frustrated due to attempts to gain popular- 
ity. Oxford Econ. Pap., June 1984, 36(2), pp. 
213-31. London School of Economics. 

026 Economics of Uncertainty and Information; 

Game Theory and Bargaining Theory 

Blume, Lawrence E. and Easley, David — Ra- 
tional Expectations Equilibrium; An Alterna- 
tive Approach 

The authors study a dynamic market process 
in which traders condition their beliefs about 
payoff-relevant parameters on past endoge- 
nously generated market data and current ex- 
ogenous data, A market process is said to be 
informative if the beliefs of traders who re- 
ceive only endogenously generated market 
data converge almost surely to the true param- 
eter value. The main result is that under stan- 
dard regularity hypotheses, the generic market 
process is informative, An equilibrium is de- 
fined as the limit points of the market process. 
/ Econ. Theory, Oct. 1984, 34(1), pp. 116-29. 
University of Michigan; Cornell University, 

Brandsma, Andries S. and Hughes Hallett, 
A. J. — Economic Conflict and the Solution 
of Dynamic Games 

Most solutions recommended for dynamic 
noncooperative games are approximate be- 
cause of an incomplete allowance for the inter- 
dependencies over time and between players. 
The mutual interdependence between agents 
is investigated in this paper. Approximate deci- 
sion rules are compared to optimal decisions 
for conflicting income distribution goals in a 
standard macroeconomic policy problem. The 
results indicate that simplified rules can induce 
substantial suboptimality and disequilibrium. 


Europ. Econ. Rev., Oct.-Nov. 1984, 26(1-2), 
pp. 13-32. Erasmus University. 

Cramton, Peter C. — Bargaining with Incom- 
plete Information; An Infinite-Horizon 
Model with Two-Sided Uncertainty 
The resolution of any bargaining conflict de- 
pends crucially on the relative urgency of the 
agents to reach agreement and the information 
each agent has about the others’ preferences. 
This paper explores, within the context of an 
infinite-horizon bargaining model with two- 
sided uncertainty, how timing and information 
affect the rational behavior of agents when 
commitment is not possible. Since the bargain- 
ers are uncertain about whether trade is desira- 
ble, they must communicate some of their pri- 
vate information before an agreement can be 
reached. This need for learning, due to incom- 
plete information about preferences, results in 
bargaining inefficiencies; trade often occurs af- 
ter costly delay. Thus, the model provides an 
explanation for the inefficient bargaining be- 
havior that appears to occur often in practice. 
Rev. Econ. Stud., Oct. 1984, 5/(4), pp. 579- 
93. Stanford University. 

Ciith, Werner and Stephan, Jurgen — Equilib- 
rium Selection in the One Seller and Many 
Buyers-Came 

A newly developed concept of equilibrium 
selection, called the ESBORA-theory of equi- 
librium selection, is applied to a simple non- 
cooperative bargaining model between the 
seller of an indivisible commodity and n — 1 
potential buyers. Although the ESBORA-the- 
ory borrows its most essential ideas and tools 
from the Harsanyi-Selten theory of equilib- 
rium selection, its results are usually quite dif- 
ferent. This is esfiecially true for the one seller 
and n — 1 buyers’ game. Z. Nationalokon., 
1984, 44(3), pp. 267-81. University of Cologne. 

Reichelstein, Stefan — Incentive Compatibility 
and Informational Requirements 
This paper considers the relationship be- 
tween incentives and informational require- 
ments in decentralized allocation procedures. 
The main question concerns the impact of in- 
centive compatibility constraints (in the domi- 
nant Strategy sense) on the minimal size of the 
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niessage space, A general theory is presented, 
which is then applied to a simple resource allo- 
cation problem. In this context it is shown that 
the dominant strategy requirement necessarily 
leads to an increased message space. / Econ. 
Theory, Oct. 1984, 34{l), pp. 32-51. University 
of California, Berkeley. 

Wooders, Myrna Holtz and Zame, William 

R. — Approximate Cores of Large Games 

The core of a game, which is an abstraction 
of the core or set of cooperative equilibrium 
stales of an economy, is a fundamental notion 
of social equilibrium. However, except for 
games derived from special kinds of economic 
situations or satisfying restrictive (balanced- 
ness) conditions, the core is usually empty. In 
contrast, this paper shows that, with mild and 
economically natural assumptions, large games 
always have non-empty approximate cores. 
The game-theoretic framework is sufficiently 
general to cover a wide variety of economic 
.situations, including private goods economies 
with indivisibilities and nonconvexities and 
economies with local public goods and/or co- 
alition production. Ecouometrica, Nov. 1984, 
52(6), pp. 1327-50. University of Toronto; 
Stale University of New York, Buffalo. 

0:10 History of Kconomic Thought; 

Methodology 

031 History of Economic Thought 

Amon, An'e — Marx's Theory of Money; The 

Formative Years 

This article treats the development of Karl 
Marx’s monetary theory from the preliminary 
rough presentation in the Grundrisse (1857) 
to the fairly complete formulation in the Con- 
tribution (1859). It is argued that Marx’s major 
development during this period lay in his new 
analysis of the third function of money arising 
from commodity circulation. In addition, the 
article traces the extent to which Marx was 
influenced by the formulations developed by 
Thomas Tooke, as a leader of the Banking 
School, in his arguments against David Ricardo 
and the Currency School. This influence is 
marked both in Marx’s early formulations, 
which were based on the rejection of the quan- 
tity theory, and in his final statement of the 
functions of money. Hist. Polit. Econ., Winter 


1984, 16(4), pp. 555-75. Beer-Sheva Univer- 
sity, Israel. 

Bowles, Paul — John Millar, the Four-Stages 
Theory, and Women’s Position in Society 
This paper argues that in John Millar’s hands 
the four-stages theory of history was used pri- 
marily as a way of accounting for diverse social 
phenomena. This view is contrasted with the 
“civic humanist’’ and “natural jurisprudential’’ 
interpretations of the use of the four-stages the- 
ory. The argument presented is illustrated by 
con-sidering Millar’s analysis of how women’s 
position in society changed as society pro- 
gressed. Here the explanatory role of the four- 
stages theory is clearly in evidence. Hist, of 
Polit Econ., Winter 1984, 76(4), pp. 619-38. 

Breit, William — Galbraith and Friedman: Two 
Versions of Kconomic Reality 
The views of John Kenneth Galbraith and 
Milton Friedman are presented in a new per- 
spective. These thinkers have created versions 
of the world that are equally correct Galbraith 
and Friedman each are artists who have their 
own traditions and modes and manners of or- 
ganizing material, each offering a new way of 
seeing, of organizing experience. They have 
different emphases on what is relevant and 
how to depict different entities. Moreover, 
each has produced something of beauty, which 
appeals to our innate sense that beauty and 
truth are clo.sely allied. However, not all ver- 
sions of the world created by economists are 
equally good. Galbraith and Friedman have 
created conflicting right versions of actual 
worlds. / Post Keynesian Econ., Fall 1984, 7(1), 
pp. 18-29. Trinity University, San Antonio, 
Texas. 

Coase, Ronald H. — Alfred Marshall’s Mother 
and Father 

Alfred Marshall’s mother, to whom he was 
devoted, was a butcher’s daughter and her 
mother (Marshall’s grandmother) was probably 
the daughter of an agricultural laborer. Mar- 
shall’s father was extremely disagreeable. A se- 
vere disciplinarian, with narrow views, the 
control he exercised over his children undoub- 
tedly affected their attitude in later life. Alfred 
Marshall, the scientist, owed nothing to his fa- 
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ther, but some traits, such as his dislike of con- 
troversy, were probably the result of his up- 
bringing. Hist. Polit. Econ., Winter 1984, 16(4), 
pp. 519-27. University of Chicago. 

Greedy, John — Edgeworth: Utilitarianism and 

Arbitration 

This paper traces the stages in Francis Edge- 
worth’s progress toward a contractarian view 
of utilitarianism, in which individuals maxi- 
mize expected utility, with all outcomes 
treated as equally likely. After meeting Wil- 
liam Stanley Jevons, Edgeworth’s interest in 
exchange indeterminacy with few transactors 
led to his analysis of the contract curve. With 
indeterminate rates of exchange, the use of 
utilitarianism as a principle of arbitration, plac- 
ing individuals at a point on the contract curve, 
was proposed and clearly justified in contracta- 
rian terms. This was then integrated with his 
earlier mathematical work on optimal distribu- 
tion. The importance of this approach for 
Edgeworth's subsequent work is emphasized. 
Hist. Polit. Econ., Winter 1984, 16(4), pp. 609- 
18. University of Durham, England. 

Garegnani, P. — Value and Distribution in the 

Classical Economists and Marx 

The paper examines the ’’classical” theory 
of distribution of Quesnay, Smith, and Ricardo 
and its difference from modern analysis 
founded on a demand for factors of production 
arising from their reciprocal ’’substitutability.” 
’’Classical” theory was founded on a determi- 
nation of the real wage by such circumstances 
(often including institutional elements) as 
would best be studied separately from those 
determining the social product. This separa- 
tion, contrasting sharply with modern simulta- 
neous determination of distribution and out- 
puts, entailed determining the shares of the 
product other than wages as a residual. This 
determination is found to explain the role 
played by the labor theory of value in Ricardo 
and Marx. Marx’s attempt at a more general 
solution in his often-misunderstood "transfor- 
mation problem” is then shown to lead to Sraf- 
fa’s price equation^ This solution is examined 
by means of the "integrated wage-goods sys- 
tem.” The meaning of this construct, like that 
of SraflFa’s “standard system,” is thus shown to 


lie in the transparency of a determination of 
the unknown distributive variable by means 
of a single “surplus equation.” Oxford Econ. 
Pap., June 1984, 36(2), pp. 291-325. University 
of Rome. 

Harvey-Phillips, Michael B. — Malthus’ The- 
odicy: The Intellectual Background of His 
Contribution to Political Economy 
This paper outlines the meaning of Thomas 
Robert Malthus ’s theology as expressed in the 
1798 edition of his Essay, his view of man’s 
life as the development of material being into 
mind /spirit, and the essential role in this pro- 
cess of the principle of population. These pecu- 
liar views can be seen as an extension of the 
theology of the Cambridge Platonists. This 
attempt led Malthus into considerable intel- 
lectual difficulty, which completes the ex- 
planation for his dropping his theological spec- 
ulations from subsequent editions of the Essay 
and ultimately of their abandonment for a 
more orthodox utilitarianism as presented by 
William Paley. Hist. Polit. Econ., Winter 1984, 
16(A), pp. 591-608. University of Western Aus- 
tralia, Nedlands. 

Hollander, Samuel — The Wage Path in Classi- 
cal Growth Models: Ricardo, Malthus and 
Mill 

One overall growth model encapsulates a va- 
riety of classical perspectives on the secular 
path of wages. This paper presents a geometri- 
cal account of the wage-trend analyses of Da- 
vid Ricardo, Thomas Robert Malthus, and John 
Stuart Mill with special reference to the impli- 
cations of "prudential” population control. 
Prudential restraint allows constancy of the 
wage in “dynamic equilibrium” on the path 
to the stationary state. Oxford Econ. Pap., June 
1984, 36(2), pp. 200-212. University of To- 
ronto. 

Peach, Terry — David Ricardo’s Early Treat- 
ment of Profitability: A New Interpretation 
On the basis of detailed textual examination, 
this paper rejects both Piero Sraffa's “corn 
model” interpretation and Samuel Hollander’s 
recent alternative interpretation. It is sug- 
gested that prior to his Essay, Ricardo’s analy- 
sis of the agricultural sector was conducted on 
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the convenient assumption that prices of man- 
ufactured inputs move pari passu with the 
price of corn. It is also argued that Ricardo 
was fundamentally concerned with “perma- 
nent” changes in profitability, defined with ref- 
erence to the “subsistence” wage. Finally, the 
paper makes a general point against interpre- 
tative efforts to assimilate Ricardo’s writings 
to a particular school of economic thought. 
Econ.J., Dec. 1984, 94(376), pp. 733-51. Uni- 
versity of Manchester. 

Samuelson, Larry — Returns to Scale and Wick- 
sell’s Missing Equation: A Note 
Recent analyses of Knut Wicksell’s circulat- 
ing capital model indicate that the model will 
be overdetermined if it includes both a saving 
function and a nonconstant returns production 
function. This note suggests that this overde- 
terminateness can be avoided by allowing the 
number of firms in the market to be a variable. 
Furthermore, it is argued that this is a common 
convention, representing the familiar mecha- 
nism by which perfect competition drives prof- 
its to zero. Finally, it is argued that such a con- 
struction appears to have been intended by 
Wicksell. Hist. Polit. Econ., Winter 1984, /6(4), 
pp. 577-82. Pennsylvania State University, 
Univer.sity Park. 

Tilnian, Rick — Dewey’s Liberalism versus 
Veblen’s Radicalism: A Reappraisal of the 
Unity of Progressive Social Thought 
Dewey, depicted as the quintessential lib- 
eral, and Veblen, as the stereotypical radical, 
are contrasted. Their views differed over: (1) 
the role of human intelligence in promoting 
reform, (2) the extent to which the individual 
is a product of the social environment, (3) the 
problem of cultural lag and radical versus in- 
cremental change, (4) individual and social 
praxis, (5) aesthetics, and (6) Marxian theory 
and Soviet policy. New here, and controversial, 
is the assertion and documentation of major 
differences between Dewey and Veblen. Also 
reappraised is the claim that a fundamental 
unity of some sort existed in Progressive social 
thought. /. Econ. Issues, Sept. 1984, 78(3), pp. 
745-69. University of Nevada, Las Vegas. 

Walker, Donald A. — Walras and His Critics on 
the Maximum Utility of New Capital Goods 


This paper examines the reception by Wal- 
ras’s contemporaries of his theorem on the 
maximum utility of capital goods and the re- 
sulting modifications of it. Walras’s responses 
to his critics are invaluable as aids to its under- 
standing because its presentation in the Ele- 
ments is incomlete and in some places incom- 
prehensible. The criticisms and responses are 
evaluated, and a clear statement of the theo- 
rem is presented. It is seen that the theorem 
furnishes a rationale for the conduct of savers 
and investors, completes Walras’s statement of 
the condition of equilibrium in the markets 
for capital goods and capital services, and is 
an early expression of the conditions for Pareto 
optimality in those markets. Hist. Polit. Econ., 
Winter 1984, 76(4), pp. 529-54. Indiana Uni- 
versity of Pennsylvania. 

036 FJconomic Methodology 
Wible, James R An Epistemic Critique of Ra- 

tional Expectations and the Neoclassical 
Macroeconomic Research Program 
For more than a decade, the theory of ra- 
tional expectations (RE) has profoundly af- 
fected macroeconomics. The idea that private 
transactors use ail available information has 
provided a theoretical rationale for the ineffec- 
tiveness of conventional economic policies. 
However, both RE and neoclassical macroeco- 
nomics can be criticized on epistemic grounds. 
RE theorists portray the transactor as an em- 
piricist, perhaps less sophisticated than the sci- 
entist, but nonetheless an empiricLst. Further- 
more, neoclassical modifications of the RE 
transactor are also empiricist. Ultimately neo- 
classical macroeconomics can be construed as 
an unfalsifiable concatenation of information- 
ally based optimization theories that originates 
with pure RE and terminates with positive eco- 
nomics. /. Post Keynesian Econ., Winter 1984- 
85, 7(2), pp. 269-81. Whittemore School of 
Business and Economics, University of New 
Hampshire, Durham. 

040 Economic History 
041 Economic History; General 
Fenoaltea, Stefano — Slavery and Supervision 
in Comparative Perspective; A Model 
The familiar transaction costs model is ex- 
tended to allow for the varying costs and bene- 
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fits of supervision and pain incentives on the 
one hand, and ordinary rewards on the other, 
in differentially effort- and care-intensive ac- 
tivities. Applied to unfree labor, this model 
accounts for the observed patterns of slave gov- 
ernance and manumission in extractive, in- 
dustrial, agricultural, and service activities in 
antiquity and in the New World. Applied to 
free labor, it accounts for wage work on large 
estates in labor -surplus medieval England or 
modern Italy, the choice between bonuses and 
penalties in industrial contracts, and the grow- 
ing paternalism of our own time. J. Econ. Hist, 
Sept. 1984, 44(3), pp. 635-68. Williams Col- 
lege. 

Hannah, Leslie — Entrepreneurs and the Social 
Sciences 

It has long been assumed in Great Britain 
that the role of business historians is merely 
to tell the story of a company from its origins 
to a certain date in the recent past and to leave 
well alone the general economic context in 
which the company’s development lies. It is 
felt that it is the province of industrial econo- 
mists and industrial sociologists to study the 
social and economic factors affecting the devel- 
opment or other matters of British business. 
These strict demarcation lines between diflter- 
ent areas of the social sciences have already 
been broken down elsewhere in the world, 
most particularly in the United States; in this 
abbreviated version of his Inaugural Lecture 
on taking up the first Chair of Business History 
at the London School of Economics, the author 
encourages a similar breakdown in Great Brit- 
ain, Economica, Aug. 1984, 5/(203), pp. 219- 
34. London School of Economics. 

042 Economic History: North America (excluding 
Mexico) 

Bils, Mark — Tariff Protection and Production 
in the Elarly U.S. Cotton Textile Industry 
The importance of tariff protection in the 
U.S. cotton textile industry is examined quanti- 
tatively for the period around 1833. In sharp 
contradiction to past writings, it is found that 
the industry was almost entirely dependent on 
protection. / Exxm. Hist, Dec. 1984, 44(4), pp. 
1033-45. Massachusetts Institute of Technol- 
ogy- 


Clark, Gregory — Authority and Efficiency; The 
Labor Market and the Managerial Revolu- 
tion of the Late Nineteenth Century 
The managerial revolution resulted in the 
concentration of production decisions in the 
hands of management. Radical economists and 
historians have disputed the conventional view 
that these changes in work organization were 
necessary to increase production efficiency. 
Yet curiously there seem to be few issues of 
fact in dispute between the radical and the 
conventional accounts. The author offers here 
an interpretation of the radical position, which 
explains why this is so and why profitable and 
efficient organizations of work will differ in 
capitalist economies. The argument hinges on 
the conditions under which workers were able 
to act collectively. J. Econ. Hist, Dec. 1984, 
44(4), pp. 1069-83. Stanford University. 

Cohen, Avi J. — Technological Change as His- 
torical Process; The Case of the U.S. Pulp 
and Paper Industry, 1915-1940 
Technological changes in the U.S. pulp and 
paper industry between 1915 and 1940 are 
chronicled, and three patterns— evolutionary 
bias, output-increasing innovation in response 
to technological disequiiibria, and diflPerences 
in the timing of innovations between the 1920s 
and 1930s — are identified and explained by 
means of a theoretical framework for induced 
innovation. The framework conceptualizes 
technological change as a means for growth- 
seeking firms to overcome barriers to accumu- 
lation and provides a general explanation of 
induced innovation that is situated in historical 
time. / Econ. Hist, Sept. 1984, 44(3), pp. 775- 
99. York University, Downsview, Ontario. 

Eichengreen, Barry — Mortgage Interest Rates 
in the Populist Era 

This paper considers regional differences in 
mortgage interest rates during the Populist 
Era. Two hypotheses dominate the literature 
on this subject. The first is based on the farm- 
er’s complaint that imperfectly competitive 
market conditions permitted lenders to raise 
interest rates. The second is based on evidence 
of competition and on the observation that ob- 
served differentials could conceivably reflect 
risk premia that varied by region. In this piq>er 
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the author estimates a simple model of mort- 
gage interest rate determination. After purg- 
ing the interest rate of the risk premium, he 
tests for its equality across regions. The results 
shed new and surprising light on the relation- 
ship between mortgage interest rates and 
agrarian unrest. Amer. Econ Rev., Dec. 1984, 
74(5), pp. 995-1015. Harvard University. 

Epstein, Gerald and Ferguson, Thomas — Mon- 
etary Policy, Lx>an Liquidation, and Indus- 
trial Conflict: The Federal Re, serve and the 
Open Market Operations of 1932 
P’arJy in 1932 the Federal Reserve System 
made a serious attempt to reverse the “Great 
Contraction” through expansionary open mar- 
ket operations, but abandoned it a few months 
later. In this paper the authors offer an inter- 
pretation of the episode that throws new light 
on the Fed’s behavior during the Depression. 
Central are the attitude of private bankers, 
Britain’s abiuidonment of the gold standard, 
and the brief open market campaign. To pro- 
tect bank profits, the Fed abandoned the pro- 
gram, which set the stage for the complete 
financial collapse of the United States in early 
1933. ;. Econ. Hist, Dec. 1984, 44(4), pp, 957- 
83. New School for Social Research; University 
of Texas, Austin. 

Fishback, Price — Segregation in Job Hierar- 
chies: West Virginia Coal Mining, 1906-1932 
When blacks left the South, one of their first 
stops was the West Virginia coal fields. There 
they met with reasonable success. Until the 
Depression, high-paying machine jobs were 
open to them and Job segregation had little 
impact on wages, but management positions 
were mostly off-limits. The findings suggest 
two patterns worth more attention. (1) Black 
economic status rose and fell with expansions 
and contractions in coal mining. (2) White 
tastes for discrimination are better described 
as dislike for subordinance to blacks than dis- 
like of physical proximity. / Exon. Hist, Sept. 
1984, 44(3), pp. 755-74. University of Georgia, 
Athens. 

Hannon, Joan Underhill — Poverty in the Ante- 
bellum Northeast: The View from New York 
State’s Poor Relief Rolls 


This paper documents a secular increase 
during the antebellum period in the fraction 
of New York’s population that received public 
poor relief. The increase was concentrated 
among able-bodied adults who required only 
short-term assistance during periods of sickness 
or unemployment. Cross-sectional patterns 
suggest that the rise of market production and 
the spread of wage labor in both urban-indus- 
trial and rural-agricultural sectors, rather than 
urbanization or industrialization, may have 
been responsible for the upward trend in short- 
term, able-bodied pauperism. / Econ. Hist, 
Dec. 1984, 44(4), pp. 1007-32. University of 
California, Berkeley. 

Redish, Angela — Why Was Specie Scarce in 
Colonial F'conomies'P An Analysis of the Ca- 
nadian Currency, 1796-1830 
Colonial economies suffered from a scarcity 
of specie that traditionally has been attributed 
to a chronic external drain. An analysis of the 
Canadian currency in the early nineteenth 
century suggests that the explanation for the 
specie scarcity lies in the multi-coin monetary 
standard imposed by the currency laws. Gres- 
ham’s Law accurately predicts the coins that 
circulated in Canada, and it is concluded that 
the colonists suffered from a lack of quality 
rather than quantity of specie. / Econ. Hist, 
Sept. 1984, 44(3), pp. 713-28. University of 
British Columbia, Vancouver. 

Williams, Jeffrey C. — Fractional Reserve 
Banking in Grain 

Chicago’s grain warehousemen of the 1860s 
practiced a previously unrecognized form of 
fractional reserve banking. Warehouse re- 
ceipts, payable on demand and used as a me- 
dium of exchange within the grain trade, had 
acquired many of the attributes of banknotes. 
Sometimes warehousemen printed additional 
receipts, and other times simply shipped out 
grain without canceling the outstanding re- 
ceipts. The warehousemen often lent receipts, 
effectively operating as a financial intermedi- 
ary in grain. F’armers and grain merchants, 
campaigning before the legislature, eventually 
forced the warehousemen to keep full re- 
serves, evidently because they failed to see 
“fraudulent receipts” as incipient banking. / 
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Money, Credit, Banking, Nov. 1984, Part 1, 
/6(4), pp. 488-96. Brandeis University. 

044 Economic History: Europe 
Dimsdale, N. H. — Employment and Real 
Wages in the Inter-war Period 
The first part of the article examines alterna- 
tive measures of real wages and own product 
real wages in the United Kingdom in the inter- 
war period, showing how The various measures 
differ widely in the scale and timing of their 
movement. The second part seeks to estimate 
econometrically the effects on employment of 
real wages and demand variables. The influ- 
ence of real wages was stronger in the 1920s 
than in the depression. Both the fall in employ- 
ment 1929-32 and the recovery 1932-37 are 
largely accounted for by the demand variables. 
Nat. Inst. Econ. Rev., Nov. 1984, (110), pp. 94- 
103. Queen’s College, University of Oxford. 

Domar, Evsey D. and Machina, Mark J On 

the Profitability of Russian Serfdom 
The paper examipes the thesis, popular 
among Ru.ssian Marxists, that Russian serfdom 
had become unprofitable for the serfowners 
before the emancipation of the serfs in 1861. 
Four theoretical models are constructed in or- 
der to determine the effects on serfdom of pop- 
ulation growth, rises in grain prices, certain 
restrictions on the serfs’ labor obligations, and 
the replacement of labor services with money 
payments. Prices of serfs for the several regions 
and provinces are estimated by regression. 
With the exception of Lithuania, neither the 
theoretical nor the empirical results confirm 
the Marxist hypothesis. / Ecou. Hist., Dec. 
1984, 44(4), pp. 919-55. Massachusetts Insti- 
tute of Technology; University of California, 
San Diego. 

Matossian, Mary Kilbourne — Mold Poisoning 
and Population Growth in England and 
France, 1750-1850 

Climatic and dietary changes may have re- 
duced the incidence of mold poisoning in En- 
gland and France, 1750-1850, thereby stimu- 
lating fertility and reducing mortality. Because 
mold poisons developed in cereals, the staff 
of life was often the scepter of death. When 
people ate less rye and more wheat or less 


wheat and more potatoes, even without in- 
creasing caloric intake or improving their nu- 
trient balance, their chances of survival im- 
proved. J. Econ. Hist., Sept. 1984, 44(3), pp. 
669-86. University of Maryland, College Park. 

Smith, Woodruff D. — The Function of Com- 
mercial Centers in the Modernization of Eu- 
ropean Capitalism: Amsterdam as an Infor- 
mation Exchange in the Seventeenth 
Century 

During Amsterdam’s development as the 
preeminent commercial center of Europe in 
the seventeenth century, an informal “infor- 
mation exchange" appeared among the eco- 
nomic and political institutions of the city. In- 
formational economies of the types discussed 
by George Stigler, Douglass North, and Allan 
Pred led to the emergence of Amsterdam as 
the focal point of information flows throughout 
Europe. They also encouraged a high level of 
innovation within all functional areas of Am- 
sterdam’s information exchange — especially in 
long-term data analysis — which contributed to 
the general modernization of capitalism. J. 
Econ Hist., Dec. 1984, 44(4), pp. 985-l(K)5. 
University of Texas, San Antonio. 

Williamson, Jeffrey C. — Why Was British 
Growth So Slow during the Industrial Hevo- 
lutionr* 

Although it has been labeled the “F’irst In- 
dustrial Revolution,” British growth and indus- 
trialization was slow between the 1760s and 
the 1820s. The explanation seems to lie with 
low capital formation shares in national in- 
come, low rates of accumulation, and thus little 
change in the capital-labor ratio. What ac- 
counts for the modest inv'estment rates? Lack 
of thrift'? Weak investment demand'? This pa- 
per argues that the answer is to be found in 
the enormous debt issues used to finance the 
French Wars. The war debt crowded out civil- 
ian accumulation, inhibited growth, and con- 
tributed to the dismal performance in the 
workers’ standard of living. Mobilization and 
war-distorted prices also played an important 
role. A general equilibrium model is u.sed to 
factor out the quantitative impact of each of 
these three wartime forces on British eco- 
nonric performance up to the 1820s. J. Econ. 
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Hist, Sept. 1984, 44(3), pp. 687-712. Harvard 
University. 

Worswick, G. D. N. — The Sources of Recovery 

in UK in the 1930s 

The article examines the nature of the recov- 
ery of the British economy in the 1930s. The 
fall in output and employment after 1929 was 
primarily attributable to the fall in exports 
brought about by the collapse of world trade. 
Britain left the gold standard in 1931, which 
permitted the authorities to pursue a policy 
of “cheap money." Low interest rates trig- 
gered a great expansion of housebuilding, 
which led the recovery. Other influences are 
examined, and a final section asks whether the 
experience of the 1930s has lessons for the 
present day. Nat. Inst. Exon. Rev., Nov. 1984, 
(110), pp. 85-93. University of Oxford. 

048 Economic History; Oceania 

Maddock, Rodney and McLean, Ian — Supply- 

Side Shocks: The Case of Australian Gold 

A literature has developed recently to ana- 
lyze the disruptive effects on small, open econ- 
omies of a sudden change in the value of their 
natural resources. The paper looks to that liter- 
ature to explain the effect on the Australian 
colonies of the discovery of substantial gold 
deposits in the 1850s. The price and quantity 
adjustments predicted by the model are found 
to be well supported by the historical experi- 
ence with one important exception. Immigra- 
tion played a far greater role in the Australian 
case than has been suggested in the theoretical 
literature. The model does, however, allow for 
a compact description of the confusing decade 
in Australian history and explains a number 
of previously unconnected phenomena. / 
Exon. Hist, Dec. 1984, 44(4), pp. 1047-67. 
Australian National University, Canberra; 
University of Adelaide, South Australia. 

Pope, David — Rostow’s Kondratieff Cycle in 

Australia 

The turn of economic events in the early 
1970s correlates with a revival of ideas about 
the existence of long swings in economic devel- 
opment. The subject of Kondratieff cycles has 
attracted the pens of social scientists of very 
different persuasions. This paper draws on 


Walt W. Rostow’s interpretation — with its em- 
phasis on the role of exporters of food and raw 
materials in the world economy — to explore 
Australian long waves over the last 110 years. 
The author concludes that the case for their 
existence is not confirmed and moreover that 
Rostow’s cycle-mechanics offer a doubtful ex- 
plication of movements in the Australian se- 
ries. / Econ. Hist, Sept. 1984, 44(3), pp. 729- 
53. Australian National University, Canberra. 

050 Economic Systsms 
051 Capitalist Economic Systems 
Dugger, William M. — The Nature of Capital 
Accumulation and Technological Progress in 
the Modern Economy 
The neoclassical, savings-centered theory of 
economic development is critiqued and the in- 
stitutions-centered theory is developed as a su- 
perior alternative. The institutional theory cor- 
rectly stresses the positive roles played by 
equality. Egalitarian institutions promote tech- 
nological progress by increasing participation 
in the scientific and technical revolutions. Such 
institutions also ensure adequate growth in ag- 
gregate demand and rapid improvement in la- 
bor quality. The neoclassical theory of eco- 
nomic development, on the other hand, 
incorrectly stresses the need for inequality as 
a spur to individual saving and work effort. / 
Econ. Issues, Sept. 1984, 18(3), pp. 799-823. 
DePaul University, Chicago. 

Ellerman, David P. — Theory of Legal Struc- 
ture: Worker Cooperatives 
This paper presents a non-utilitarian rights- 
based normative economic theory and its ap- 
plication to the firm. The normative principles 
are the labor theory of property (not the labor 
theory of value) and the democratic principle 
of government. These normatively determine 
the property structure and the governance 
structure, i.e., the “legal structure,” of the firm. 
The firm with this legal structure is the worker 
cooperative or self-managed firm. A range of 
other corporate legal structures are also ana- 
lyzed. The paper shows how this legal /eco- 
nomic theory is embodied in model by-laws 
now widely used in American worker coops 
and in the first U.S. corporate statute for 
worker coops, which has recently passed in 
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several states./. Econ. Issues, Sept. 1984, 18(3), 
pp. 861-91. Industrial Cooperative Associa- 
tion, Somerville, Massachusetts, and Boston 
College, Chestnut Hill. 

Leathers, Charles G. — Thatcher-Reagan Con- 
servatism and Schumpeter’s Prognosis for 
Capitalism 

The recent revival of conservatism in Britain 
and the U.S., manifested in the governments 
of Thatcher and Reagan, might suggest that 
Schumpeter’s prognosis for capitalism has been 
invalidated. Moreover, the same events might 
suggest that the hypothesis of James R. Schles- 
inger and Almarin Phillips, which explains the 
movement toward centralized socialism in 
terms of crises, has been reversed. This paper 
demonstrates that Thatcher-Reagan conserva- 
tism has not altered the basic forces that 
Schumpeter viewed as eroding capitalism. In 
addition, the apparent reversal of the Schles- 
inger-Phillips hypothesis is explained as an 
aberration similar to those noted by Schum- 
peter in the late 1940s. Rev. Soc. Econ., Apr. 
1984, 42(1), pp. 16-31. University of Alabama. 

100 Economic Growth; Development; 

Planning; Fluctuations 

1 10 Economic Growth; Development; and 

Planning Theory and Policy 

111 Economic Growth Theory and Models 
Cigno, Alessandro — Further Implications of 

Learning by Doing: The Effect of Population 
on Per-Capita Income 
This article extends the scope of Arrow’s fa- 
mous study of the theoretical implications of 
learning-by-doing for economic growth in 
three directions: first, by allowing any act of 
production (not just the production of invest- 
ment of goods) to be “experience"; second, by 
allowing substitution of capital and natural re- 
sources for labor and, third, by examining the 
conditions for the stability of long-term equilib- 
rium. The main finding is that, if capital is more 
important (has a larger competitive share in 
income) than natural resources, then a rise in 
the rate of population growth would increase 
the growth rate, but reduce the current level, 
of real per capita income. Conversely, if natu- 
ral resources were more important, a rise in 


the rate of population growth would raise the 
current level and lower the growth rate of real 
per capita income. 'This conflicts with the stan- 
dard predictions of standard neoclassical 
growth theory, but is consistent with some of 
the historical and econometric evidence on the 
matter. Bull. Econ. Res., Nov. 1984, 56(2), pp. 
97-108. University of Hull, England. 

Eliasson, Gunnar — Micro Heterogeneity of 
Firms and the Stability of Industrial Growth 
In the micro-macro (M-M) model MOSES, 
real Swedish firms make independent deci- 
sions in markets. Schumpeterian innovative ac- 
tivities and Wicksellian capital market disequi- 
libria generate a growth cycle. Production and 
investment decisions (in firms) are dynamically 
coordinated by markets for products, labor, 
and capital under different market regimes as 
to speed, intensity of competitive processes, 
and intensity of innovative activity. By varying 
market regime, ceteris paribus, long-term 
growth rates of the economy can be generated, 
which differ as much as between the industrial 
countries during the last 50 years. High speed 
market processes increase output growth for 
long periods, but make the model economy 
sensitive to disturbances, which eventually 
generate a severe depression. Simulation re- 
sults suggest the importance for stable macro- 
economic growth of a steady input of in- 
novative technical change through new 
investment, new entry, and exit to preserve 
micro diversity of structures. J. Exon. Behav. 
Organ., Sept.-Dee. 1984, 5(3-4), pp. 249-74. 
Industrial Institute for Economic and Social 
Research (lUI), Stockholm. 

Krelle, Wilhelm — Economic Growth with Ex- 
haustible Resources and Environmental Pro- 
tection 

If one considers rising extraction cost and 
the organized production of technical prog- 
ress, a “survival corridor" with respect to the 
savings ratio and to the research ratio appears 
where mankind may survive. In order to pre- 
serve ecological equilibrium, a certain amount 
of investment has to be allocated for environ- 
mental protection. This puts an upper limit 
to the growth rate and (or) a lower limit to 
the saving ratio but does not necessarily make 
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equilibrium growth impossible. Z. ges. Staat- 
Swiss., Sept, 1984, 1 40(3), pp. 399-429. Univer- 
sity of Bonn. 

112 Economic Development Models and Theories 
Adams, John — Galbraith on Economic Devel- 
opmetit 

A comparison of John Kenneth Galbraith’s 
developmental with his domestic writings sug- 
gests that the latter are much more creative 
and more fully worked out. Although many 
orthodox economists find its components dif- 
fuse and unconvincing, Galbraith’s stream of 
contributions over the years has changed how 
American scholars, politicians, and citizens 
think about economic life. His development 
work is, in contrast, more derivative, less well 
elaborated, and of limited impact. An attempt 
to understand Galbraith’s work on develop- 
mental economics and his other contributions 
is included. / Post Keynesian Exon., Fall 1984, 
7(1), pp. 91-102. University of Maryland, Col- 
lege Park. 

van Wijnbergen, Sweder — Oil Price Shocks 
and the Current Account: An Analysis of 
Short Run Adjustment Measures 
The article deals with a large group of non- 
oil LDCs that depends on official agencies or 
own reserves. Many of these countries entered 
the current period of oil shocks with weak re- 
serve positions. Hence, we assume no capital 
mobility, but a fixed exchange rate regime, and 
that the country is a price taker in the market 
for imported final goods, but has some monop- 
oly power in its export market. The impact 
effects of an oil shock on output, prices, invest- 
ment, and the current account are analyzed 
as well as current account adjustment mea- 
sures under flexible and rigid real wages. Welt- 
wirtsch. Arch. Sept. 1984, 120(3), pp. 460-80. 
World Bank, Washington, D.C. 

113 Economic Planning Theory and Policy 
Clark, Simon — Informational and Perfor- 
mance Properties of a Class of Iterative Plan- 
ning Procedures 

This paper analyzes a class of iterative plan- 
ning procedures that can be applied in envi- 
ronments describable by the Leontief-Samuel- 
son technology. Members of the class are 
distinguished by the extent of the communica- 


tion of technical information from firms to the 
center. All members of the class are monotonic 
and convergent, but the speed and finiteness 
of convergence are shown to depend critically 
on the extent of the transfer of technical infor- 
mation throughout each procedure. The paper 
thus establishes a trade-off between the infor- 
mational and performance properties of a class 
of resource allocation mechanisms, taking en- 
vironmental coverage as given. Rev. Econ. 
Stud., Oct. 1984, 51(4), pp. 615-31. University 
of Edinburgh. 

120 Country Studies 
122 Economic Studies of Developed Countries 
Balassa, Bela — The Economic Consequences 
of Social Policies in the Industrial Countries 
In his Bernhard Harms lecture, the author 
begins by briefly reviewing trends in the gross 
domestic product, industrial production, em- 
ployment, and unemployment in the industrial 
countries during the period preceding and fol- 
lowing the quadrupling of oil prices in 1973. 
He then considers different facets of .social poli- 
cies that may have contributed to the observed 
developments. This is done by examining fac- 
tors that bear on the demand for, and the sup- 
ply of, labor. Finally, possible future policy 
changes are briefly discussed. Weltwirtsch. 
Arch., June 1984, 120(2), pp. 213-27. Johns 
Hopkins University. 

Barker, Kate; Britton, Andrew and Major, 
Robin — Macroeconomic Policy in France 
and Britain 

The main purpose of this study is to draw 
lessons for Britain from the experience of 
France. Inflation in E'rance is steady and stub- 
born, while in Britain it is erratic and perhaps 
less deep-rooted. Unemployment in Britain has 
a large component caused by a deficiency of 
demand following the abrupt recession of 
1980-81. France has avoided the dramatic fall 
in output, which this country suffered during 
the recent recession, and partly for that reason 
the level of unemployment is not so high. The 
authors think that this difference probably 
owes something to the less destabilizing macro- 
economic policy in France. Mat. Inst. Econ. 
Rev., Nov. 1984, (110), pp. 68-84. National In- 
stitute of Economic and Social Research. 
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Cordon, Robert J. — Unemployment and Po- 
tential Output in the 1980s 
An identity containing seven components is 
used to link real GNP to the unemployment 
rate, labor productivity, and other important 
aggregate variables. A regression technique is 
used to adjust each component of the identity 
for the effect of the business cycle, allowing 
the calculation of cyclically-adjusted trends 
through 1984. Slower growth in population 
and participation have slowed the growth rate 
of potential output from 3.3 percent for 1974- 
79 to 2.8 percent for 1979-84. Trend pro- 
ductivity growth in the nonfarm private sec- 
tors stowed from 1.1 to 1.0 percent between 
1974-79 and 1979-84, an apparent constancy 
that disguises an acceleration in the manufac- 
turing sector and a further slowdown in non- 
farm nonmanufacturing. Brookings Pap. Econ. 
Act., Dec. 1984, (2), pp. 537-64. Northwestern 
University, Evanston, Illinois. 

den Hartog, Hans — Empirical Vintage Models 
for the Netherlands: A Review in Outline 
The abundant literature on empirical vin- 
tage modelling for the Netherlands is not easily 
accessible. This article provides a discussion of 
the main issues covered by that research. At- 
tention is given to (theoretical) model specifi- 
cations, empirically inspired adjustments, and 
empirical results. The empirical evidence for 
vintage models appears to be convincing, but 
it does not seem conclusive with respect to a 
preference for either ex ante complementarity 
or ex ante substitutability. Comprehensive 
modelling for the economy of the Netherlands 
up to now mainly uses ex ante complementar- 
ity to describe the production technology. 
Apart from this, policy implications of such 
models show a degree of nuance, which ex- 
ceeds but also includes the purely demand ori- 
ented approach. De Economist, 1984, 132(3), 
pp. 326-49. Central Planning Bureau, The 
Hague. 

130 Economic ELUcruATiONSi Forecasting; 

Stabilization; and Inflation 

131 Economic Fluctuations 
Bieshaar, Hans and Kleinknecht, Alfred — Kon- 
dratieff Long Waves in Aggregate Output? 
An Econometric Test 


The existence of Kondratieff long waves in 
time series of industrial production and of na- 
tional product is tested on the basis of differ- 
ences in average growth rates during up- and 
downswing periods of the long waves, taking 
into account the existence of autocorrelation. 
From 1893 to the present, the long-wave hy- 
pothesis appears to be well confirmed; during 
the pre-1893 period, the results are ambiguous: 
while the German, French and British series 
as well as the World production series show 
no significant long wave pattern, the Belgian, 
the Italian, and the Swedish series are consis- 
tent with the long wave hypothesis. Kon- 
junkturpolitik, 1984, 30(5), pp. 279-303. 
Rijksuniversiteit Limburg, Maastricht, The 
Netherlands. 

132 Economic Forecasting and Econometric 
Models 

Howrey. E. Philip — Data Revision, Recon- 
struction, and Prediction; An Application to 
Inventory Investment 

This paper uses state space methods to exam- 
ine the extent to which forecast errors in in- 
ventory investment, especially at turning 
points, may be due to measurement error. It 
is found that while quarterly observations on 
both inventory and sales are subject to substan- 
tial revision, these revisions have on average 
only a modest impact on the accuracy of inven- 
tory investment forecasts. However, there is 
evidence that the variance of inventory mea- 
surement error increases with the rate of 
change of inventory stocks. This implies that 
substantial improvements in forecast accuracy, 
especially at turning points, are potentially 
available if the preliminary and revised data 
are used optimally. Bev. Econ. Statist., Aug. 
1984, 66(3), pp. 386-93. University of Michi- 
gan. 

Kirchgassner, Gebhard — Wie gut sind die 
Prognosen der Arbeitsgemeinschaft wirt- 
schaftswissenschaftlicher Forschungsinsti- 
tute in der Bundesrepublik Deutschland? 
(How Good Are the Forecasts of the '‘Ar- 
beitsgemeinschaft wirtschaftswissenschaft- 
licher Forschungsinstitute” in the Federal 
Republic of Germany?) 

The forecasts of the five Economic Research 
Institutes in West Germany, made since 1968 
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every spring and autumn for the following half 
year, are investigated. The forecasts refer to 
nominal and real GNP, consumption, invest- 
ment, exports, imports, and the corresponding 
price indices. It is shown that the predictions 
are unbiased, thus satisfying the conditions of 
weak rationality. Moreover, compared with 
univariate autoregressive predictions, the fore- 
ca.sts are efiBcient as well. Thus, with respect 
to this information set they also satisfy the con- 
ditions of strong rationality. Weltwirtsch. 
Arch., June 1984, 120{2), pp. 279-300 (Ger- 
man). Institut fiir Wirlschaftsforschung, Eidge- 
ndssische Techiiische flochschule Zurich, Swit- 
zerland. 

.Sandee, J.; Don, F. J. H. and van den Berg, 

P. J. C. M. — Adjustment of Projections to 

Recent Observations 

In economic forecasting with a dynamic 
model it is important to take proper account 
of recent statistical information. From such 
current indicators, non-zero residuals in the 
behavioral equations of the model can be esti- 
mated, and these will serve to improve the 
forecasts. Minimum norm estimates of the re- 
siduals given the observations on current indi- 
cators have proved to work quite well. The 
authors discuss a numerical example based on 
Central Planning Bureau forecasting practice 
and conclude with thoughts on extensions and 
an account of some related work. An appendix 
discusses the conjugate gradient algorithm 
used to compute the minimum norm residuals. 
Europ. Exon. Rev., Oct.-Nov. 1984, 26(1-2), 
pp. 153-66. Central Planning Bureau, The 
Hague. 

133 General Outlook and Stabilization Theories 
and Policies 

Colander, David — Galbraith and the Theory 

of Price Control 

Although few economists know it, one of 
John Kenneth Galbraith’s finest books is A The- 
ory of Price Controls, published in 1952. Not 
only does it precede Edmund Phelps and Mil- 
ton Friedman in predicting the "acceleration- 
ist” hypothesis, it also develops a concept of 
the disequilibrium system, arguing that given 
institutions, a bufifer of underutilized resources 
is necessary to hold down inflation. Price con- 


trols eliminate, or at least reduce, the need 
for this buffer. Unfortunately, this seminal 
work has been lost, in part because of its failure 
to make a direct statement of its thesis, a failure 
that results from Galbraith’s inability to escape 
traditional neoclassical economic concepts. J. 
Post Keynesian Econ., Fall 1984, 7(1), pp. 30- 
42. Middlebury College. 

Hillier, Brian and Malcomson, James M, — Dy- 
namic Inconsistency, Rational Expectations, 
and Optimal Government Policy 
The consensus in the literature is that the 
use of only lump-sum taxation is a necessary 
and sufficient condition for the dynamic consis- 
tency of optimal open-loop government poli- 
cies. It is shown that this consensus view is 
misleading. In models with nonhomogeneous 
agents, the stated condition is neither neces- 
sary nor sufficient. Dynamic inconsistency 
arises because of a shortage of appropriate gov- 
ernment policy instruments, which amounts 
to the consensus condition only in special cases. 
Econometrica, Nov. 1984, 52(6), pp. 1437-51. 
University of York, Hesiington, England. 

Rtinip, Bert and Seidler, Hanns — Das verges- 
sene Stabilitatsgesetz (The German Law for 
Stability and Growth — Forgotten but Not 
Obsolete) 

During the institution of the Stabilitiitsge- 
setz (StWG) in 1967, the obligation of the gov- 
ernment to establish a “macroeconomic equi- 
librium” was formally laid down in the Consti- 
tutional Act. In view of the more than 2 million 
unemployed over the past 3 years, the uncon- 
stitutionality of an economic policy that only 
has economic growth as its objective is under 
discussion. The demands and the spirit of the 
StWG and the Constitutional Act require an 
independent and effective full employment 
policy, which ought not comprise only a 
supply-side policy. Konjunkturpolitik, 1984, 
30(5), pp. 259-78 (German). Technische 
Hochschule Darmstadt, West Germany. 

Tichy, Gunther — Strategy and Implementa- 
tion of Employment Policy in Austria; Suc- 
cessful Experiments with Unconventional 
Assignment of Instruments to Goals 
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Austrian business cycle policy was uncon- 
ventional but rather successful in the last three 
decides and especially since the oil crisis. The 
unconventional conception was developed by 
trial and error, only ex post it got the name 
Austro-Keynesianism. Nevertheless it has a 
theoretical basis, a rather radical interpreta- 
tion of Keynes, which bases economic insta- 
bility on a deep-rooted uncertainty of entre- 
preneurs. According to this interpretation, 
economic policy tried to stabilize the data most 
important for entrepreneurial decisions, espe- 
cially wage increases, exchange rates, and 
investment promotion. This lightened the 
burden of the traditional instruments of stabili- 
zation policy. In addition these instruments 
were assigned diflPerently: exchange rate policy 
was primarily used to stabilize prices in the 
short run, incomes policy to equilibrate the 
current account in the medium and longer run, 
and fiscal policy to stabilize employment. 
While the new assignation proved useful for 
stabilization policy, some structural problems 
remained unsolved. Kyklos, 1984, .37(3), pp. 
363-86. University of Graz, Austria. 

134 Inflation and Deflation 

Ahmad, Jaleel — Inflationary Expectations and 
Transmission of Inflation under Floating Ex- 
change Rates 

This paper is concerned with the nature of 
inflationary expectations arising from the for- 
eign exchange market, and the manner in 
which they transmit price disturbances to the 
domestic economy. The model is employed in 
analyzing the domestic price behavior follow- 
ing an exogenous shift in expectations with re- 
spect to the exchange rate and/or the expected 
rate of change of the foreign price level. The 
paper draws attention to some of the implica- 
tions of this model for nonintervention in for- 
eign exchange markets and for the effective- 
ness of price stabilization policies in open 
economies with volatile exchange rates. Welt- 
wirtsch. Arch., Sept. 1984, 120{3), pp. 424-35. 
Concordia University, Montreal. 

Browne, F. X. — The International Transmis- 
sion of Inflation to a Small Open Economy 
under Fixed Exchange Rates and Highly In- 
terest-Sensitive Capital Flows: An Empirical 


Analysis 

This paper deals with the international trans- 
mission of inflation to a small open economy 
(SOE) under fixed exchange rates and facing 
very interest-sensitive capital flows. It focuses 
particular attention on a channel of transmis- 
sion, which has been hitherto largely ignored, 
namely portfolio capital flows arising from the 
monetary policy actions of the SOE’s reserve 
currency country (RCC). The bulk of the exist- 
ing literature on this topic regards portfolio 
capital flows, and money in general, as having 
no causative role but simply passively mirror- 
ing transmission through commodity markets. 
The model obtains strong support for Ireland 
from 1972 to 1979 during which the IR £ was 
maintained in a strict one-for-one parity with 
the £ sterling. Europ. Econ. Rev., July 1984, 
25(2), pp. 187-212. Central Bank of Ireland, 
Dublin. 

Danziger, Leif — Stochastic Inflation and Wage 
Indexation 

The choice between an indexed and an unin- 
dexed wage in a labor contract is studied in 
this paper. It is shown that the expected rate 
of inflation does not affect the attractiveness 
of indexation; that an increase in the uncer- 
tainty of inflation and an increase in the work- 
er’s risk aversion lead to an increase in the 
attractiveness of indexation; and that an in- 
crease in the cost of indexation and an increase 
in the perfection of the capital market lead 
to a decrease in the attractiveness of indexa- 
tion. Scand. J. Econ., 1984, 86(3), pp. 326-36. 
University of Copenhagen. 

Darrat, Ali F. — Are Budget Deficits and Wage 
Costs Prime Determinants of Inflation? An- 
other Look at the Evidence from the United 
States and the United Kingdom 
This paper is an empirical exploration of the 
direct link between inflation on the one hand 
and money growth, budget deficits, and wage 
growth on the other in the case of the United 
Kingdom and the United States. The empirical 
results, based on a theoretical statistical meth- 
odology, suggest that wage growth and budget 
deficits are the main sources of inflation in the 
U.K., with money growth being an insignificant 
factor. As to the U.S., the results indicate that 
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inflation is not significantly linked to budget 
deficits. Rather, the U.S. inflation appears to 
be significantly related to wage growth and 
money growth. Importantly, the empirical re- 
sults further show that wage growth is the most 
dominant determinant of inflation in both the 
U.K. and U.S. The results therefore lend strong 
support to the wage-cost markup theory as a 
credible explanation of inflation in both coun- 
tries. /. Post Keynesian Econ., Winter 1984- 
88, 7(2), pp. 177-92. University of Kentucky, 
Lexington. 

Early, John F.; Schmidt, Mary Lynn and Mosi- 
mann, Thomas J. — Inflation and the Business 
C^ycle during the Postwar Period 
This article describes the behavior of prices 
in the current and previous business expan- 
sions and examines some of the major factors 
as.sociated with those changes. It provides his- 
torical context and perspective so that current 
price behavior and forecasts may be evaluated. 
In the post-World War II period, the U.S. econ- 
omy has undergone eight recessions in busine.ss 
activity characterized by similarities in the 
qualitative behavior of prices. Inflation in both 
retail and primary markets has remained rela- 
tively low despite the rapid growth in eco- 
nomic output since the trough of the last reces- 
sion in November 1982. In the ensuing 22 
months of the current expansion, consumer 
prices have advanced at a 3.6 percent season- 
ally adjusted annual rate. Mon. iMb. Rev., Nov. 
1984, 107(11), pp. 3-7. Bureau of Labor Statis- 
tics, Washington, D.C. 

Henry, S. G. B. — Real Wage Implications of 
Wage Inflation Models 
Many models of wage inflation are based on 
theories of real wage determination. Four im- 
portant cases are: the real wage resistance 
model, the generalized Phillips curve, a neo- 
classical model, and an equilibrium model. 
These four are nested within two composite 
models. Data coherent versions of each are de- 
rived on the assumption that price expecta- 
tions are formed rationally. The estimation is 
for the United Kingdom and the period is 
1964(Q1) to 1982(Q2). A number of hypotheses 
nested within these models are data rejected. 
However, nonnested tests do not discriminate 


between the preferred forms of the two corpo- 
rate models. Bull. Econ. Res., Nov. 1984, 36(2), 
pp. 119-42. National Institute of Economic and 
Social Research, London. 

Ram, Rati — F’urther International Evidence on 
Inflation-Output Trade-oflFs 
Robert E. Lucas, Jr.’s simple model of infla- 
tion-output trade-off’s is reassessed with annual 
data for 1960-78 from 79 countries. The data 
seem to provide reasonably good support for 
the model; the explanatory power of the real 
output equation is fairly high in most cases, 
and the predicted cross-country relation ap- 
pears to hold broadly. The data are also used 
to estimate the richer model proposed by Mi- 
chael Parkin, Brian Bentley, and Christina 
Fader, which takes account of “openness” and 
the exchange rate regimes. While the explana- 
tory power of the Parkin et al. equation ap- 
pears satisfactory, the cross-country prediction 
of the model receives only limited support. 
Can. J. Econ., Aug. 1984, 7 7(3), pp. 523-40. 
Illinois State University, Normal. 

Salvatore, Dominick — Petroleum Prices, Ex- 
change Rates, and Domestic Inflation in De- 
veloping Nations 

This paper has extended the clo.sed-economy 
monetary model to examine the channels and 
the relative importance of the increase in the 
price and in the total cost of imported petro- 
leum on domestic inflation in oil-importing de- 
veloping countries since the fall of 1973. The 
empirical results seem to indicate that while 
higher petroleum prices did contribute to do- 
mestic inflation in oil-importing developing na- 
tions (especially in high-inflation and large na- 
tions), inflation in these nations resulted 
primarily from excessive domestic monetary 
expansion. Weltwirtsch. Arch., Sept. 1984, 
729(3), pp. 580-89. Fordham University. 

Struth, Friedrich K. — Modelling Expectations 
Formation with Parameter-adaptive F'ilters: 
An Empirical Application to the Livingston 
Forecasts 

The paper suggests a general framework for 
modelling expectations formation where 
agents form forecasts using their own model 
of the economy whose parameters are revised 
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continuously in the light of past and current 
forecasting errors. Since “full rationality” is not 
stipulated, it is possible to model the dynamics 
of the way agents attain “rationality” and ad- 
just to structural breaks. Parameter-adaptive 
filters can be used to build operational models 
of this simultaneous forecasting and model-re- 
vision process. An example is provided in the 
form of a variance-adaptive filter whose speed 
of adjustment varies with the estimates of the 
variances of the random terms of the forecast- 
ing model. The application to the Livingston 
forecasts demonstrates the feasibility of the ap- 
proach and provides a significant improve- 
ment over constant parameter models. Al- 
though agents' adjustment speed is found to 
increase with rising variability of the inflation- 
ary process, they react too slowly and their 
forecasting performance is significantly worse 
than that of a simple univariate Kalman filter. 
Therefore the hypothesis that the Livingston 
forecasts are “rational” has to be rejected. Ox- 
ford Bull. Econ. Statist., Aug. 1984, 46(3), pp. 
211-39. Corpus Christi College, University of 
Oxford. 

200 Quantitative Economic Methods 
and Data 

210 Econometric, Statistical, and 
Mathematical Methods and Models 

21 1 Econometric and Statistical Methods and 
Models 

Anas, Alex and Moses, Leon N. — Qualitative 
Choice and the Blending of Discrete Alter- 
natives 

This paper takes a fresh look at discrete 
choice theory by observing that decision mak- 
ers can deliberately blend discrete alternatives 
within an extended planning horizon. Multi- 
nomial logit and generalized probit models are 
developed and their properties examined. 
These are then estimated and compared to the 
traditional myopic model using the travel dia- 
ries of a sample of commuters from Seoul, Ko- 
rea. The new models yield travel cost elastici- 
ties, which are sifbstantially lower than those 
of the traditional approach. Rev. Econ. Statist, 
Nov. 1984, 66(4), pp. 547-55. Northwestern 
University, Evanston, Illinois. 


Davidson, Russell and MacKinnon, James G 

Convenient Specification Tests for Logit and 
Probit Models 

Several Lagrange Multiplier (LM) and re- 
lated tests are proposed for logit and probit 
models. They are easily computed by means 
of artificial linear regressions and may be used 
to test for several forms of model inadequacy, 
including the omission of specified variables 
and heteroskedasticity of known form. Sam- 
pling experiments suggest that one of the LM 
tests has better small-sample properties than 
the other tests, including the Likelihood Ratio 
test. The power of the tests is also investigated, 
both analytically and by sampling experiments; 
the asymptotic theory appears to be somewhat 
misleading in samples of modest size. / Econo- 
metrics, July 1984, 25(3), pp. 241-62. Queen’s 
University, Kingston, Ontario. 

Dwivedi, T. D. and Srivastava, V. K. — Exact 
Finite Sample Properties of Double fc-Class 
Estimators in Simultaneous Equations 
In an earlier paper [Srivastava, V. K., Agni- 
hortri, B. S., and Dwivedi, T. D. (1980)] the 
dominance of double it -class over it -class with 
respect to exact mean squared error matrix 
criteria is established. It is observed that given 
a member of Ir -class, one can pick up a member 
of double it-class that will provide an improved 
estimator of the coefiBcients. This result 
prompted the authors to study the exact finite 
sample properties of the double It - class estima- 
tor. For this, they have considered a structural 
equation containing two endogenous variables 
and have investigated the properties of double 
A- -class estimators of the coefficients of explana- 
tory endogenous variables assuming character- 
izing scalars to be nonstochastic. / Economet- 
rics, July 1984, 25(3), pp. 263-83. Concordia 
University, Montreal. 

Evans, G. B. A. and Savin, N. E. — Testing for 
Unit Roots: 2 

The paper investigates the exact sampling 
distribution of the least squares estimator of 
the autoregressive parameter in an AR(1) 
model with unknown intercept and normal er- 
rors. The distribution is calculated for the case 
where the initial value is a known constant 
and where it is a random variable. In the for- 
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mer case the authors prove a small Sigma as- 
ymptotic result and compute the exact powers 
of nonsimilar tests of the random-walk hypoth- 
esis and the hypothesis that the autoregressive 
parameter is 0.9. The exact powers of a test 
of the second hypothesis are also calculated 
when the initial value is random. Econome- 
trica. Sept. 1984, 52(5), pp. 1241-69. Univer- 
sity of Cambridge; Trinity College, University 
of Cambridge. 

Hausman, Jerry and McFadden, Daniel — 

Specification Tests for the Multinomial Logit 

Model 

In this paper the authors provide two sets 
of computationally convenient specification 
tests for the multinomial logit model. The first 
test is an application of the Hausman specifica- 
tion test procedure. The basic idea is to test 
the reverse implication of the independence 
from irrevelant alternatives property. The sec- 
ond set of specification tests is based on the 
nested logit model. Since the multinomial logit 
model is a special case of the more general 
model when a given parameter equals one, 
classical test procedures such as the Wald, like- 
lihood ratio, and Lagrange multiplier tests are 
used. The two sets of specification test proce- 
dures are then compared for an example 
where exact and approximate power compari- 
sons are possible. Econometrica, Sept. 1984, 
52(5), pp. 1219-40. Massachusetts Institute of 
Technology. 

Klein, Roger W. and Brown, Stephen J , — 

Model Selection When There Is “Minimal” 

Prior Information 

This paper derives a posterior odds criterion 
for nested and nonnested model selection un- 
der "minimal” prior information. To obtain 
this criterion, the authors minimize measures 
of prior information relative to the contending 
models rather than relative to the parameters 
of the particular models. In so doing, they guar- 
antee that the odds are invariant to model pa- 
rameterization, and they overcome certain 
well-known limiting problems. The particular 
criterion obtained exhibits a trade-o£F between 
data fit and parsimony. For nested models, it 
reduces to a likelihood ratio test where the 
significance level is appropriately adjusted for 


sample size. Econometrica, Sept 1984, 52(5), 
pp. 1291-1312. Bell Communications Re- 
search, Inc., Morristown, New Jersey; Yale 
University. 

Knowles, Glenn J. — Some Econometric Prob- 
lems in the Measurement of Utility 
Economic problems in the measurement of 
utility are noted and solutions provided. When 
lotteries, which are used to elicit risk prefer- 
ences, are chained or linked, they compound 
error terms. If a utility index is constructed 
to estimate the utility function, the estimates 
will be inefficient and possibly biased. An 
econometric model that attaches an additive 
error term to the response of the decision 
maker and that does not require indexing is 
shown to be a better alternative. Amer. J. Agr. 
Econ., Nov. 1984, 65(4), pp, 505-10. Oklahoma 
State University, Stillwater. 

Palm, Franz C. and Nijman, Theo E Missing 

Observations in the Dynamic Regression 
Model 

The authors consider the dynamic regression 
model with lagged endogenous variables and 
moving average disturbances when observa- 
tions on the endogenous variable are regularly 
missing. They discuss the identification of the 
parameters in the model. Results on the rela- 
tive efficiency of the maximum likelihood esti- 
mates give an indication of the loss of informa- 
tion due to the missing observations. The 
authors discuss ways to estimate the parame- 
ters in the model. The OLS estimator is shown 
to be strongly biased when interpolated series 
are substituted for the missing observations. 
Finally, the authors conclude that all available 
reliable o priori information has to be used 
to analyze the model when the sample is in- 
complete. Econometrica, Nov. 1984, 52(6), pp. 
1415-35. Free University, Amsterdam. 

Powell, James L. — Least Absolute Deviations 
Estimation for the Censored Regression 
Model 

This paper proposes an alternative to maxi- 
mum likelihood estimation of the parameters 
of the censored regression (or censored "To- 
bit”) model. The proposed estimator is a gener- 
alization of least absolute deviations estimation 
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for the standard linear model and, unlike esti- 
mation methods based on the assumption of 
normally distributed error terms, the estimator 
is consistent and asymptotically normal for a 
wide class of error distributions, and is also ro- 
bust to heteroskedasticity. The paper gives the 
regularity conditions and proofs of these large- 
sample results, and proposes classes of consis- 
tent estimators of the asymptotic covariance 
matrix for both homoskedastic and heteroske- 
dastic disturbances. /. Econometrics, July 1984, 
25(3), pp. 303-25. Massachusetts Institute of 
Technology. 

Satchell, Stephen Ellwood — Approximation to 
the Finite Sample Distribution for Nonstable 
First Order Stochastic DiflFerence Equations 
An Edgeworth Approximation to the finite 
sample distribution of the least squares estima- 
tor of the parameter in a first order stochastic 
difference equation is calculated. The result 
obtained is shown to be consistent with existing 
results in the literature when the model is sta- 
ble and the initial value of the dependent vari- 
able is fixed. For the unstable case, the same 
technique is applied, but this time the expan- 
sion occurs around the asymptotic Cauchy dis- 
tribution. In this case the approximation turns 
out to be rather poor. Econometrica, Sept. 
1984, 52(5), pp. 1271-89. University of Essex, 
Wivenhoe Park, Colchester. 

Shorrocks, Anthony F. — Inequality Decompo- 
sition by Population Subgroups 
This paper examines the implications of im- 
posing a weak aggregation condition on in- 
equality indices, which requires that the over- 
all inequality value can be computed from 
information concerning the size, mean, and in- 
equality value of each population subgroup. 
It is shown that such decomposable inequality 
measures must be monotonic transformations 
of additively decomposable indices, and the 
general functional form of decomposable in- 
dices is derived. This is achieved without as- 
suming that the inequality measures are differ- 
entiable. The development of the analysis 
appears suitable for extension to many other 
indices that are required to exhibit a similar 
kind of relationship between the overall index 
value and subaggregales obtained for popula- 


tion subgroups. Econometrica, Nov. 1984, 
52(6), pp. 1369-85. University of Elssex, Wiven- 
hoe Park, Colchester. 

Tanaka, Katsuto and Maekawa, Koichi — The 
Sampling Distributions of the Predictor for 
an Autoregressive Model under Misspecifi- 
cations 

Approximations to the sampling distribu- 
tions of the predictor are given misspecifying 
the autoregressive moving average model as 
an autoregressive model. The approximations 
are obtained in terms of Edgeworth expan- 
sions. The authors deal with both conditional 
and unconditional distributions for the depen- 
dent and independent cases according to 
whether the sample data used in estimation 
and in prediction are dependent or not. The 
bias and mean squared error are easily ob- 
tained from these approximations. / Econo- 
metrics. July 1984, 25(3), pp. 327-51. Kana- 
zawa University, Kanazawa, Japan; Hiroshima 
University . 

Waldman, Donald M. — Properties of Techni- 
cal EEBciency Estimators in the Stochastic 
Frontier Model 

The population variance of the prediction 
error for three estimators of micro-level ineflB- 
ciency in the stochastic frontier model is com- 
pared. The estimators are the conditional ex- 
pectation function, best linear prediction, and 
least squares. Stochastic assumptions include 
normal plus half normal and normal plus expo- 
nential. With respect to ranking a cross-section 
of firms, the three estimators are identical. 
With respect to the variance of the prediction 
error, the conditional expectation fimction is 
always preferred to best linear prediction, 
which dominates least squares, but the advan- 
tage, for either distributional assumption, is 
marginal. Formulas for calculating the expec- 
tation of functions of Mills’s ratio and its argu- 
ments are presented in an appendix. J. Econo- 
metrics, July 1984, 25(3), pp. 353-64. 

University of North Carolina, Chapel Hill. 

Wallis, Kenneth F. — Comparing Time-series 
and Nonlinear Model-based Forecasts 
Comparisons of econometric model-based 
and purely extrapolative time-series forecasts 
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are often used to assess model adequacy. Em- 
pirical comparisons rely on the theoretical re- 
sult that, for a correctly specified linear model, 
the time-series forecast is less efficient. Most 
practical macroeconometric models are non- 
linear in variables, and comparisons are often 
based on deterministic, nonstochastic solu- 
tions, which yield biased forecasts. This paper 
presents a simple nonlinear regression exam- 
ple in which the time-series forecast may be 
more efficient than the deterministic model- 
based forecast, thus practical forecast compari- 
sons are ambiguous. Oxford Bull. Econ. Sta- 
tist., Nov. 1984, 46(4), pp. 383-89. University 
of Warwick, Coventry. 

Zellner, Arnold and Rossi, Peter E. — Bayesian 
Analysis of Dichotomous Quantal Response 
Models 

Qualitative response models (QRMs) are ana- 
lyzed from the Bayesian point of view using 
diffuse and informative prior distributions. Ex- 
act finite sample Bayesian and large sample 
Baye.sian and non-Bayesian estimation results 
are compared. In addition, the paper provides: 
(1) plots and discussion of the properties of like- 
lihood functions for QRMs, (2) posterior distri- 
butions for logit models’ derivatives and elas- 
ticities, (3) Bayesian prediction procedures for 
QRMs, (4) new estimates for the median and 
other fractiles of the logistic distribution, (5) 
posterior odds ratios for model selection prob- 
lems, and (6) comparisons of two alternative 
Monte Carlo numerical integration proce- 
dures. It is concluded that asymptotic approxi- 
mations are not accurate for small to moderate- 
sized samples, even when only a single input 
variable is used and that operational Bayesian 
methods are available for providing both exact 
small sample and large sample approximate in- 
ferences for DRMs. /. Econometrics, July 1984, 
25(3), pp. 365-93. University of Chicago; 
Northwestern University, Evanston, Illinois. 

212 Construction, Analysis, and Use of 
Econometric Models 

Aigner, Dennis J. and Learner, Edward E. — 
Estimation of Time-of-Use Pricing Response 
in the Absence of Experimental Data: An 
Application of the Methodology of Data 
Transferability 


A random coefficients regression framework 
is used to characterize the problem of pooling 
the results of various designed experiments in 
time-of-use (TOU) pricing for electricity. The 
“empirical Bayes” estimation approach fos- 
tered by Dennis V. Lindley and A. F. M. Smith 
provides for the inclusion of prior information 
on the variance-covariance matrix of regres- 
sion coefficients across experiments and a 
means to inpute an estimate of price response 
(in this case the elasticity of substitution) to a 
region that did not have an experiment. The 
methodology is illustrated with an application 
where two experiments, conducted in South- 
ern California, are pooled in order to infer a 
measure of price response to an example TOU 
tariff in a large midwestern utility. /. Economet- 
rics, Sept. /Oct. 1984, 26(1/2), pp. 205-27. 
University of Southern California, Los Angeles, 

Artus, Patrick; Laroque, Guy and Michel, 
Gilles — Estimation of a Quarterly Macroeco- 
nomic Model with Quantity Rationing 
A small macroeconomic model with quantity 
rationing, m which the side of the market that 
is rationed is random, is estimated. The model 
introduced is able to generate a productivit> 
cycle, and the degree of capacity utilizatior 
is endogenous. A rationing scheme, indicating 
how supply is allocated between the variou 
components of demand, is estimated. Thi 
probabilities of being in the various regime; 
the expected values of the endogenous varit 
bles given the estimated parameters, and ih 
degree of disequilibrium on the labor and con 
modity markets are calculated. Exonometric 
Nov. 1984, 52(6), pp. 1387-1414. E.N.S.A.B 
Paris. 

Bhandari, Jagdeep S. — A Computational St 
chastic Equilibrium Model of Oil-importii 
Economies 

This paper constructs a stochastic maci 
equilibrium framework to analyze the diff< 
ing implications of unexpected versus ( 
pected oil price shocks. A key feature of t 
model is that foreign repercussion effects i 
explicitly incorporated. I'he framework is u* 
to conduct sensitivity analysis with respect 
the degree of demand-side openness or supf 
side openness in both domestic and fore 
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economies. The paper also discusses the nature 
of the optimal monetary “reaction” to im- 
ported oil price disturbances. Weltwirtsch. 
Arch., June 1984, 120(2), pp. 301-28. West Vir- 
ginia University, Morgantown. 

Considine, Timothy J. and Mount, Timothy 
D. — The Use of Linear Logit Models for Dy- 
namic Input Demand Systems 
This paper demonstrates that a linear logit 
model, with appropriate constraints, can be 
used to specify a system of cost share equations 
that satisfy neoclassical economic conditions. 
Unlike many other flexible functional forms, 
the logistic function is particularly well suited 
for incorporating dynamic adjustment mecha- 
nisms. The empirical results suggest that the 
use of static models overstates short-run own- 
price elasticities and understates the corre- 
sponding long-run price effects. Rev. Econ. Sta- 
tist., Aug. 1984, 66(3), pp. 434-43. Bank of 
America, San Francisco; Cornell University. 

Hey, John D. — Optimal Consumption When 
Income Follows a Markov Process 
In econometric investigations of consump- 
tion, the econometrician may either estimate 
the structural relationship or investigate the 
implication (revealed by R. E. Hall) that the 
marginal utility of consumption follows a ran- 
dom walk. Researchers have been inhibited 
from following the former route by the lack 
of an explicit theoretical relationship. This pa- 
per removes this inhibition by deriving the op- 
timal consumption strategy of an individual 
with constant absolute risk-aversion, whose in- 
come is generated by an n**' order normal auto- 
regressive process. The authors show that the 
implied structural relationship is linear in 
wealth and lagged income terms. This facili- 
tates informative and efficient econometric ex- 
ploration of the consumption function. Bull. 
Econ. Res., Nov. 1984, 36(2), pp. 109-18. Uni- 
versity of York. 

van der Ploeg, Frederick — Economic Policy 
Rules for Risk-Sensitive Decision Making 
The Arrow-Pratt measure of constant abso- 
lute risk-sensitivity is applied to derive risk- 
sensitive equilibrium and disequilibrium pol- 
icy rules from a linear model with additive er- 


rors and a quadratic welfare criterion. A high 
degree of risk-aversion leads to intensive “fine- 
tuning” of the economy, whereas a high de- 
gree of risk-loving leads to complacency and 
lack of firm control. The above ideas are illus- 
trated with the derivation of the optimal sup- 
ply of a risk-averse monopolist, a risk-sensitive 
unemployment-inflation trade-off, an applica- 
tion to the stabilization of a small often econ- 
omy, and optimal depletion strategies of an 
exhaustible resource with demand and harvest 
uncertainty. Z. Nationalokon., 1984, 44(3), pp. 
207-35. London School of Economics and Po- 
litical Science. 

Poliak, Robert A.; Sickles, Robin C. and Wales, 
Terence J. — The CES-Translog: Specifica- 
tion and Estimation of a New Cost Function 
In this paper the authors propose and esti- 
mate a new single-product cost function, the 
CES-translog. Like the translog, it is a flexible 
functional form, but it is compatible with a 
wider range of substitution possibilities than 
either the CES or the translog. As its name 
suggests, the CES-translog includes both the 
CES and the translog as special cases and thus 
permits nested testing using conventional sta- 
tistical techniques. The authors estimate the 
new form and its special cases under a standard 
modeling scenario using eight data sets and 
find it significantly superior to the translog in 
all but one. Rev. Econ. Statist, Nov. 1984, 
66(4), pp. 602-07. University of Pennsylvania; 
University of Pennsylvania; University of Brit- 
ish Columbia, Vancouver. 

213 Mathematical Methods and Models 

Mitra, Tapan and Ray, Debraj — Dynamic Op- 
timization on a Non-convex Feasible Set: 
Some General Results for Non-smooth Tech- 
nologies 

The purpose of the paper is to develop some 
general results on two related aspects of the 
theory of optimal intertemporal allocation in 
an aggregative model, without the convexity 
assumption on the feasible set. The two issues 
addressed are: (a) the monotonicity and insensi- 
tivity properties of optimal programs in finite- 
horizon models; (b) the existence of a non-triv- 
ial stationary optimal stock, and the asymptotic 
stability of optimal programs from arbitrary 
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initial stocks in infinite-horizon models. Z. Na- 
tionalokon., 1984, 44(2), pp. 151-75. Cornell 
University; Stanford University. 

214 Computer Programs 

Brown, J. A. C. and Mazzarino, G. — Drawing 
the Lorenz Curve and Calculating the Gini 
Concentration Index from Grouped Data by 
Computer 

The paper pre.sents a computer algorithm 
by which a continuous, convex Lorenz curve 
can be interpolated from data for positive ran- 
dom variables, which are grouped by class-in- 
tervals. The algorithm is distribution-free and 
the interpolant is a piecewise rational qua- 
dratic of continuity class Cl. Empirical tests 
show that good results can be obtained both 
for the Lorenz curve and the derived Gini 
coefficient over a wide range of situations typi- 
cal for distributions found in economics. Ox- 
ford Bull, t'/'on. Statist., Aug. 1984, 46(3), pp. 
273-78. Institute of Economics and Statistics, 
University of Oxford. 

Kalaba, Robert and Tishler, Asher — Automatic 
Derivative Evaluation in the Optimization 
of Nonlinear Models 

This paper describes the 'table method" for 
exact evaluation of higher-order partial deriva- 
tives of functions of many variables without 
explicitly using the analytical expressions for 
those derivatives. The authors present and test 
the table method together with optimization 
methods that employ first, second, and third 
order derivatives. The actual use of these 
methods proved to be easy and accurate. Rev. 
Econ. Statist., Nov, 1984, 66(4), pp. 653-60. 
University of Southern California, Los Angeles; 
Tel Aviv University. 

220 Economic And Social Statistical Data 

AND Analysis 

221 National Income Accounting 

Frey, Bruno S. and Weck-Ilanneman, Hanne- 
lore — The Hidden Economy as an "Unob- 
served” Variable 

The technique of unobserved variables is 
used to estimate the relative size and develop- 
ment over time of the hidden economy of 
OECD countries. The burdens of taxation and 
regulation and the tax morality turn out to be 


statistically significant determinants. At the 
end of the 1970s the Scandinavian and Bene- 
lux) countries are expected to have a relatively 
large, and Japan and Switzerland a relatively 
small hidden economy. Canada and the United 
States are ranked in the middle. The size of 
all hidden sectors is estimated to have in- 
creased in the period 1960-78 relative to offi- 
cially measured GNP. Europ. Econ. Rev., Oct.- 
Nov. 1984, 26(1-2), pp. 33-53. University of 
Zurich. 

224 National Wealth and Balance Sheets 
Soitow, Lee — Wealth Inequality in the United 
States in 1798 and 1860 
The distribution of wealth in real estate 
among people in the United States at the end 
of the eighteenth century has been estimated 
from a sample of rolls of the census of real 
estate in 1798. Mean real wealth was $1,433 
and the Gini coefficient of inequality was .588 
with half the adult male population owning 
property. A comparison with the distribution 
for real estate in 1860 shows that wealth grew 
1.9 percent a year per person. Relative in- 
equality was a little larger than in 1798, but 
the difference can be explained by errors in 
measurement. Rev. Econ. Statist., Aug. 1984, 
66(3), pp. 444-51. Ohio University, Athens. 

226 Productivity Growth: Theory and Data 

Baumol, William J. and Wolff, Edward N. — 
On Interindustry Differences in Absolute 
Productivity 

In the literature, comparisons between abso- 
lute levels of productivity in different indus- 
tries occur frequently. This paper explores the 
meaning and possible significance of such mea- 
sures. Prices must be used to permit the re- 
quired comparison of the outputs of different 
industries. It is shown that base year weights 
produce a valid measure of productivity 
growth but not of absolute productivity level. 
Current price weights do yield a valid index 
of absolute productivity but one that tends to 
be equal for all industries because of the gen- 
eral equilibrium mechanism that reallocates 
resources from low-productivity to high-pro- 
ductivity industries. / Polit. Econ., Dec. 1984, 
92(6), pp. 1017-34. Princeton University; New 
York University. 
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300 Domestic Monetary and Fiscal 
Theory and Institutions 

310 Domestic Monetary and Financial 
Theory and iNsrmmoNS 

Rybczynski, Tad M. — Industrial Finance Sys- 
tem in Europe, U.S. and Japan 
This paper describes the way external fi- 
nance is provided to firms in the U.S., Europe, 
and Japan. It explains why there are differ- 
ences in national financial systems and dis- 
cusses recent changes in the attitude of policy- 
makers toward these differences. Finally, it 
attempts to link the evolution of financial sys- 
tems to the more general process of economic 
change as seen from a Schumpeterian perspec- 
tive. / Exxm. Behav. Organ., Sept.-Dee. 1984, 
5(3-4), pp. 275-86. Lazard Brothers & Co. 
Ltd., London. 

311 Domestic Monetary and Financial Theory and 
Policy 

Barnett, William A.; Offenbacher, Edward K. 
and Spindt, Paul A. — The New Divisia Mon- 
etary Aggregates 

William Barnett’s Divisia monetary aggre- 
gates were derived to be elements of W. Erwin 
Diewert’s class of superlative quantity index 
numbers. Relative to aggregation theory, Bar- 
nett’s resulting monetary aggregates are 
strictly preferable to the official sum monetary 
aggregates, since the component monetary as- 
sets are not perfect substitutes. Formal empiri- 
cal tests based upon the relevant aggregation- 
theoretic criteria have likewise uniformly fa- 
vored the Divisia monetary aggregates. The 
current article compares the Divisia with the 
sum monetary aggregates relative to numerous 
conventional policy-relevant criteria. The Di- 
visia monetary aggregates, especially at high 
levels of aggregation, usually perform best in 
these tests. /. Polit. Econ., Dec. 1984, 92(6), 
pp. 1049-85. University of Texas, Austin; Bank 
of Israel, Jerusalem; Federal Reserve Board, 
Washington, D.C. 

Blanchard, Olivier J. and Summers, Lawrence 
H. — Perspectives on High World Real Inter- 
est Rates 

This paper examines the reasons for the dra- 
matic increase in real interest rates in the 


world economy observed over the 1978 to 
1984 period. The authors find little evidence 
to suggest that budget deficits can be blamed 
for the increase in worldwide real interest 
rates. The structural inflation-adjusted budget 
deficit of the major OECD nations has not 
changed appreciably since 1978. Rather, the 
authors are led to explain high real interest 
rates in terms of the combined effect of tight 
monetary policies and the increased attractive- 
ness of investment. The importance of the lat- 
ter factor is evidenced by the strong perfor- 
mance of stock markets and investment 
around the world in the face of high real inter- 
est rates. Brookings Pap. Econ. Act, Dec. 1984, 
(2), pp. 273-324. Massachusetts Institute of 
Technology; Harvard University. 

Buscher, Herbert S. — The Stability of the West 
German Demand for Money, 1965-1982 
In this paper the West German demand for 
money in nominal and real terms has been 
tested for stability for the period 1965(1)- 
1982(IV). The results do not indicate any insta- 
bility. Because of the purely random character 
of the disturbances, any attempt by the mone- 
tary authority to offset these shocks from the 
demand side will probably lead to an additional 
source of uncertainty. Some possible exten- 
sions of the functions have also been tested. 
But the empirical results do not show any sig- 
nificant influence of foreign exchange risk and 
price uncertainty on the demand for money. 
Weltwirtsch. Arch., June 1984, 120(2), pp. 
256-78. Institut fiir Angewandte Statistik, Free 
University of Berlin. 

Courakis, Anthony S. — Constraints on Bank 
Choices and Financial Repression in Less 
Developed Countries 

That rate and quantity constraints detract 
from the scale of deposit-taking financial inter- 
mediaries has long been a tenet that econo- 
mists do not question. However, the claim for 
this tenet to universal truth is very shaky. In- 
deed, in terms of the models relied upon to 
describe behavior in less developed countries, 
it transpires that the tenet is false. ’The analysis 
in this paper shows that: both under monopoly 
and under perfectly competitive banking, 
compulsory ratios can cause deposit rates and 
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deposit volumes to be higher than they will 
be in their absence, while the same is true of 
ceilings on loan rates in a monopolistic setting. 
Only ceilings on deposit rates have unambigu- 
ously negative effects on deposit volumes. Ox- 
ford Bull. Econ. Statist, Nov. 1984, 46{4), pp. 
341-70. Brasenose College, Oxford. 

Dacy, Douglas C. — The Effect of Confidence 
on Income Velocity in a Politically Unstable 
Environment: Wartime South Vietnam 
At the turn of this century, Wesley C. Mitch- 
ell argued that the velocity of money could 
be influenced by a noneconomic variable that 
he called “confidence"; but the idea has re- 
ceived little attention since then. This study 
uses events in the long Vietnam war for statisti- 
cally demonstrating the Mitchell hypothesis. 
U.S. troop presence in South Vietnam boosted 
the people’s confidence in their country’s fu- 
ture, thereby stabilizing the demand for fiat 
money and income velocity. Oidy two varia- 
bles — the previous year’s rate of inflation and 
U.S. troop strength, which serves as a proxy 
for battlefield victories — are needed to explain 
movements in velocity. Kyklos, 1984, 37(3), 
pp. 414-23. University of Texas, Austin, and 
Institute for Defen.se Analyses, Alexandria, Vir- 
ginia. 

Demery, David; Duck, Nigel W. and Mus- 
grave, Simon W. — Unanticipated Money 
Growth, Output and Unemployment in 
West Germany, 1964-1981 
This paper examines the empirical evidence 
for the “policy ineffectiveness proposition” of 
Robert E. Lucas, Jr., Thomas Sargent, and Rob- 
ert J. Barro u.sing a four-equation quarterly 
model of the West German economy. One 
equation is used to derive estimates of rational 
forecasts of monetary growth; its errors pro- 
vide estimates of unanticipated money growth. 
The paper examines the impact of anticipated 
and unanticipated monetary growth on "real” 
variables — GDP, the index of industrial pro- 
duction, and unemployment. Consistent and 
efficient estimates are obtained. The results 
provide strong evidence both for rational ex- 
pectations and “structural neutrality” (i.e., only 
unanticipated money growth has real effects). 
Weltwirtsch. Arch., June 1984, 120(2), pp. 


244-55. University of Bristol, England; Univer- 
sity of Bristol; University of Warwick, Coven- 
try. 

Edgar, S. Michael and Swanson, Peggy E. — 
The Relationship between Selected Domes- 
tic and External Dollar Denominated Asset 
Yields 

Continuous adjustments in the relationships 
among worldwide currency markets since the 
early 1970s necessitate a reevaluation of the 
interrelationships of asset yields in these mar- 
kets. One aspect of concern has been the influ- 
ence of domestic dollar returns. This article 
has investigated the proposed substitution of 
negotiable certificate of deposit (CD) yields for 
Treasury bill yields as the primary determinant 
of changes in Eurodollar deposit rates. On the 
basis of both total and residual explained vari- 
ance, CD yields consistently outperform Trea- 
sury bill yields, and the differences in expla- 
natory power are larger than anticipated. 
Weltwirtsch. Arch., Sept. 1984, 120(3), pp. 
454-59. University of Texas, Arlington. 

Cordon, Robert J. — The Short-run Demand for 
Money: A Reconsideration 
The paper develops three criticisms of the 
traditional partial-adjustment specification for 
money demand. First, the .same lag structure 
is imposed on all variables, and each indepen- 
dent variable enters only as a current value, 
whereas a rational individual would respond 
to different variables with different lags. Sec- 
ond, when the general price level can move 
quickly in response to supply shocks, the influ- 
ence of these supply shocks should enter the 
money demand equation with a negative sign. 
Third, coefficients in the estimated equation 
for real balances may represent both demand 
and supply responses. Empirical work exam- 
ines alternative dynamic specification. / 
Money, Credit, Banking, Nov. 1984, Part 1, 
16(4), pp. 403-34. Northwestern University, 
Evanston, Illinois. 

Grice, Joe and Bennett, Adam — Wealth and 
the Demand for £M3 in the United King- 
dom, 1963-1978 

This paper reconsiders the factors that deter- 
mined the demand for the monetary aggregate 
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£M3 in the United Kingdom over the period 
1963-78. The study departs from previous 
work principally in giving explicit attention to 
the role of financial wealth, but also takes ac- 
count that the greater part of £M3 bears its 
own rate of interest. In addition, the possible 
effects of expectations of capital gains on com- 
peting assets are explored. Finally, the conse- 
quences of inevitable measurement error in 
studies of this kind are examined in the context 
of some Monte Carlo experiments. The paper 
concludes that portfolio considerations domi- 
nate transactions in the demand for £M3 in 
the long run and that the role of capital gain 
expectations should not be ignored. Manches- 
ter Sch. Econ. Soc. Stud., Sept. 1984, 52(3), pp. 
239-71. H.M. Treasury, London. 

von Hagen, Jurgen — The Causal Role of Money 
in West Germany — Some Contradicting 
Comments and Evidence 
A number of studies in recent years have 
concluded that monetary aggregates in the 
Federal Republic -have been Granger-causal 
neither for the output nor for the price level. 
Two characteristics of time series that could 
have biased the results of previous studies are 
dealt with theoretically and empirically: (1) 
GNP data are as aggregates too broad because 
they encompass the government sector, thus 
suppres.sing the price and production behavior 
of the private competitive sector, which is rele- 
vant. (2) The data are temporally too highly 
aggregated. Weltwirtsch. Arch., Sept. 1984, 
I20{3), pp. 558-71. Institut fiir Stabilisierungs- 
iind Strukturpolitik, University of Bonn. 

Herman, James — Monetarism: A Paradoxical 
Counter-revolution 

Verification of the monetarist counterrevo- 
lution requires a plausible linkage between 
monetarism and the pre-Keynesian orthodoxy. 
When the (Cambridge version of the quantity 
theory is viewed as portfolio choice analysis, 
the required linkage is established. Paradoxi- 
cally, establishing this linkage simultaneously 
refutes the contention that monetarism has ac- 
complished a successful counterrevolution. 
This paradox arises because if the Cambridge 
quantity theory is a theory of portfolio choice, 
then there was no Keynesian revolution in 


monetary theory based upon portfolio choice 
analysis that was capable of eliciting a monetar- 
ist counterrevolution. Hist. Polit. Econ., Win- 
ter 1984, 16(4), pp. 583-90. University of South 
Florida, Tampa. 

Kareken, John H. — Bank Regulation and the 
Effectiveness of Open Market Operations 
An attempt is made to determine whether 
banking deregulation has resulted in the Fed- 
eral Reserve being less able than it was to influ- 
ence nominal GNP by means of open market 
operations, The finding is that the Federal Re- 
serve is at present no less effective than it was; 
more particularly, the elimination of maximum 
deposit interest rates has not had an adverse 
effect. It is suggested, though, that unless de- 
posit insurance policy is changed, further de- 
regulation could produce an “exce.ssively” 
risky banking industry and thereby result in 
a less effective Federal Reserve. Brookings 
Pap. Econ. Act., Dec. 1984, 2:1984, pp, 405- 
44. University of Minnesota. 

Lavoie, Marc — ^The Endogenous Flow of 
Credit and the Post Keynesian Theory of 
Money 

This paper shows that there exists a widely 
accepted alternative to the neoclassical synthe- 
sis and neo-quantitative theories of money. 
This alternative view is based up)on the obser- 
vation of modern monetary production econo- 
mies where money arises as a consequence of 
the credit needs of firms. What really matters 
is the behavior of borrowers and their use of 
and access to ov'erdrafts. Central banks may 
only fix the level of interest rates. They cannot 
and should not attempt to control the stock 
of money. ]. Econ. Issues, Sept. 1984, 18(3), 
pp. 771-97. Univ'ersity of Ottawa, 

Lin, Kuan-Pin and Oh, John S. — Stability of 
the U.S. Short-Run Money Demand Func- 
tion, 1959-81 

Stability tests are performed for the conven- 
tional U.S. money demand equation using 
switch regression techniques. This methodol- 
ogy provides for the identification of the shift 
point and the type of shift (abrupt or drift) 
and is conducive to hypothesis testing to deter- 
mine the sources of the shift for the regression 
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equation. The findings do not support the con- 
tention that the 1974 change in the money 
demand equation is a downward shift in the 
constant term as suggested by many recent 
empirical money demand studies. /. Finance, 
Dec. 1984, 39(5), pp. 1383-96. Portland State 
University, Oregon. 

Moore, Basil J. — Contemporaneous Reserve 

Accounting: Can Reserves Be Quantity Con- 
strained? 

Contemporaneous reserve accounting 
(C;RA) was recently introduced by the Federal 
Reserve as a measure to gain greater control 
over the monetary aggregates. The conven- 
tional view, based on the reserve base multi- 
plier approach, reflects a fundamental misun- 
derstanding of the process of monetary control. 
Only price rules are operative. Reserves can- 
not be quantity constrained. The money stock 
responds endogenously to changes in the de- 
mand for bank credit. Bank ability to restrict 
earning asset growth at their initiative is se- 
verely limited. CRA can only improve control 
over monetary aggregates to the extent it in- 
duces banks to adjust their earning assets 
within reserve maintenance periods. Institu- 
tional change toward more flexible price rules 
would be a preferred route to improved mone- 
tary control. / Post Keynesian Econ., Fall 1984, 
7(1), pp. 103-13. Wesleyan University and City 
of London Polytechnic. 

Patterson, K. D. and Ryding, J . — The Modified 

Fisher Hypothesis and the Steady State De- 
mand for Money 

This study considers the problem of testing 
the hypothesis that the steady state demand 
for money is invariant to changes in the rate 
of inflation when account is taken not only of 
a change in the price level, but also of the 
effect of inflation on the nominal rate of inter- 
est. Test statistics are constructed on the basis 
of the Wald principle, which only requires un- 
restricted estimates of the parameters. The 
analysis also illustrates the results of N. E. Savin 
(1980) in that we are able to attribute an eco- 
nomic meaning to the weights in the linear 
combination of coefficients, which account for 
the value of the test statistic for a joint hypothe- 
sis. Manchester Sch. Econ. Soc. Stud., Sept. 


1984, 52(3), pp. 300-313. University of Read- 
ing, England, and Bank of England; Bank of 
Elngland. 

Snower, Dennis J. — Rational Expectations, 
Nonlinearities and the Effectiveness of Mon- 
etary Policy 

This paper contends that even if the rational- 
expectations hypothesis and the natural-rate 
hypothesis both hold, systematic monetary pol- 
icy may nevertheless be able to influence pro- 
duction and employment, provided that the 
underlying macroeconomic model is nonlin- 
ear. Nonlinearities are suggested by a variety 
of theoretical and empirical considerations. 
The paper contains a well-known macroeco- 
nomic model in which such nonlinearities oc- 
cur. In this context, it is shown how the mone- 
tary authority can use systematic monetary 
policy to manipulate the levels of production 
and employment. Oxford Econ. Pap., June 
1984, 36(2), pp. 177-99. University of London 
and Institute for Advanced Studies, Vienna. 

Tumovsky, Stephen J. and Wohar, Mark E. — 
Monetarism and the Aggregate Economy; 
Some Longer-Run Evidence 
This paper uses a simple macro model to 
investigate various monetarist propositions 
over the period 1923-82. Initial tests indicate 
a structural break over this period, and the 
subperiods 1923-60 and 1961-82 are analyzed 
separately. Results obtained for the latter pe- 
riod support the monetarist propositions put 
forward by Jerome L. Stein and others. How- 
ever, upon closer investigation it appears that 
the crucial long-run neutrality that character- 
izes these findings is essentially generated by 
government policy and is not necessarily an 
intrinsic property of the economy over that 
period. By contrast, results obtained for the 
period 1923-60 are much less supportive of 
these same propositions. Rev. Econ. Statist, 
Nov. 1984, 66(4), pp. 619-29. University of Illi- 
nois, Urbana-Champaign, and National Bu- 
reau of Economic Research; University of Illi- 
nois, Urbana-Champaign. 

White, Lawrence H. — Competitive Payments 
Systems and the Unit of Account 
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Several recent studies have conceived of 
model laissez-faire payments systems having 
a unit of account but devoid of any outside 
currency or standard medium of exchange. 
This paper (1) examines whether such cashless 
payments models are coherent and opera- 
tional; (2) explores the historical evolution of 
commodity-money-based and fiat-money- 
based banking institutions for evidence of the 
possibility that financial deregulation could 
mean divorce of the unit of account from a 
unit of outside currency; and (3) concludes that 
payments systems not based on convertibility 
into a common outside currency should not 
be expected to displace currency-based sys- 
tems under laissez faire. Amer. Econ. Rev., 
Sept. 1984, 74{4), pp. 699-712. New York Uni- 
versity. 

.312 Commercial Banking 

Elyasiani, Elyas — The Multiproduct Deposi- 
tory Firm. Interest-bearing Transaction Bal- 
ances, Interest-bearing Reserves, and Uncer- 
tainty 

In this paper a model of depository firm be- 
havior is developed in which the depository 
institution acts as a multiple product producer 
facing regulatory constraints and multiple 
.sources of uncertainty. According to the 
model, the policy of interest payment by the 
central bank on the re.serves of depository 
firms (or allowing depository firms to hold in- 
terest-bearing reserves) has effects similar to 
those of a statutory limitation on the deposit 
rate and hence can be used as an alternative 
to that policy. The model also indicates that 
the accuracy of the central bank’s credit con- 
trol will improve if variances of policy instru- 
ments, as well as their mean values, are incor- 
porated in policy evaluation. In other words, 
the central bank should set “uncertainty ad- 
justed” Or “certainty-equivalent” target values 
for its monetary measures. Bull. Econ. Res., 
Nov. 1984, 36(2), pp. 173-93. Temple Univer- 
sity. 

Flannery, Mark J. and James, Christopher 
M. — Market Evidence on the Effective Ma- 
turity of Bank Assets and Liabilities 
In order to measure a financial intermedi- 
ary’s exposure to interest rate risk, the effective 


maturities of all its assets and liabilities must 
be known. In some cases, however, deposit 
market imperfections may cause effective ma- 
turities to differ substantially from stated (nom- 
inal) maturities. The authors use stock market 
and balance sheet data for a sample of commer- 
cial banks to infer the effective maturities of 
several important types of bank assets and lia- 
bilities. The results provide empirical support 
for the existence of “core deposits” — deposit 
balances whose effective maturities substan- 
tially exceed their nominal maturities. /. 
Money, Credit, Banking, Nov. 1984, Part 1, 
16(4), pp. 435—45. University of North Caro- 
lina, Chapel Hill; University of Oregon, Eu- 
gene. 

Gilbert, R. Alton — Bank Market Structure and 
Competition; A Survey 
The article surveys literature on the influ- 
ence of market structure on bank performance 
and the literature on bank costs. The better 
studies indicate a relationship between bank 
performance and market structure more con- 
sistently than other studies, but the effects of 
market structure on performance measures 
are estimated to be small. The literature on 
bank costs has progressed in the past twenty 
years in terms of more detailed information 
on bank output and experimentation with 
functional forms. Recent studies find that econ- 
omies of scale are exhausted at levels of output 
that are low relative to the size of most banking 
markets. / Money, Credit, Banking, Nov. 1984, 
Part 2, 16(4), pp. 617-44. Federal Reserve 
Bank of St. Louis, Kansas City. 

Cutteiitag, Jack and Herring, Richard — Credit 
Rationing and Financial Disorder 
The authors develop a model of lender be- 
havior in the presence of default risk and moral 
hazard that determines default premiums and 
identifies the conditions under which borrow- 
ers are rationed. A hypothesis regarding a cog- 
nitive bias in the formation of expectations pro- 
vides a dynamic component to the analysis and 
allows the authors to explain how an economy 
becomes vulnerable to a financial crisis and 
why vulnerability may increase over time. J. 
Finance, Dec. 1984, 39(5), pp. 1359-82. Uni- 
versity of Pennsylvania. 
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Kama, Adi S. and Craddy, Duane B. — Double 
Leverage and the Cost of Bank Holding 
Company Capital 

(Conventional double leverage refers to the 
issuance of debt by a bank holding company 
(BHC) parent organization to fund equity in- 
vestment in their affiliated banks. As a result, 
leverage is reduced at the bank level, while 
it is increased for the parent company and the 
consolidated firm. This paper argues that BHCs 
with greater double leverage ratios should 
have higher component costs of capital. The 
double leverage effect should be in addition 
to the financial risk attributable to the consoli- 
dated leverage ratio. Double leverage was 
found to have an independent influence on 
the component costs of BHC capital. Quart. 
J. Bus. Econ., Spring 1984, 23(2), pp. 72-84. 
Indiana University-Purdue University, Port 
Wayne; Middle Tennes.see State University, 
Murfreesboro. 

Marcus, Alan J. and Shaked, Israel — The Valu- 
ation of P'DIC Deposit Insurance Using Op- 
tion-pricing t^stimates 
The Black-Scholes put-option pricing for- 
mula is used to derive and estimate bank-spe- 
cific, fair premium rates for FDIC deposit in- 
surance. Empirical results indicate that the 
actual insurance premium, even after the typi- 
cal FDIC rebate to banks, is at least double 
the rate warranted by the default risk for most 
banks in the sample. Further, the distribution 
of fair premia is extremely skewed, which sug- 
gests that the FDIC should differentiate among 
banks in setting premium rates. / Money, 
Credit, Banking, Nov. 1984, Part 1, 16(4), pp. 
446-60. Boston University. 

Santomero, Anthony M — Modeling the Bank- 
ing Firm: A Survey 

This paper reports on micro-bank modeling 
and assesses our understanding of the optimal 
behavior of banks. It reviews literature on the 
reasons for, and roles played by, the banking 
sector. The modeling of each portion of bank 
decision making is addressed to assess under- 
standing of choice problems for balance sheet 
components. The treatment of general bank 
behavior, including total asset and liability 
management, as well as interest rate risk pref- 


erence, is critiqued. Finally, peripheral topics 
such as lines of credit and credit rationing are 
discussed. / Money, Credit, Banking, Nov. 
1984, Part 2, 16(4), pp. 576-602. University 
of Pennsylvania. 

313 Capital Markets 

Bookstaber, Richard and Clarke, Roger — Op- 
tion Portfolio Strategies: Measurement and 
Evaluation 

It is well known that options can increase 
the flexibility of returns available from invest- 
ment strategies. However, actually describing 
the effect of option portfolio strategies and 
evaluating the performance of .such strategies 
is a difficult task. In this paper the authors use 
an approximation algorithm to determine 
some of the important characteristics of option 
portfolio strategies, They also con.sider the 
measurement of performance for the strate- 
gies and discuss the pitfalls of applying several 
popular portfolio evaluation techniques to 
portfolios with option positions. J. Bus., Oct. 
1984, 57(4), pp. 469-92. Brigham Young Uni- 
versity. 

Bubnys, Edward L.; Primeaux, Walter J,, Jr., 
and Zumwalt, J. Kenton — Risk and Return 
under Changij)g Regulation, An Empirical 
Analysis 

This study examines the impact of changes 
in rate-base valuation methods on (1) system- 
atic risk, (2) expected shareholder returns, and 
(3) realized shareholder returns. Os’erall, the 
results are consistent with the hypothesis that 
rate-base valuation methods should not and do 
not account for differences in utilities-account- 
ing-realized rates of return. However, the re- 
sults for utilities in one state provide support 
for the argument that investors fare better un- 
der fair-value regulation. Managerial Dec. 
Econ., Dec. 1984, 5(4), pp. 234-41. Illinois 
State University, Normal; University of Illinois, 
Urbana-Champaign; University of Illinois, Ur- 
bana-Champaign. 

Cho, David Chinhyung — On Testing the Arbi- 
trage Pricing Theory: Inter-battery Factor 
Analysis 

This paper tests the Arbitrage Pricing The- 
ory (APT) by estimating the factor loadings that 
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are consistent between two industry groups 
of securities. The author employs interbattery 
factor analysis, which enables him to estimate 
factor loadings by constraining the factors to 
be the same between two diflPerent groups. The 
results show that there seem to be five or six 
intergroup common factors that generate daily 
returns for two industry groups of securities, 
and these intergroup common factors do not 
seem to depend on the size of groups. Also, 
based on the cross-sectional tests on the risk 
premia, the author concludes that the APT 
should not be rejected. / Finance, Dec. 1984, 
39(5), pp. 1485-502. University of Wisconsin, 
Madison. 

Connor, Gregory — A Unified Beta Pricing 

Theory 

This paper derives S. A. Ross’s Mutual Fund 
Separation Theory and a new equilibrium ver- 
sion of Ro.ss’s Arbitrage Pricing Theory as spe- 
cial cases of a general theory. The paper also 
reveals that the two theories are identical in 
their predictions of asset prices and portfolio 
returns. The Capital Asset Pricing Model (a 
restricted case of the Mutual Fund Separation 
Theory) receives special treatment. / Exon. 
Theory, Oct. 1984, 34(1), pp. 13-31. North- 
western University, Evanston, Illinois. 

Constantinides, George M. — Warrant Exercise 

and Bond Conversion in Competitive Mar- 
kets 

The author develops a theory of warrants 
held by competitive warrantholders not con- 
strained to exercise their warrants as one block; 
the theory also applies to convertible bonds 
held by competitive bondholders not con- 
strained to convert their bonds as one block. 
The author proves that the warrant (bond) 
price in each of the competitive equilibria is 
less than or equal to the price in an economy 
with the block constraint, and that for at least 
one competitive equilibrium the warrant 
(bond) price equals the warrant (bond) price 
in the block-constrained economy. He illus- 
trates the paths of competitive warrant exer- 
cise and bond -conversion and concludes that 
under realistic assumptions they can be long. 
/ Finan. Econ., Sept. 1984, I3{3}, pp. 371-97. 
University of Chicago. 


Constantinides, George M. and Ingersoll, Jona- 
than E., Jr. — Optimal Bond Trading with 
Personal Taxes 

Tax considerations governing bondholders' 
optimal trading include: capital loss realiza- 
tion; capital gain deferment; change of the 
long-term holding period status to short-term, 
by sale of the bond and repurchase, to realize 
future losses short-term; and raising the basis 
above par, by sale of the bond and repurchase, 
to deduct the amortized premium from ordi- 
nary income. The optimal policy, which incor- 
porates transactions costs and conforms to the 
IRS code, substantially diflFers from the buy- 
and-hold and continuous-realization policies. 
Failure to account for optimal trading may se- 
riously bias econometric estimation of the yield 
curve and the tax bracket of the marginal 
bondholders. / Finan. Econ., Sept. 1984, 13(3), 
pp. 299-335 University of Chicago; Yale Uni- 
versity. 

Dimson, Elroy and Marsh, Paul R. — An Analy- 
sis of Brokers’ and Analysts’ Unpublished 
Forecasts of UK Stock Returns 
An empirical study of over 4,000 specific 
share return forecasts made by 35 U.K. stock- 
brokers and the analysts of a large investment 
institution. Compari.son of forecast and real- 
ized returns reveals a small but potentially use- 
ful degree of forecasting ability. Much of the 
information content, however, is discounted 
in the market within the first month. Never- 
theless, analysis of 3,000 transactions moti- 
vated by the forecasts shows that the apparent 
predictive ability of the recommendations was 
translated into superior portfolio performance. 
Differences in forecasting ability between bro- 
kers do not persist over time, but predictive 
accuracy can be improved by pooling forecasts. 
/. Finance, Dec. 1984, 39(5), pp. 1257-92. Lon- 
don Business School. 

Dunn, Kenneth B. and Spatt, Chester S. — A 
Strategic Analysis of Sinking Fund Bonds 
Unlike most securities, the pricing of sinking 
fund bonds is influenced by the distribution 
of ownership, which summarizes the extent to 
which the market is cornered. The effect of 
the distribution of ownership on the pricing 
of sinking fund bonds is examined by an ex- 
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plicit game in which the price obtained for 
bonds sold can depend upon the size of the 
investor’s position. This framework is used to 
contrast the valuation of sinking fund bonds 
with the valuation of amortizing bonds and 
straight debt. The authors show that it is gener- 
ally incorrect to view sinking fund bonds as 
being equivalent to serial bonds. J. Finan. 
Econ., Sept. 1984, V3(3), pp. 399-423. Carne- 
gie-Mellon University. 

Fatemi, Ali M. — Shareholder Benefits from 
Corporate International Diversification 
This study provides further evidence on the 
rates of return realized by the shareholders 
of multinational firms relative to those of 
purely domestic firms. The results indicate that 
the risk-adjusted returns realized by the share- 
holders are identical across the two groups ex- 
cept where the MNC operates in competitive 
foreign markets. In that case MNC sharehold- 
ers experience negative abnormal returns. The 
study also provides further evidence on the 
risk-reduction effect of international diversifi- 
cation. The results fail to support the hypothe- 
sis that the beta is a convex function of the 
degree of international involvement. Finally, 
the paper provides some preliminary evidence 
on the effect of corporate international diversi- 
fication on shareholders’ returns. It is found 
that abnormal returns rose by some 18 percent 
during the 14 months preceding the initial for- 
eign diversification. /. Finance, Dec. 1984, 
39(5), pp. 1325-44. Kansas State University, 
Manhattan, Kansas. 

Fong, H. Gifford and Vasicek, Oldrich A. — A 
Risk Minimizing Strategy for Portfolio Im- 
munization 

An immunized portfolio’s rate of return over 
the investment horizon has a standard devia- 
tion, which is proportional to the value of the 
portfolio’s immunization risk. This risk mea- 
sure is equal to the variance of times to pay- 
ment around the horizon date and is depen- 
dent upon the composition of the portfolio. 
Minimization of this measure allows a portfolio 
to be structured to have minimal vulnerability 
to interest rate risk. Regardless of the nature 
of interest rate changes, investors can choose 
a portfolio that offers a high probability of 


achieving the target return for a given risk 
preference. / Finance, Dec. 1984, 39(5), pp. 
1541-46. Gifford Fong Associates, Lafayette, 
California; Dimensional Credit Corporation, 
San Francisco. 

Gau, George W. — Weak Form Tests of the Effi- 
ciency of Real Estate Investment Markets 
This paper tests the weak form efficiency of 
two real estate markets. The results of serial 
correlation tests of price and return measures 
derived from time series of apartment and 
commercial properties describe a general ab- 
sence of significant autocorrelation and sup- 
port the fair game model. This result is further 
corroborated by the failure of the estimated 
ARIMA forecasting model to accurately pre- 
dict future real estate prices. Financial Rev., 
Nov. 1984, 19(4), pp. 301-20. University of 
British Columbia, Vancouver. 

Cay, Gerald D. and Manaster, Steven — The 
Quality Option Implicit in Futures Contracts 
The quality option implicit in futures con- 
tracts allows the short position to satisfy the 
contract by delivering one of a variety of speci- 
fied assets. If, at the time the contract is pur- 
chased, knowledge of which of the allowed as- 
sets will be cheapest at maturity is uncertain, 
then the quality option will have value. The 
greater the value of this option, the lower will 
be the futures price. This paper presents, and 
tests, a futures pricing model that incorporates 
the quality option aspect of commodity futures 
contracts. The authors’ research shows that the 
quality option has a significant impact on fu- 
tures prices. / Finan. Econ., Sept. 1984, 73(3), 
pp. 353-70. Georgia State University, Atlanta; 
University of Utah, Salt Lake City. 

Geske, Robert and Johnson, Herb E. — 'Fhe 
American Put Option Valued Analytically 
An analytic solution to the American put 
problem is derived herein. The hedge ratio 
and other derivatives of the solution are pre- 
sented. The formula derived implies an exact 
duplicating portfolio for the American put con- 
sisting of discount bonds and stock sold short. 
The formula is extended to consider put op- 
tions on stocks paying cash dividends. A poly- 
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nomial expression is developed for evaluating 
these formulas. Then values and hedge ratios 
for puts on both dividend and non-dividend- 
paying stocks are calculated, tabulated, and 
compared with values derived by numerical 
integration and binomial approximation. As 
with the analytic European option pricing for- 
mula developed by F. Black and Myron 
Scholes, this polynomial evaluation of the ana- 
lytic integral(s) is more efficient than binomial 
or finite difference methods. Finally, applica- 
tions of this American put solution are dis- 
cussed./. Finance, Dec. 1984, 39(5), pp. 1511- 
24. University of California, Los Angeles. 

Crinols, Earl L. — Production and Risk Level- 
ing in the Intertemporal Capital Asset Pric- 
ing Model 

This paper extends Robert Merton’s inter- 
temporal capital asset pricing model with mul- 
tiple consumers to include a description of the 
supply of traded securities. The production de- 
cisions of firms are described in a model with 
stochastic investm'ent opportunities and in- 
complete markets. The monetary value to in- 
vestors of a change in the contract structure 
due to changing firm production is analyzed. 
In this setting the competitive market achieves 
an appropriately defined Nash-constrained 
Pareto optimum. Sufficient conditions for in- 
vestor unanimity, market value maximization 
by firms, and the equilibrium to achieve a con- 
strained Pareto optimum are derived. /. Fi- 
nance, Dec. 1984, 39(5), pp. 1571-95. Univer- 
sity of Illinois, Urbana. 

Hasbrouck, Joel — Stock Returns, Inflation, and 
Economic Activity: The Survey Evidence 
This paper explores the relationships be- 
tween stock returns, inflation, and economic 
activity using survey expectations data. The 
principal findings are: (1) the hypothesized re- 
lationship between expected inflation and ex- 
pected economic activity is found empirically; 
(2) however, the link is of strength insufficient 
to explain the negative relationship between 
expected inflation and stock returns; (3) the 
cross-forecaster dispersion of economic activity 
forecasts, a proxy for real uncertainty, appears 
to be a significant determinant of stock returns, 
and inclusion of this variable eliminates the 


negative impact of expected inflation. / Fi- 
nance, Dec. 1984, 39(5), pp. 1293-310. New 
York University. 

Hilliard, Jimmy E. — Hedging Interest Rate 
Risk with Futures Portfolios under Term 
Structure Effects 

This study develops and tests a method for 
reducing interest rate risk in a fixed spot port- 
folio of assets and liabilities with default-free 
cash flows. A minimum variance hedge is con- 
structed by adding a p>ortfo)io of financial fu- 
tures to the spot portfolio. Theorems are given, 
which establish necessary and sufficient condi- 
tions for the existence of unique and zero-vari- 
ance hedges. The risk reduction characteristics 
of the methodology are demonstrated by an 
empirical analysis./. Finance, Dec. 1984, 39(5), 
pp. 1547-70. University of Georgia, Athens. 

Jagannathan, Ravi — Call Options and the Risk 
of Underlying Securities 
Robert Merton (1973) in his seminal article 
“Theory of Rational Option Pricing" showed 
that the rationally determined price of a call 
option is a nondecreasing function of the “riski- 
ness” of its associated common stock. In deriv- 
ing his results, Merton made restrictive as- 
sumptions about the way the market prices 
payoff distributions and used the measure of 
M. Rothschild and J. E. Stiglitz (1970) to com- 
pare the riskiness of securities. The author 
shows by means of an example that the Merton 
result will not in general be true. He then de- 
rives a sufficient condition for the option on 
one stock to have higher market value than 
the option on another stock, when both the 
stocks have the same price and explains why 
the Merton result is valid in the Black-Scholes 
environment. /. Finan. Econ., Sept. 1984, 
13(3), pp. 425-34. Northwestern University, 
Evanston, Illinois. 

Kwan, Clarence C. Y. — Portfolio Analysis Us- 
ing Single Index, Multi-index, and Constant 
Correlation Models: A Unified Treatment 
In this study a simple common algorithm, 
which is applicable to seven models, is pro- 
posed for optimal portfolio selection, disallow- 
ing short sales of risky securities. The models 
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considered in the analysis consist of a single 
index model, four multi-index models, and two 
constant correlation models. Unlike the previ- 
ous approach, the proposed algorithm does not 
require explicit ranking of securities. There- 
fore, it is particularly useful for two multi-index 
models with orthogonal indices, which do not 
provide any ranking criterion. Also, because 
of its algorithmic efficiency as demonstrated 
in a simulation study on models with multiple 
groups, the approach here can enhance their 
u.sefulness in portfolio analysis. J. Finance, Dec. 
1984, 39(5), pp. 1469-84. McMaster Univer- 
sity, Hamilton, Ontario. 

Lai, Tseng- Yue and Boness, A. James — Invest- 
ment in the Long Run 
If (a) portfolio returns are generated by a 
Wiener process, (b) assets can be sold short and 
are traded without frictions, and (c) a zero-beta 
portfolio spans the efficient frontier, then opti- 
mal investment policies depend on the covari- 
ances of risk premiums over all periods and 
on the relative risk aversion of the investor. 
It is conjectured that a sufficient condition for 
myopic optimal policies is either that the utility 
function is logarithmic or that the distributions 
of returns over all periods are uncorrelated. 
Dynamic programming analysis indicates that 
both conditions, or an equivalent pair, are re- 
quired. Financial Rev., Nov. 1984, 79(4), pp. 
285-300. Florida State University, Tallahassee; 
State University of New York, Buffalo. 

LakonLshok, Josef and Smidt, Seymour — Vol- 
ume and Turn-of-the-Year Behavior 
This paper studies the trading characteristics 
of listed companies by size, and year-end be- 
havior. There were no transactions on nearly 
25 percent of the days for the smallest decile 
even at the turn of year, which is an active 
trading period for small companies. As a result 
of low levels of trading and the regulations gov- 
erning exchange specialists, transaction prices 
and quotations of small listed companies may 
require several days to fully reflect equilibrium 
price changes. The data confirm the existence 
of a year-end seasonal pattern in rates of return 
for small companies and suggest that there 
may be a seasonal pattern for large companies 
as well. J. Finan. Econ., Sept. 1984, 73(3), pp. 


435-55. Tel-Aviv University; Cornell Univer- 
sity. 

Lease, Ronald C.; McConnell, John J. and Mik- 
kelson, Wayne H. — The Market Value of Dif- 
ferential Voting Rights in Closely Held Cor- 
porations 

This study extends research that documents 
a price difference between share classes that 
are differentiated only by voting rights. Six 
companies that have two publicly traded share 
classes are examined. For each firm, voting 
control is concentrated in the hands of princi- 
pal officers and directors. Price differences be- 
tween the share classes are observed even 
though none of the firms has been the target 
of a publicly announced takeover attempt or 
experienced an important change in the distri- 
bution of ownership of voting rights. Examina- 
tion of the relative pricing of the share classes 
over time and around important corporate 
events fails to uncover the source of the price 
differences./. Bus., Oct. 1984, 57(4), pp. 443- 
67. University of Utah; Purdue University; 
University of Oregon. 

Levy, Haim — Another Look at the Capital As- 
set Pricing Model 

The article is designed to provide evidence 
that empirical results that test the capital as.set 
pricing model diverge in some systematic man- 
ner from the expected results. In particular 
it is explained why in most empirical studies 
we obtain a flatter line in comparison with the 
line obtained with the optimal Mean-Variance 
portfolio. Quarterly Rev. Econ. Bus., Summer 
1984, 24(2), pp. 5-32. University of Florida and 
Hebrew University of Jerusalem. 

Litzenberger, Robert H. and Rolfo, Jacques — 
Arbitrage Pricing, Transaction Costs and 
Taxation of Capital Gains: A Study of Gov- 
ernment Bonds with the Same Maturity 
Date 

This paper examines one of the few cases 
of seemingly redundant securities; sets of three 
government bonds with the same maturity 
date. Within the bounds on relative bond 
prices established by tax-exempt investors in 
a market with proportional transaction costs. 
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le taxation of capital gains on the basis of real- 
zation has a significant impact on relative 
rices. The empirical evidence supports the 
ax option effect discussed by George M. Con- 
tantinides and], Ingersoll, but does not gener- 
Jly support the segmented tax-clientele equi- 
ibrium discussed by S. Schaefer. J. Finan. 
Icon., Sept. 1984, 13{3), pp. 337-51. Stanford 
Iniversity; World Bank, Washington, D.C. 

oterba, James M. and Summers, Lawrence 
H. — New Evidence That Taxes Affect the 
Valuation of Dividends 
This paper uses British data to examine the 
■ffects of dividend taxes on investors’ relative 
aluation of dividends and capital gains. British 
ata offer great potential to illuminate this 
uestion, since there have been two radical 
hanges and several minor reforms in British 
ividend tax policy during the last twenty-five 
ears. These reforms offer an ideal controlled 
xperirnent for assessing the effects of taxes 
n investors’ valuation of dividends. Using both 
aily and monthly security return data, the au- 
lors find clear evidence that taxes affect the 
quilibrium relationship between dividend 
ields and market returns. These findings 
eepen the puzzle of why firms pay dividends. 

Finance, Dec. 1984, 39(5), pp. 1397-416. 
lassachusetts Institute of Technology; Har- 
ard University. 

lOll, Richard — Orange Juice and Weather 
Futures contracts in frozen concentrated or- 
nge juice present an unusual opportunity to 
valuate information processing in a financial 
larket. Almost all Juice oranges for frozen con- 
entrate are grown in a single region of the 
ountry, central Florida. Since orange Juice in- 
entories are relatively small, orange trees are 
ow to mature, and there is little reason to 
xpect short-term exogenous shifts in demand, 
ie value of the annual crop should be signifi- 
cantly affected by the weather in P’lorida. Us- 
ig daily orange Juice futures prices for 1975- 
1, corresponding central Florida weather, 
nd forecasts by the National Weather Service, 
le information processing ability of the mar- 
et is investigated. Price movements predict 
ubsequent temperature forecasting errors, 
)ut the explained variance is low. Amer. Econ. 


Rev., Dec. 1984, 74(5), pp. 861-80. University 
of California, Los Angeles. 

Shalit, Haim and Yitzhaki, Shlomo — Mean- 

Gini, Portfolio Theory, and the Pricing of 

Risky Assets 

The paper presents the mean-Gini approach 
to analyze risky prospects and construct opti- 
mum portfolios. The proposed method has the 
simplicity of a mean-variance model and the 
main features of stochastic dominance effi- 
ciency. Since mean-Gini is consistent with in- 
vestor behavior under uncertainty for a wide 
class of probability distributions, Gini's mean 
difference is shown to be more adequate than 
the variance for evaluating the variability of 
a prospect. The mean-Gini approach is applied 
to capital markets and the security valuation 
theorem is derived as a general relatioiuhip 
between average return and risk. This is fur- 
ther extended to include a degree of risk aver- 
sion that can be estimated from capital market 
data. The analysis is concluded with the con- 
centration ratio to allow for the classification 
of different securities with respect to their rela- 
tive riskiness. J. Finance, Dec. 1984, 39(5), pp. 
1449-68. University of Maryland, College 
Park, and Hebrew University of Jerusalem; He- 
brew University of Jerusalem. 

Shiller, Robert J. — Stock Prices and Social Dy- 
namics 

This article argues from various pieces of evi- 
dence, including research in social psychology, 
that changing fashions or attitudes may be the 
dominant cause of movements in the price of 
the aggregate stock markets. The efficient mar- 
kets literature is criticized for not effectively 
confronting such social-psychological alterna- 
tives; their tests may have little power against 
them. A model is presented that relates stock 
prices to the present value of expected future 
demands by ordinary individual investors. Ex- 
ploratory data analysis with U.S. data suggest 
that ordinary investors may overreact to aggre- 
gate dividends. Brookings Pap. Econ. Act., 
Dec. 1984, (2), pp. 457-98. Yale University. 

Stapleton, Richard C. and Subrahmanyam, 

Marti G. — ^The Valuation of Options When 
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Asset Returns Are Generated by a Binominal 
Process 

This paper values options on assets whose 
returns, over a finite interval of time, are gen- 
erated by a binomial process. It shows that a 
simple valuation relationship, between the op- 
tion and the underlying stock, exists if investors 
have preference functions that belong to a par- 
ticular class, even if opportunities to hedge do 
not exist. One particular application of the the- 
ory is in the case where the stock price over 
a finite interval could increase by an amount, 
fall by the same amount, or stay at the same 
level. The results in this paper may be viewed 
as the foundation of the preference-based ap- 
proaches to obtaining a risk neutral valuation 
relationship. J. Finance, Dec. 1984, 39(5), pp. 
1525-39. University of Manchester; New York 
University. 

315 Credit to Business, Consumer, etc. (including 
mortgages) 

Anderson, Gordon J, and Hendry, David F. — 
An Econometric Model of United Kingdom 
Building Societies 

Following the theory-model in D. F. Hendry 
and G. J. Anderson (1977) dynamic decision 
rules are formulated for mortgage lending, de- 
posit and mortgage interest rates, and deposit 
inflows, based on managers optimizing a multi- 
variate loss function penalizing deviations 
from their various objectives. Empirical ana- 
logues are estimated and tested by simplifying 
general lag equations consistent with the the- 
ory-model in dynamic and static equilibria. 
The resulting system satisfies most of the re- 
quired statistical criteria including a test of 
overidentifying restrictions, and the selected 
equations corroborate the theory formulation, 
especially the implication of chronic credit ra- 
tioning. Oxford Bull. Econ. Statist, Aug. 1984, 
46(3), pp. 185-210. Southampton University; 
Nuffield College, University of Oxford. 

Tybout, James R. — Interest Controls and 
Credit Allocation in Developing Countries 
All laws governing financial intermediation, 
and in particular interest controls, affect econ- 
omy-wide credit allocations by altering the set 
of loan contracts over which borrowers and 
lenders may negotiate. If some contracts that 


would have been agreed upon in the absence 
of government interventions are made illegal, 
the affected loan applicants must accept differ- 
ent contracts and adjust their financial struc- 
ture accordingly. This paper analyzes the issue 
of who will be affected and how they will react; 
it then presents empirical evidence from Co- 
lombia. /. Money, Credit, Banking, Nov. 1984, 
Part 1, 16(4), pp. 474-87. Georgetown Univer- 
sity and World Bank, Washington, D.C. 

320 Fiscal Theory and Policy; Pubuc 
Finance 

Delorme, Robert — A New View on the Eco- 
nomic Theory of the State: A Case study of 
France 

Is it possible to make statements on the role 
of the state on the basis of a systematic study 
of the origins and of the evolution of public 
spending and other public interventions in the 
economy? The aim of this paper is to show 
the possibility of answering this question posi- 
tively, provided that a major methodological 
problem is solved. It leads to a focus on several 
new features. One of them is the present con- 
figuration of the relation between the state and 
the economy. It is characterized as the insierted 
state. The need to develop a theory of the state 
insertion is advocated. / Econ. Issues, Sept. 
1984, 18(3), pp. 715-44. University of Lille 1 
and CEPREMAP, Paris. 

Raynauld, Andre — The Canadian Federation 
Political arbitration is essential in a federal 
system. First, efficiency considerations lead to 
indeterminate conclusions: diversity of prefer- 
ences militates generally in favor of decentrali- 
zation, while supply conditions and gains from 
trade call for centralization. Second, there is 
a potential conflict between interpersonal and 
interregional equity and efficiency in the sup- 
ply of public goods and services. Lastly, it has 
not been possible up to now to devise objective 
rules of conduct for governments themselves 
within a federal system. Hence, the necessity 
of what are essentially political compromises. 
Can. J. Econ., Nov. 1984, 17(4), pp. 635-53. 
University of Montreal. 

321 Fiscal Theory and Policy 
Aim, James — Intergovernmental Grants and 
Social Welfare 
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This paper examines the normative basis for 
intergovernmental grants, using a model that 
extends the theories of optimal taxation and 
production to a two-tiered federal system. Ap- 
slication of numerical methods allows calcula- 
tion of the level of social welfare under differ- 
ent assumptions about individual preferences, 
government production, and welfare functions 
and, most significantly, the assignment of fiscal 
•esponsibilities between the state and federal 
governments. In all cases the normative basis 
for intergovernmental grants is quite strong. 
Their use enables society to achieve greater 
welfare than can be attained by complete as- 
.signment of the allocation function to any sin- 
gle level of government. Public Finance, Dec. 
1983, 38(3), pp. 376-97. University of Colo- 
rado, Boulder. 

Baldassarri, Mario — Optimal “Mix” of Govern- 
ment Expenditure and Optimal Growth 
Path for an Open Economy within a Three 
Targets-Three Guns P’ramework 
Usually, within' a closed economy frame- 
work, under full employment models, two tar- 
gets must be met: control of the inflation pro- 
cess and control of the path of the price of 
capital in order to lead the system toward the 
optimal growth path. In this essay the case of 
the three targets-three tools is particularly 
stressed, and the possibilities to lead an open 
economy toward the optimal growth path, fill- 
ing short-run stability conditions, are investi- 
gated. In such a framework the structure of 
government expenditure turns to be particu- 
larly important in the analysis, since the possi- 
bility to manage the accumulation process 
through direct government investments gives 
the economy the additional tool to fill the 
gap with respect to the three main targets 
represented by price control, foreign ac- 
count balance, and optimal growth path. 
Econ. Notes, 1984, (2), pp. 5-24. University of 
Bologna. 

Bamberg, Ciinter and Richter, Wolfram F. — 
The Effects of Progressive Taxation on Risk- 
taking 

The effect of progressive taxation on risk- 
neutral investors is unambiguous; risk-taking 
is reduced. This result is robust. It holds for 


arbitrarily distributed risks and arbitrary pro- 
gressive tax schedules; it is even valid in the 
case of a foil loss-offset. In contrast to this the 
effect of progressive taxation on risk-averse in- 
vestors is ambiguous in the following sense: 
for any nonlinear concave utility function 
there exist risks and corresponding progressive 
tax schedules ti and tt such that ti strictly in- 
creases and <2 strictly reduces risk-taking. Z. 
Nationalokon., 1984, 44(2), pp. 93-102. Uni- 
versity of Augsburg, West Germany; Univer- 
sity of Dortmund, West Germany. 

Biackorby, Charles and Donaldson, David — 
Ethical Social Index Numbers and the Mea- 
surement of Effective Tax/ Benefit Progres- 
sivity 

In this paper, the authors propose a general 
method for constructing measures (both rela- 
tive and absolute) of effective tax /benefit pro- 
gressivity from social-welfare functions. Rela- 
tive measures compare the after-tax (or bene- 
fit) distribution of income with the distribution 
that would result if the burden were imposed 
proportionally. Absolute measures use the 
equal taxation of individuals as a benchmark. 
These indices are related to relative and abso- 
lute indices of inequality. The authors’ relative 
indices are generalizations of the Gini-index- 
based Musgrave-Thin measure of effective 
progressivity. The authors compare their gen- 
eral indices to the proposals of N. Kakwani, 
C. Khetan and S. Poddar, and D. B. Suits. Can. 
J. Econ., Nov. 1984, 77(4), 683-94. University 
of British Columbia, Vancouver. 

Blomquist, N. Soren — The Wage Rate Tax — 
An Alternative to the Income Tax? 

Some aspects of whether a wage-rate tax 
might be a good alternative to the income tax 
are examined in this paper. Through simula- 
tions with a one-period optimal taxation model, 
where individuals are free to choose both the 
amount of education, which influences their 
wage rates, and hours of work, the optimal lin- 
ear wage-rate tax is compared to the optimal 
linear income tax. Special interest is paid to 
how the relative performance of the two tax 
systems depends on the elasticity of the wage 
rate with respect to education, and the elastic- 
ity of substitution in individuals' utility fonc- 
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tions. Smnd. J. Ecou., 1984, S6(2), pp. 269- 
85. University of Stockholm. 

Bos, Dieter — Income Taxation, Public Sector 
Pricing and Redistribution 
Income taxation and public sector pricing 
are considered in an integrated control-theory 
model in the Mirrlees tradition. It is shown 
that the often alleged separability between in- 
come taxation as a purely distributional instru- 
ment and public pricing as a purely allocation 
instrument usually does not hold. Rather, in 
the author’s model, public prices have to re- 
.semble the distributionally modified public 
prices proposed by Martin S. Feldstein (1972). 
Application of the fiscal policy instrument 
“public pricing” restricts the distributional 
task of income taxation. The results differ con- 
.siderably from the direct-indirect taxation 
controversy because the assumption of con- 
stant returns to .scale cannot be imposed in a 
model of public pricing Scand. J. Econ.. 1984, 
86(2), pp. 166-83. University of Bonn. 

Buchanan, James M The Ethical Limits of 

Taxation 

Normative nix theory has concentrated on 
the distribution of tax shares to the neglect 
of the absolute level of taxation. The first Rawl- 
sian principle of maximal equal liberty is intro- 
duced to derive limits on the absolute level 
of taxation. The critical requirement is that the 
freedom of persons, singly or in coalitions, to 
form new political associations be counted as 
a relevant liberty in the Rawlsian array. Simple 
examples illustrate the argument, and critical 
parameters are identified and discussed briefly. 
Scand. J. Econ., 1984, 86(2), pp. 102-14. 
George Mason University, Fairfax, Virginia. 

Cleeton, David L. — Wage and Price Measures 
of the Excess Burdens from Taxation 
The paper examines the proper choice of a 
measure of the excess burden to the consumer. 
The equivalent variation approach is shown 
to dominate the compensating variation 
method when comparing alternative tax poli- 
cies. A method is developed to represent ex- 
cess burdens in terms of wage or price varia- 
tions rather than income variations. When 


analyzing certain types of taxes or given a par- 
ticular specification of consumer utility, it is 
argued that the wage measures are more at- 
tractive than the income measures. Public Fi- 
nance, Apr. 1984, 39(1), pp. 11-24. Oberlin 
College. 

Harper, Ian R Taxation and Life Insurance: 

A Theoretical Analysis 
Taxation of life insurance is generally consid- 
ered to pose special and complex problems. 
These are alleged to stem from the special na- 
ture of life insurance. This paper challenges 
the notion. A model of the life insurance firm 
is presented, and the appropriate basis for tax- 
ing life insurance companies and their policy- 
holders is derived. This is compared with the 
.system of taxation currently operating in Aus- 
tralia. Econ. Rec., June 1984, 60(169), pp. 165- 
75. Australian National University, Canberra. 

Krzyzaniak, Marian — ^The Dynamic Incidence 
of the Levy on Income, Government Expen- 
ditures Wasteful 

Taxes are imposed either permanently or for 
a limited time only. In the latter case, we call 
them levies. The received theory of incidence 
of levies is undeveloped. Levies have dynamic 
incidence, with no burden (gain) in the long 
run. A neoclassical growing economy is sub- 
jected to a levy on income with government 
expenditures wasteful. F'irst, measures of inci- 
dence on a chord are taken, then using a suit- 
able discount rate the present values are ob- 
tained. The fixed ratio saver and the target 
consumer behaviors are limiting cases, their 
incidences provide a narrow band for the ac- 
tual incidence. Public Finance, Dec. 1983, 
38(3), pp. 339-61. Rice University, Houston. 

Lambert, Peter J. — Non-equiproportionate In- 
come Growth, Inequality, and the Income 
Tax 

The paper proposes a functional approach 
to the specification of non-equiproportionate 
growth patterns in individual incomes. The 
techniques developed are applied in a number 
of directions. The effect of such income growth 
on measures of pre-tax inequality and on the 
redistributive effect of the income tax schedule 
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are obtained. Measures of aggregate revenue 
responsiveness are defined, and quantitative 
links derived with local progression for certain 
forms of growth in incomes. Some existing the- 
oretical results on revenue elasticity, which 
assume equiproportionate pre-tax income 
growth are generalized. Public Finance, Apr. 
1984, 39(1), pp. 104-18. University of York. 

Marrelli, Massimo and Salvador!, Neri — Tax In- 
cidence and Growth Models 
The paper examines the relation between 
tax incidence (balanced budget) and the pro- 
cess of capital accumulation in the long run; 
its purpose is to provide a steady growth theory 
of tax incidence within a very general frame- 
work and to show how some of the results ob- 
tained by other authors are independent on 
any assumption on saving habits or on technol- 
ogy. More precisely, it is shown that, in a steady 
growth economy, a wage (profit) tax incidence 
whether greater, equal, or smaller than one 
hundred percent of wages (profits) depends on 
certain conditions on the rate of interest and 
on the relationship between the slope of the 
investment-savings equilibrium locus and that 
of the technological function, which relates 
the capital/output ratio to the rate of profit. 
Public Finance. Dec. 1983, 38(3), pp. 409-18. 
University of Naples; University of Catania, 
Italy. 

Ncrlove, Marc; Razin, Assaf and Sadka, 
Kfraim — Investment in Human and Nonhu- 
man Capital, Transfers among Siblings, and 
the Role of Government 
The paper explores the implications for effi- 
cient allocation of parent’s inability to force 
transfers among siblings. A first-best solution 
to the problem of optimal investment in hu- 
man capital and bequests cannot be achieved: 
transfers in the form of investment in human 
capital from parents to children are too low 
relative to bequests in the form of physical cap- 
ital. It is shown that a tax on earned income 
and a subsidy to inheritance improve welfare 
because they redistribute income from able to 
less able siblings, thus making the parent bet- 
ter off. Econometrica, Sept. 1984, 52(5), pp. 
1191-98, University of Pennsylvania; Tel- Aviv 
University; Tel-Aviv University. 


Okuno, Nobuhiro and Yakita, Akira — An Opti- 
mal Rule on the Supply of Public Goods in 
a Dynamic Setting 

An optimal rule on the supply of public 
goods under the presence of a distortionary 
tax is examined in a dynamic setting (a life- 
cycle model of the Paul Samuelson and Peter 
Diamond type). Different from static results, 
it is shown that, even if a distortionary interest 
income tax is present, the conventional benefit 
measure — which is defined as the sum of each 
consumer’s marginal rates of substitution be- 
tween a public good and a privage good — is 
still a true benefit measure if income distribu- 
tion between a working generation and a re- 
tired generation is optimal. Public Finance, 
Dec. 1983, 38(3), pp. 419-28. Nagoya Univer- 
sity, Japan; P'ukuoka University, Japan. 

Raymon, Neil and Stuart, Charles — Short-run 
Politicians and Long-run Tax Revenue: An 
Empirical Assessment 

A life-cycle growth model fit to the U.S. 
economy is used to calculate the tax rate that 
would maximize steady-state tax revenue. The 
rate that would be set by a “short-run politi- 
cian ” interested in maximizing current-period 
receipts is also calculated. In the current pe- 
riod, the capital stock is fixed, but labor is a 
variable factor. H’ollowing the intuition of 
James Buchanan and Dwight Lee, it might be 
suspected that this fixity of capital would lead 
the short-run politician to set taxes above the 
steady-state revenue-maximizing level. How- 
ever, such a conclusion does not hold for the 
cases considered in this study. Scand. J. Econ., 
1984, 86(3), pp. 314-25. University of Missouri, 
Columbia; University of California, Santa Bar- 
bara. 

Padoa Schioppa, Fiorella — Public Exjjenditure 
in a Flexi-price Model 

When an expectations augmented Phillips 
curve is introduced in an IS-LM model, the 
relative effectiveness of money versus long- 
term bond financing of deficit spending re- 
mains an open theoretical question. Money as 
well as bond finance may lead to NNP instabil- 
ity. Moreover, in both financing regimes, 
crowding-out of private by public final expen- 
diture is logically compatible with NNP local 
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stability. Public Finance, Apr. 1984, J9{1), pp. 
133-48. University of Trieste, Italy. 

Singh, Balvir and Sahni, Balbir S. — Causality 
between Public Expenditure and National 
Income 

This paper deploys the Granger method to 
determine the directions and patterns of cau- 
sality between national income and total as 
well as various components of public expendi- 
ture. Empirical results based on the data for 
India (1950-81) suggest that while at the disag- 
gregate level the causal process is rather di- 
verse, it is essentially “feed back’’-type at the 
aggregate level. It neither confirms the Wag- 
narian (Income— Public Expenditure) nor the 
Keynesian (Public Expenditure— National In- 
come) view. The paper recommends that two 
variables be treated as jointly-dependent in 
both the public finance and macro-economet- 
ric studies. Pev. Econ. Statist., Nov. 1984, 
66(4), pp. 630-44. Concordia University, Mont- 
real. 

Stem, Nicholas H. — Optimum Taxation and 
Tax Policy 

The paper gives a nontechnical introduction 
to the modern literature on optimum taxation 
in order to provide a broad understanding of 
the methods of approach, the type of argu- 
ments used, and the conclusions reached. The 
three central questions concern the extent of 
taxation of different commodities, the level and 
progressivity of the income tax, and the bal- 
ance between the taxation of commodities and 
the taxation of income. The theory of reform 
(that is, the appraisal of small movements from 
a given initial condition) is introduced and 
compared with that of optimality. Some gen- 
eral lessons ate identified. Int. Monet Fund 

Staff Pap., June 1984, 3i(2), pp. 339-78. Uni- 
versity of Warwick, Coventry. 

Sugden, Robert — Reciprocity; The Supply of 
Public Goods through Voluntary Contribu- 
tions 

Despite the free rider problem, some public 
goods are supplied through voluntary contri- 
butions. This paper offers an explanation. Peo- 
ple are assumed to be motivated by a principle 
of reciprocity; roughly, one may not take a free 


ride when others are contributing toward ■ 
public good from which one benefits. In a soci 
ety of identical individuals Pareto efficiency 
may be, but need not be, achieved through 
reciprocity; but in general, there will be an 
undersupply of public goods. A number of 
other predictions are made, and the theory of 
reciprocity is compared with some other theo- 
ries of non-selfish behavior. Econ.J, Dec. 1984, 
94(376), pp. 772-87. University of Newcastle- 
upon-Tyne. 

Throsby, C. D. — The Measurement of Willing- 
ness-to-Pay for Mixed Goods 
Empirical studies of demand for the public- 
good output of mixed goods should not ignore 
demand for the private good in evaluating will- 
ingness-to-pay. An incentive may exist for indi- 
viduals to overstate their demand price if they 
perceive the possibility of a net gain in their 
private con.sumption position. A mechanism 
generating this behavior is suggested, and an 
application to the empirical valuation of the 
public-good output of the arts in Australia is 
presented. The results show that in this case 
private-good demand is a significant determi- 
nant of willingness-to-pay. Oxford Bull. Econ. 
Statist, Nov. 1984, 46(4), pp. 279-89. Mac- 
quarie University, .Sydney. 

Tuomala, Matti — Optimal Degree of Pro- 
gressivity under Income Uncertainty 
The “insurance effect” is introduced into the 
design of the optimal income tax policy when 
individual income is uncertain. One of the 
most noteworthy aspects of this analysis is that 
now it is even more difficult to derive analyti 
cally useful results for income tax policy pur 
poses than it was in earlier analyses. Using nu 
merical methods, it is shown that under quite 
reasonable assumptions regarding utility func 
tion and income distribution, we obtain a ptC 
gressive marginal tax rate structure, which 
rather similar to the structures actually ol 
served in many countries. Scand. J. Ecoi 
1984, S6(2), pp. 184-93. University of Helsinl 

Vohra, Rajiv — Local Public Goods and Avi 
age Cost Pricing 

Existence of a compensated Tiebout equil 
rium is proved for an economy with a measi 
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space of consumers. This result is then ex- 
tended to show the existence of equilibrium 
for an economy with natural monopolies and 
contestable markets, y. Math. Econ., Apr. 1984, 
13(1), pp. 51-67. Brown University. 

Weymark, John A. — Msyority-Rule Directions 

of Income Tax Reform and Second-Best Op- 
timality 

Two kinds of directional reforms of a linear 
income tax system are studied. First, income 
tax reform is studied from the perspective of 
a planner interested in obtaining a second-best 
optimum. Necessary and sufficient conditions 
for the existing tax parameters to be a local 
second-best optimum are obtained. In addi- 
tion, for nonoptimal tax schedules, the set of 
Pareto-improving, production-efficiency-pre- 
serving directions of tax reform are character- 
ized. Second, majority-rule directions of 
income tax reform are considered. A complete 
characterization of the changes in the values 
of the tax parameters that would be predicted 
to result from a majority vote over directions 
of tax reform is provided. Scand.J. Econ., 1984, 
86(2), pp. 194-213. University of British Co- 
lumbia, Vancouver. 

322 National Government Expenditures and 
Budgeting 

Solano, Paul L. — Institutional Explanations of 

Public Expenditures among High Income 

Democracies 

Political and fiscal forces explain substantial 
variation in non-central and national public 
spending of wealthy democracies. Employing 
a sample of 18 countries, the ordinary least 
squares equations revealed that coalition gov- 
ernments and central legislative structures 
have consistent impacts on total and function- 
ally defined expenditures at the central and 

national levels. Economic development, tax 
centralization, and federations and unitary 
countries manifest different effects on spend- 
ing at all three levels of government. Elected 
officials seek electoral support of their constitu- 
ents by providing them with benefits of public 
programs and avoiding the political liabilities 
of raising revenue to finance expenditures. 
Public Finance. Dec. 1983, 38(2), pp. 440-58. 
University of Delaware. 


323 National Taxation and Subsidies 

Alehin, Terry M. — A New Measure of Tax 

Progressivity 

This paper derives a new measure of the 
progressivity of income tax in terms of the 
amount of income redistributed via the income 
tax system, the average tax rate, and the pri- 
mary (or pre-tax) income distribution. The new 
index is calculated for Australia for the period 
from 1950-51 to 1979-80, and these results 
are compared with those calculated for the 
same period from three established indices of 
progressivity. The results show that Australian 
income tax system has become less progressive 
over the last thirty years, and some causes of 
this, such as the reduction in the number of 
scales, are discussed. It is concluded that the 
new index, labeled PROTA, is similar in size 
and direction to two of the established indices 
and can be calculated quite conveniently from 
published data and is thus a very valuable tool 
for policy formulation. Public Finance, Apr. 
1984, 39(1), pp. 1-10. University of Wollon- 
gong, New South Wales. 

Baldry, John C. — The Enforcement of Income 

Tax Laws: Efficiency Implications 

Complete enforcement of income tax laws, 
designed to reduce income tax evasion to zero, 
is shown to be inefficient. Starting from a “full 
compliance" policy, it is shown that a marginal 
reduction in enforcement will always allow for 
tax reduction, hence increases in the ex ante 
utility levels of taxpayers. Only if the tax struc- 
ture is rigid can full compliance be optimal. 
Econ. Rec., June 1984, 60(169), pp. 156-59. 
University of New England, Armidale, New 
South wies. 

Bergstrom, Villy and Sodersten, Jan — Do Tax 

Allowances Stimulate Investment? 

The assumption behind most of the empiri- 
cal work on investment behavior is that all 
available tax allowances may be claimed by 
the firms. However, there are several reasons 
why this may not be true. One purpose of this 
paper is to explore the effect on capital cost 
of assuming that firms have unused tax allow- 
ances and that the investment funds system 
is not used to finance marginal investments 
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during periods of investment fund releases. 
Another purpose is to construct econometric 
investment functions in order to compare the 
performance of alternative definitions of capi- 
tal cost. The hypothesis that tax allowances do 
not have the effect on capital cost implied by 
a mechanical interpretation of statutory tax 
rules cannot be rejected. Scand.J. Econ., 1984, 
86(2), pp. 244-68. Swedish Center for Working 
Life, Stockholm; University of Uppsala, Swe- 
den. 

Bieni, Krik — Inflation, Depreciation and the 
Neutrality of the Corporate Income Ta.x 
The treatment of depreciation allowances, 
interest deductions, and capital gains in the 
corporate income tax base may have a strong 
impact on the user cost of capital and hence 
on the firm’s investment deci.sions — particu- 
larly when inflation and interest rates are high 
and fluctuating. A few general conditions for 
neutrality — confined to exponential deprecia- 
tion schedules — are given in the literature. In 
this paper, these conditions are reconsidered 
in a broader perspective by (a) specifying gen- 
eral depreciation functions, (b) employing the 
concept “neutrality locus" to represent the 
class of tax systems that ensure neutrality in 
a given situation, and (c) stating some results 
on equivalent tax systems. Numerical results 
based on Norwegian data are reported. Scand. 
]. Econ., 1984, 86(2), pp. 214-28. Central Bu- 
reau of Statistics, Oslo. 

Boadway, Robin; Bruce, Neil and Mintz, 

Jack — The Role and Design of the Corporate 

Income Tax 

Proposals for tax reform have focused on the 
role of the corporate tax as either (I) a tax on 
pure profits, or (2) a withholding tax against 
certain forms of income (capital gain income 
or income accruing to nonresidents). Little at- 
tention has been paid to reconciling these two 
functions. The authors discuss how both func- 
tions can be combined so that the corporate 
tax can collect revenue from economic rents 
and withhold income at the same time. They 
explicitly consider both nonfinancial firms and 
financial intermediaries. Scand.J. Econ., 1984, 
86(2), pp. 286-99. Queen's University, Kings- 
ton, Ontario. 


Davies, James B.; St-Hilaire, France and What- 
ley, John — Some Calculations of Lifetime 
Tax Incidence 

This paper reports lifetime tax incidence cal- 
culations for Canada using a simulation model 
of life cycle saving and bequest behavior for 
a representative sample of households. The 
data from the 19.71 Survey of Consumer Fi- 
nances used in the simulations along with the 
model output provide distributive series used 
to allocate major taxes to households' classified 
by lifetime income. Annual incidence results 
based on the same data are also provided. The 
main finding is that under standard competi- 
tive incidence assumptions lifetime and annual 
incidence calculations both show mild pro- 
gressivity. Secondly, lifetime incidence calcu- 
lations are more robust to alternative tax shift- 
ing assumptions than annual calculations. 
Amer. Econ. Rev.. Sept. 1984, 74(4), pp. 6,33- 
49. University of Western Ontario, London, 
Canada, 

Dilnot, Andrew W.; Kay, John A. and Morris, 
C. Nick — The UK Tax System, Structure and 
Progressivity, 1948-1982 
This paper deals with the measurement of 
the overall tax schedule as it affects particular 
groups of individuals and families. An attempt 
is made to combine information on the direct 
tax schedule with an indirect tax schedule, 
which depends on the pattern of consumption 
achieved by each individual. A methodology 
for describing the overall tax system is pro- 
posed and applied to the U.K. tax system for 
the period 1948-82. The structure of the ag- 
gregate tax schedule is then used to measure 
overall progressivity. Scand. J. Econ., 1984, 
86(2), pp. 150-6, "5. Institute for Fiscal Studies, 
London. 

Fullerton, Don; Lyon, Andrew B. and Rosen, 
Richard J. — Uncertainty, Welfare Cost and 
the “Adaptability" of U.S. Corporate Taxes 
Alternative corporate tax systems differ in 
their ability to adapt to changes in the rate 
of inflation. In the absence of complete index- 
ing of depreciation allowances, policymakers 
may use a particular expected inflation rate 
to set accelerated depreciation allowances in 
a way that minimizes the welfare loss from 
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the misallocation of capital. This welfare loss 
is a nonlinear function of the assumed inflation 
rate, however, so the welfare loss at the ex- 
pected inflation rate may be quite different 
from the expected welfare loss. The authors 
compute these two welfare concepts for each 
of three alternative corporate tax schemes in 
the United States and for two diflferent rela- 
tionships between inflation and interest rates. 
One important finding is that the Auerbach- 
Jorgenson first-year recovery plan is not equiv- 
alent to indexing as is often claimed, if uncer- 
tainty about inflation implies uncertainty about 
the real after-tax discount rate. Scand. J. Econ., 
1984, 86(2), pp. 229-43. Princeton Univer- 
sity. 

Gilbert, Guy and Pommerehne, Werner W. — 
Preferences fiscales et politiques d’imposi- 
tion (F'iscal Preferences and Tax Policy) 

Tax policy in democracy is dealt with in dif- 
ferent ways in the literature. One approach, 
mostly favored in psychology and sociology, 
looks at tax preferences as a major determinant 
of tax level as well as of tax structure. Another 
approach, widespread in economics, empha- 
sizes the role of economic constraints on tax 
policy. This paper shows that both views are 
one-sided because they do not comider the in- 
teractions between actual level and structure 
of taxes, tax preferences, government support 
by voters, and tax policy. Public Finance, Apr. 
1984, 39(1), pp. 25-69 (French). University of 
Paris; University of Zurich. 

Greenaway, David — A Statistical Analysis of 
Fiscal Dependence on Trade Taxes and Eco- 
nomic Development 

A number of cross-section studies of the rela- 
tionship between fiscal dependence on trade 
taxes and economic development have indi- 
cated that they are inversely related. The pres- 
ent study employs a large sample of countries 
to confirm that this relationship continues to 
hold in the mid-1970s, in particular, for middle 
income countries. The present paper goes be- 
yond this, however, to explore the implications 
of separating trade Itaxes into import taxes and 
export taxes, and to consider whether time- 
series analysis cun offer any further insights 
on the question. Public Finance, Apr. 1984, 


39(1), pp. 70-89. University of Buckingham, 
England. 

Groenewegen, Peter D. — Rationalizing Austra- 
lian Taxation Revisited 
The first part of the paper points to increases 
in avoidance and evasion as a major change 
perceivable in Australian taxation between the 
i960s and the 1980s and indicates other impor- 
tant changes that have occurred. The author 
then presents an equity and simplicity case for 
general indirect consumption taxation supple- 
mented by personal income and wealth taxes. 
He discusses the intergovernmental financial 
relations implications of the proposed rationali- 
zation. Econ. Rec.. June 1984, 60(169), pp. 
113-27. University of Sydney. 

Hansson, Ingemar — Marginal Cost of Public 
F'unds for Different Tax Instruments and 
Government Expenditures 
The marginal cost of public funds, i.e., the 
size of the direct and indirect (excess burden) 
costs for marginal tax revenues, is exiunined 
in this paper. For an open economy with a 
savings response and using Swedish 1979 data, 
the marginal cost of public funds spent on 
transfer payments is estimated to vary from 
1.47 for a distributionally neutral tax on labor 
and capital to 7.20 for a more progressive tax, 
where average and marginal labor taxes in- 
crease by the same rates. For changes in the 
most important tax instrument, the marginal 
cost of public funds varies from 0.98 for expen- 
ditures on infrastructure to 2.27 for transfer 
payments. Scand. /. Econ., 1984, 86(2), pp. 
115-30. University of Lund, Sweden. 

Patsouratis, Vassilis A. — Developmental .As- 
pects of Corporate Taxation: The Case of 
Greece 

Any tax change may involve efficiency gains 
or losses for the economy. This paper evaluates 
the likely effects of a reform of the Greek divi- 
dend deduction system to obtain a system of 
partial tax deduction. This evaluation takes 
place in terms of the influence of the corporate 
income tax upon the appropriation of profits 
between dividends and retained earnings, the 
legal form of business organization, and the 
choice of means of financing. The author finds 
that the increase of capital mobility may result 
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in higher quality of investment whereas, mar- 
ginal investors will find it advantageous to 
switch to the noncorporate sector of the econ- 
omy. The author also finds that the new system 
will favor debt finance against equity finance. 
Public Finance, Apr. 1984, «39(1), pp. 118-32. 
Athens Graduate School of Economics and 
Business. 

Persson, Mats and Wiss^n, Pehr — Redistribu- 
tional Aspects of Tax Evasion 
A model of tax evasion, originally attributa- 
ble to M. G. Allingham and A. Sandmo (1972), 
is developed to analyze the relation between 
the actual and the officially reported Income 
distribution. It is shown that within the frame- 
work of this model, the distribution of total 
income (which also takes income from the hid- 
den sector into account) is generally more un- 
even than the distribution of officially reported 
disposable income. It is also concluded that in 
the presence of tax evasion, government policy 
aimed at reducing the degree of inequality can 
sometimes be counterproductive. Policy mea- 
sures that seem egalitarian in the sense that 
they make the distribution of officially re- 
ported disposable income more even might 
very well make total income less evenly dis- 
tributed. Scand. J. Econ., 1984, 86(2), pp. 131- 
49. Stockholm School of Economics. 

Rosen, Harvey Rosen, Kenneth T. and 
Holtz-Eakin, Douglas — Housing Tenure, 
Uncertainty, and Taxation 
The standard approach to the choice be- 
tween renting and owning assumes that house- 
holds know the user cost of housing with cer- 
tainty. However, the ex post user cost measure 
exhibits substantial variability over time, and 
it is highly unlikely that individuals believe 
themselves able to forecast these fluctuations 
with certainty. The authors construct and esti- 
mate a model of the tenure choice that explic- 
itly allows for the effects of uncertainty. The 
results suggest that previous work, which ig- 
nored uncertainty, may have overstated the 
effects of the income tax system upon the ten- 
ure choice. Rev. Econ. Statist., Aug. 1984, 
66(3), pp. 405-16. Princeton Universityj Uni- 
versity of California, Berkeley; Princeton Uni- 
versity. 


Whalley, John — Regression or Progression: 
The Taxing Question of Incidence Analysis 
Although the key role of shifting assumptions 
in incidence calculations has been reco^zed 
for some time, only limited attention has been 
given to the implicit modeling involved. De- 
pending on the treatment adopted, the tax sys- 
tem can appear sharply progressive or regres- 
sive. When combined with issues affecting the 
choice of income concept, considerably more 
ambiguity may exist as to what realistic tax 
burdens from incidence exercises are than has 
hitherto been recognized. Many of the issues 
raised suggest using a different approach. 
Later sections discuss recent attempts to de- 
velop new research directions, such as lifetime 
incidence. Can. J. Econ., Nov. 1984, 17(4), pp. 
654-82. University of Western Ontario, Lon- 
don, Canada. 

324 State and Local Government Finance 
Giertz, J. Fred — State-Local Centralization 
and Income: A Theoretical Framework and 
Further Empirical Results 
The theoretical link between income and 
governmental centralization is examined in- 
cluding the derivation of the conditions that 
determine whether centralization is positively 
or negatively related to income. The relation- 
ship is shown to depend upon the income elas- 
ticity of both state and local expenditures as 
well as the substitutability of the expenditures 
of the two levels of government for one an- 
other. The empirical results are ambiguous in 
regard to the effect of income on centraliza- 
tion, a result consistent with the theoretical 
analysis developed in the paper. Public Fi- 
nance, Dec. 1983, 38(3), pp. 398-408. Univer- 
sity of Illinois, Urbana. 

Grosskopf, Shawna and Hayes, Kathy — Mea- 
suring the Excess Burden of State Pension 
Mandates 

The purpose of this paper is to compare sev- 
eral alternative measures of the excess burden 
of state pension mandates. In particular the 
authors compare three different estimates of 
the Hicksian compensating variation, namely 
(1) a Harberger type second order approxima- 
tion of excess burden (and welfare loss) based 
(HI a compensated demand, (2) the Harberger 
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measure based on uncompensated demand, 
and (3) an “exact” measure based on the com- 
pensated demand. These are estimated for a 
sample of Illinois municipalities subject to a 
state pension mandate for fire service person- 
nel. The percent error using the approximate 
measures ranged from 2 to 38 percent for their 
sample. Public Finance, Apr. 1984, 39(1), pp. 
90-103. Southern Illinois University; Northern 
Illinois University. 

Rickards, Robert C. — How the Spending Pat- 
terns of Cities Change: Budgetary Incre- 
mentalism Reexamined 
Do city governments generally behave in 
keeping with the assumptions underlying the 
incremental model when they allocate their 
resources among competing activities? That is 
to say, do they try to maintain everyone's his- 
torical "fair share” of the budget in order to 
minimize disputes among rival participants in 
the decision process? Earlier studies have 
lacked sufficient data to address this question. 
However, with data from 105 West German 
cities, the present study is able to provide an 
answer. The resource allocation behavior of 
many of those cities seems to conform with 
the incremental model's assumptions. Yet for 
other cities, major changes in expenditure pat- 
terns from one year to the next are common. 
The differences in the variability of expendi- 
ture patterns across the cities studied are far 
from random. They are systematically associ- 
ated with certain characteristics of the munici- 
pal environment. These associations, in turn, 
offer plausible hints about the process that 
leads to change in cities' spending patterns. 
/ Policy Anal. Manage., Fall 1984, 4(1), pp. 
56-74, Lehigh University. 

325 Intergovernmental Financial Relationships 

Slack, N. Enid and Bird, Richard M. — Local 
Response to Intergovernmental Fiscal 
Transfers: The Case of Colombia 
This paper develops and tests a model to 
determine how expenditures and revenues of 
departments and territories in Colombia have 
been affected by the major intergovernmental 
transfer, the tax allowance. The model assumes 
that politicians maximize the utility of citizens 
in the department subject to a budget con- 


straint. It is estimated in linear form on pooled 
cross-section data for the departments and ter- 
ritories for the years from 1974 to 1977. Its 
general, results clearly suggest that the tax al- 
lowance is associated with less spending than 
before, which means in effect that the depart- 
ments have apparently reduced their efforts 
to raise revenues as the result of receiving the 
transfer. Public Finance, Dec. 1983, 3S(2), pp. 
429-39. Ontario Economic Council; University 
of Toronto. 

400 International E^nomics 
410 International Trade Theory 
411 International Trade Theory 
Bhagwati, Jagdish N.; Brecher, Richard A. and 
Hatta, Tatsuo — The Paradoxes of Immiseriz- 
ing Growth and Donor-enriching “Recipi- 
ent-immiserizing” Transfers: A Tale of Two 
Literatures 

This paper establishes bridges between two 
different literatures that have accumulated in 
the last 50 years on the two subjects of immiser- 
izing growth and transfer-problem paradoxes: 
one by international trade theorists and the 
other by mathematical economists. Apparently 
divergent contributions and theorems, on im- 
miserizing growth, principally by Jagdish 
Bhagwati, Robert Aumann and Bazalel Peleg, 
Andreau .Mas-Colell, Rolf Mantel and Tatsuo 
Hatta, and on transfers, principally by Wassily 
Leontief, Paul A. Samuelson, Harry G. Johnson, 
David Gale, Richard Brecher and Jagdish 
Bhagwati, Yves Balasko, Roger Guesnerie and 
Jean-Jacques Laffont, and Bhagwati, Brecher, 
and Hatta, are reconciled and synthesized. 
Weltwirtsch. Arch., June 1984, 120(2), pp. 
228-43. Columbia University; Carleton Uni- 
versity, Ottawa; Johns Hopkins University. 

Brander, James A. and Spencer, Barbara j. — 
Trade Warfare; Tariffs and Cartels 
National governments have incentives to in- 
tervene in international markets, particularly 
in encouraging export cartels and in imposing 
tariffs on imports from imperfectly competi- 
tive foreign firms. Although the optima) re- 
sponse to foreign monopoly is usually a tariff, 
a specific subsidy will be optiinal if denumd 
is very convex, as with constant elasticity de- 
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mand. If ad valorem tariff or subsidies are con- 
sidered, a subsidy is optimal if the elasticity 
of demand increases as consumption increases. 
The critical conditions in both ad valorem and 
specific cases hold generally for Cournot oli- 
gopoly. Noncooperative international policy 
equilibrium will be characterized by export 
cartels and rent-extracting tariffs. J. Jnt Econ., 
May 1984, 16(314), pp. 227-42. University of 
British Columbia, Vancouver; Boston College, 
Chestnut Hill. 

Buffie, Edward F. — The Macroeconomics of 
Trade Liberalization 

This paper analyzes the short-run, macro- 
economic consequences of trade liberalization 
in LDCs. It is shown that linkages between 
the tradables and nontradables sectors, the ef- 
fect of imported inputs on the economy’s pro- 
ductive structure, and certain patterns of fac- 
tor substitution can go a long way toward 
explaining the perverse, contractionary effects 
frequently seen in liberalization programs. / 
Int. Econ., Aug. 1984, 17(1/2), pp. 121-37. 
University of Pemjsylvania. 

Casas, F. R. — Imperfect Factor Mobility; A 
Generalization and Synthesis of Two-Sector 
Models of International Trade 
The paper constructs and analyzes a two-sec- 
tor model characterized by an endogenous fac- 
tor price differential resulting from imperfect 
factor mobility. It is shown that various models 
commonly used in international trade theory 
are special cases of this model. The major con- 
clusions include (1) a demonstration that com- 
modity factor intensity rankings do not alone 
determine the relationship between endoge- 
nous and exogenous variables, (2) an indication 
of the role played by the elasticity of intersec- 
toral factor mobility in determining the effects 
of exogenous disturbances, and (3) a proof that 
the allocational and distributional effects of fac- 
tor price differentials must be dissociated from 
their welfare implications. Can. J. Econ., Nov. 
1984, 17(4), pp. 747-61. University of Toronto. 

Chaudhuri, T. Datta and Khan, M. Ali — Sec- 
tor-Specific Capital, Interconnectedness in 
Prf IiicHnn and 


The implications of sector-specific foreign 
capital in a labor-surplus, resource-rich econ- 
omy are analyzed in a model of international 
trade where intercountry capital movements 
are justified on the basis of interconnectedness 
in production. A variety of policy measures are 
studied and shown to have interesting and 
novel effects on factor rewards, output levels, 
and welfare. Can. J. Econ., Aug. 1984, 17(3), 
pp. 489-507. University of Calcutta; Johns 
Hopkins University. 

Cheng, Leonard — International Competition 
in R&D and Technological Leadership: An 
Examination of the Posner-Hufbauer Hy- 
pothesis 

This paper develops a dynamic game theo- 
retic model of international competition in 
R&D to examine the Posner-Hufbauer hy- 
pothesis that trade based on the generation 
and diffusion of superior technology is rela- 
tively disadvantageous to the technologically 
less advanced countries. The impact of three 
forms of technological leadership (technologi- 
cal endowments, costs of R&D, and preemp- 
tive behavior) on the outcome of the game pro- 
vides some support for the hypothesis. If the 
quasi-rent period is sufficiently long and if the 
original technological follower reacts aggres- 
sively to increased R&D rivalry, the leader and 
the follower will switch p>o.sitions in the later 
part of the game. / Int. Econ., Aug. 1984, 77(1/ 
2), pp. 15-40. University of Florida, Gaines- 
ville. 

Coilinge, Robert A. — Generating Optimal Tar- 
iffs in the Marketplace 
Conventional economic wisdom has held 
that an “optimal” trade policy requires knowl- 
edge of the optimal quantity of trade, and 
hence requires information on both the domes- 
tic and foreign sides of the relevant market. 
This paper demonstrates that information on 
domestic residual demand or supply is unnec- 
essary when the market is competitive. Two 
alternative instruments are proposed: (1) a 
“variable-rate” tariff and (2) “rental” trade per- 
mits. Either can present a supply schedule of 
trading rights reflecting at each point the 
country’s marginal opportunity cost in terms 
of m rk«»t oow^*" for<»ffoni» => of th- ■ con- 
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struction, the supply schedule induces optimal 
decentralized choice. Econ. /, Dec. 1984, 
94(376), pp. 914-23. University of Louisville. 

Das, Satya P. and Mohanty, Adwait K. — 
Dumping in International Markets and Wel- 
fare: A General Equilibrium Analysis 
This paper examines a two-sector open econ- 
omy with a monopoly in the export sector, 
which has monopoly power in the domestic 
market, is a competitor in the international 
market, and is able to discriminate between 
the two. The authors show that in the presence 
of such dumping, while income-distributional 
and resource-allocational aspects are basically 
the same as in the standard two-sector model, 
significant diflFerences arise in policy implica- 
tions. A consumption subsidy for the export 
good to the domestic consumer is the first-best 
policy, whereas a tariff or an export tax is only 
a second-best policy. / Int. Econ., Aug. 1984, 
7 7(1/2), pp. 149-57. University of Wisconsin. 
Milwaukee. 

Deardorff, Alan V. — An Exposition and Explo- 
ration of Krueger’s Trade Model 
This paper provides a diagrammatic exposi- 
tion of Anne Krueger's (1977) model of devel- 
oping country trade and, within that context, 
examines the effects of tariffs on real factor 
rewards, with and without international capital 
mobility. The model has an agricultural sector 
employing labor and land, plus a manufactur- 
ing sector producing several goods using labor 
and capital. It is shown that without capital 
mobility the effects of tariffs on the real returns 
to all three factors are largely well defined, 
but very sensitive to the pattern of specializa- 
tion. With mobile capital, however, a tariff on 
any produced good raises the real wage. Can. 
J. Econ., Nov. 1984, 7 7(4), pp. 731-46. Univer- 
sity of Michigan, Ann Arbor, 

Djaji6, Slobodan — Exhaustible Resources and 
the Dynamics of Comparative Advantage 
This paper analyzes the role of international 
differences in facto; endowments and rates of 
time preference in determining the pattern 
of trade and specialization when one of the 
factors of production is an exhaustible re- 
source. The length of the period over which 


a country exports the resource is found to be 
directly related to the fraction of the world’s 
resource stock under its control, while the rela- 
tive endowments of the inexhaustible factor 
influence only the volume of trade. The direc- 
tion of trade is determined by the rates of time 
preference with the more impatient country 
being the first to export the resource. Elffects 
of trade on factor rewards are also examined. 
/ Int. Econ., Aug. 1984, 7 7(1/2), pp. 55-71. 
Queen’s University, Kingston, Ontario. 

Fisher, Franklin M. and Hillman, Arye L. — 
The Commodity Pattern of Trade and the 
Heckscher-Ohlin Theorem in the Presence 
of Aggregate and Commodity-Specific Fac- 
tor-Intensity Reversals 
Theoretical analyses of the H-O theorem’s 
prediction of the commodity pattern of trade 
in the multicommodity two-factor model tend 
to assume away factor-intensity reversals, but 
the empirical literature has investigated 
whether reversals between individual goods’ 
technologies are prevalent phenomena, with 
the evidence then being presented as bearing 
upon the H-O theorem. Since the consequence 
of a factor-intensity reversal for the theorem 
is well-defined in the (2x2x2) model, the au- 
thors establish via aggregation over individual 
goods’ technologies an analogue (2x2x2) setting 
for the multicommodity model. The implica- 
tions of factor-intensity reversals in commod- 
it>'-sp>ecific technologies for the reversal behav- 
ior of the aggregate technologies and for the 
H-O theorem are examined. Commodity- 
specific reversals such as are the focus of the 
empirical studies are shown to have no direct 
bearing upon the theorem. /. Int. Econ., .Aug. 
1984, 7 7(1/2), pp. 159-72. Massachusetts Insti- 
tute of Technology; Bar-Ilan University, Ramat 
Gan, Israel. 

Grossman, Gene M. — The Gains from Interna- 
tional Factor Movements 
In this paper the author studies the welfare 
gains from free and restricted international 
movement of factors in the presence of free 
and restricted trade in goods. In moving from 
an equilibrium with trade in goods and no fac- 
tor movements to one with goods trade and 
free factor mobility, a sufficient condition for 
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welfare improvement is that the sum of a 
“terms-of-trade” effect and a “voiume-of- 
trade” eflFect be non-negative. The mainte- 
nance of optimal tariffs and export subsidies 
on goods in the cum -factor-movements equi- 
librium is not sufficient to ensure gains from 
free factor trade. Finally, some movement of 
factors is not necessarily better than none, in 
the sense that a prohibitive tax on factor trade 
may be called for, both in a second-best opti- 
mum when a government is constrained to fol- 
low a sub-optimal policy with respect to goods 
trade and in a first-best optimum when trade 
taxes are also set optimally. }. Int. Econ., Aug. 
1984, J 7(1/2), pp. 73-83. Princeton University. 

Grossman, Gene M. — International Trade, For- 
eign Investment, and the F’ormation of the 
Entrepreneurial Class 

In this paper, the author examines the argu- 
ment that free trade may be harmful to less 
developed countries because such interna- 
tional competition inhibits the formation of a 
local entrepreneurial class. The author views 
the entrepreneur as the manager of the indus- 
trial enterprise, as well as the agent who bears 
the risks associated with industrial production. 
A two-sector model of a small open economy 
is developed in which the size of the entrepre- 
neurial class is endogenous. It is shown that 
the entrepreneurial class is smaller under free 
trade than would be first-best optimal in the 
presence of efficient risk-sharing institutions 
such as stock markets. Nonetheless, there are 
potential gains from trade, and any protection- 
ist policy that increases the number of entre- 
preneurs will have deleterious welfare conse- 
quences. Arner. Econ. Rev., Sept. 1984, 74(4), 
pp. 605-14. Princeton University. 

Harris, Richard — Applied General Equilib- 
rium Analysis of Small Open Economies with 
Scale Economies and Imperfect Competi- 
tion 

The structure of an applied general equilib- 
rium model of a small open economy is de- 
scribed. The model incorporates details of in- 
dustrial organization heretofore absent from 
applied general equilibrium trade models. 
Scale economies, product differentiation, and 
explicit price setting are novel features of the 


model. Some illustrative results for trade liber- 
alization policies are given for a 1976 Canadian 
data set and contrasted with a conventional 
constant returns neoclassical model on the 
same data set. Results from the alternative 
models differ significantly. The competitive 
model yields a real income gain to multilateral 
free trade of approximately 2.4 percent of na- 
tional income, while the industrial organiza- 
tion model yields a gain of approximately 8.6 
percent. Amer. Econ. Rev., Dec. 1984, 74(5), 
pp. 1016-32. Queen's Umversity, Kingston, 
Ontario. 

Hill, John K Comparative Statistics in Gen- 

eral Equilibrium Models with a Unionized 
Sector 

This paper uses a simple theory of union be- 
havior to examine the consequences of unioni- 
zation for the basic comparative-statics proper- 
ties of the specific-factors and Heckscher- 
Ohlin trade models. Many of the standard re- 
sults continue to emerge despite the union. 
However, in contrast to the competitive the- 
ory, an increase in the price of the unionized 
commodity can unambiguously lower the real 
wages of union workers in the short run and, 
in the long run, can raise the real rewards of 
all factors employed in the union sector. / Int. 
Econ., May 1984, /6’(3/4), pp. 345-56. Clem- 
son University. 

Markusen, James R. — Multinationals, Multi- 
Plant Economies, and the Gains from Trade 
A general equilibrium model of a multina- 
tional enterprise based on economies of multi- 
plant operation is developed. These economies 
are modeled as arising from the existence of 
a joint input who.se productivity in each pro- 
duction facility is independent of the number 
of facilities maintained by a firm. The multina- 
tional thus offers the world increased technical 
efficiency by eliminating the duplication of the 
joint input that would occur with independent 
national firms. Since this technical efficiency 
may come at the expense of increased market 
power, the full determinants of home country, 
host country, and world welfare are consid- 
ered./ Int. Econ., May 1984, 16(3/4), pp. 205- 
26. University of Western Ontario, London, 
Canada. 
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Mayer, Wolfgang — Endogenous TarifiF Forma* 
tion 

This study examines the determinants of a 
country's actual tariff when trade policies are 
formed through majority voting. People vote 
their economic interests, with the median 
voter determining the policy choice. The iden- 
tity of the voter depends on the underlying 
factor ownership distribution, voter partici- 
pation, and eligibility conditions, as well as 
the economy’s production structure. TarifiF for- 
mation is discussed for both a two-sector 
Heckscher-Ohlin and a multisector, factor- 
specific model. In the latter, a small group of 
specific factor owners may succeed in protect- 
ing their industry even if the majority of peo- 
ple loses. Amer. Econ. Rev., Dec. 1984, 74(5), 
pp. 970-85. University of Cincinnati. 

Ono, Yoshiyasu — Profitability of Export Re- 
straint 

This paper analyzes the effect of quotas or 
voluntary export restrsCints on each producer’s 
profits in the case of an oligopoly with one for- 
eign producer. In this oligopoly all producers, 
including the foreign producer, can get greater 
profits under some protective quotas than un- 
der no restraints. Furthermore, the optimal ex- 
port restraint for the foreign producer with a 
low marginal cost is smaller than his optimal 
export with no restraints. Accordingly, export 
restraints may be sought by the foreign pro- 
ducer as a strategic behavior to increase profits. 
/ Int. Econ., May 1984, 76(3/4), pp. 335-43. 
Musashi University, Tokyo. 

Postlewaite, Andrew and Webb, Michael — The 
Possibility of Recipient-Harming, Donor- 
Benefiting Transfers with More than Two 
Countries 

'The possibility of a commodity transfer 
among nations, which simultaneously benefits 
the donor and harms the recipient, is exam- 
ined. An example of a three-country exchange 
economy is presented where a transfer may 
be made that give; the coimterintuitive re- 
sult. The result is then explained. / Int. Econ., 
May 1984, 76(3/4), pp. 357-84. University of 
Peimsylvania; University of Kentucky, Lexing- 
ton. 


Ranney, Susan I. — International Capital Trans- 
fers and the Choice of Production Tech- 
nique: A Simple Two-Country Model 
A two-country, two-factor, two-good world 
with incomplete specialization is explored in 
the context of international capital transfers, 
where the techniques of production of the 
same good difiFer across sectors of the world 
economy. It is shown that the terms of trade 
for the South will worsen with a capital transfer 
to the South under a wide range of assumptions 
about the nature of the technology used in the 
North-owned sector of the South. The implied 
redistribution of world income, as well as the 
implications of a change in the production 
technique of the foreign-owned sector of the 
South are then examined. / Int. Econ., Aug. 
1984, 7 7(1/2), pp. 85-99. University of Wash- 
ington, Seattle. 

Stegemann, Klaus — The Social Costs of Monop- 
oly in an Open Economy 
In open economies, domestic producers can 
retain monopwly power for three reasons: (1) 
the domestic market is protected, (2) the sup- 
ply of importable perfect substitutes is not per- 
fectly elastic, (3) imports are imperfect substi- 
tutes of domestic goods. Partial-equilibrium 
analysis is employed to investigate the implica- 
lions for the welfare burden of monopoly re- 
sulting from the existence of foreign competi- 
tion in each of the three cases. The paper 
demonstrates that in cases (2) and (3) monopo- 
listic behavior of domestic producers can cause 
excessive importation. Importation is excessive 
because monopolistic behavior induces buyers 
to purchase imports when equivalent domestic 
goods could be provided at a lower social op- 
portunity cost. Can. J. Econ., Nov. 1984, 7 7(4), 
pp. 718-30. Queen’s University, Kingston, On- 
tario. 

Stegemann, Klaus — Trade Policy to Promote 
Entry with Scale Economies: Orthodoxy Re- 
stored 

This note points out that D. C. A. Curtis, 
in an article in the February 1983 issue of the 
Canadian Journal of Economics, compared 
two second-best policies and did not identify 
an optimum policy to piwnote entry with scale 
economies. 'The orth^ox solution, which iq>- 
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welfare improvement is that the sum of a 
“terms-of-trade” efiFect and a “volume-of- 
trade” effect be non-negative. The mainte- 
nance of optimal tariffs and export subsidies 
on goods in the cum -factor-movements equi- 
librium is not sufficient to ensure gains from 
free factor trade. Finally, some movement of 
factors is not necessarily better than none, in 
the sense that a prohibitive tax on factor trade 
may be called for, both in a second-best opti- 
mum when a government is constrained to fol- 
low a sub-optimal policy with respect to goods 
trade and in a first-best optimum when trade 
taxes are also set optimally. J. Int. Econ., Aug. 
1984, /7(l/2), pp. 73-83. Princeton University. 

Crossman, Gene M International Trade, For- 

eign Investment, and the Formation of the 

Entrepreneurial Class 

In this paper, the author examines the argu- 
ment that free trade may be harmful to less 
developed countries because such interna- 
tional competition inhibits the formation of a 
local entrepreneurial class. The author views 
the entrepreneur as the manager of the indus- 
trial enterprise, as well as the agent who bears 
the risks associated with industrial production. 
A two-sector model of a small open economy 
is developed in which the size of the entrepre- 
neurial class is endogenous. It is shown that 
the entrepreneurial class is smaller under free 
trade than would be first-best optimal in the 
presence of efficient risk-sharing institutions 
such as stock markets. Nonetheless, there are 
potential gains from trade, and any protection- 
ist policy that increases the number of entre- 
preneurs will have deleterious welfare conse- 
quences. Amer. Econ. Rev., Sept. 1984, 74{A), 
jp. 605-14. Princeton University. 

Harris, Richard — Applied General Elquilib- 
rium Analysis of Small Open Economies with 
Scale Economies and Imperfect Competi- 
tion 

The structure of an applied general equilib- 
-ium model of a small open economy is de- 
scribed. The model incorporates details of in- 
dustrial organization heretofore absent from 
applied general equilibrium trade models. 
Scale economies, product differentiation, and 
explicit price setting are novel features of the 


model. Some illustrative results for trade liber- 
alization policies are given for a 1976 Canadian 
data set and contrasted with a conventional 
constant returns neoclassical model on the 
same data set. Results from the alternative 
models differ significantly. The competitive 
model yields a real income gain to multilateral 
free trade of approximately 2.4 percent of na- 
tional income, while the industrial organiza- 
tion model yields a gain of approximately 8.6 
percent. Amer. Econ. Rev., Dec. 1984, 74(5), 
pp. 1016-32. Queen’s University, Kingston, 
Ontario. 

Hill, John K. — Comparative Statistics in Gen- 
eral Equilibrium Models with a Unionized 
Sector 

This paper uses a simple theory of union be- 
havior to examine the consequences of unioni- 
zation for the basic comparative-statics proper- 
ties of the specific-factors and Heck.scher- 
Ohlin trade models. Many of the standard re- 
sults continue to emerge despite the union. 
However, in contrast to the competitive the- 
ory, an increase in the price of the unionized 
commodity can unambiguously lower the real 
wages of union workers in the short run and, 
in the long run, can raise the real rewards of 
all factors employed in the union sector. J. Int. 
Econ., May 1984, 76(3/4), pp. 345-56. Clem- 
son University. 

Markusen, James R. — Multinationals, Multi- 
Plant Economies, and the Cains from Trade 
A general equilibrium model of a multina- 
tional enterprise based on economies of multi- 
plant operation is developed. These economies 
are modeled as arising from the existence of 
a joint input whoise productivity in each pro- 
duction facility is independent of the number 
of facilities maintained by a firm. The multina- 
tional thus offers the world increa.sed technical 
efficiency by eliminating the duplication of the 
joint input that would occur with independent 
national firms. Since this technical efficiency 
may come at the expense of increased market 
power, the full determinants of home country, 
host country, and world welfare are consid- 
ered. / Int. Econ., May 1984, 76(3/4), pp. 205- 
26. University of Western Ontario, London, 
Canada. 
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Mayer, Wolfgang — Endogenous TariflF Forma- 
tion 

This study examines the determinants of a 
country’s actual tariffs when trade policies are 
formed through majority voting. People vote 
their economic interests, with the median 
voter determining the policy choice. 'The iden- 
tity of the voter depends on the underlying 
factor ownership distribution, voter partici- 
pation, and eligibility conditions, as well as 
the economy’s production structure. Tariff for- 
mation is discussed for both a two-sector 
Heckscher-Ohlin and a multisector, factor- 
specific model. In the latter, a small group of 
specific factor owners may succeed in protect- 
ing their industry even if the majority of peo- 
ple loses. Amer. Econ. Rev., Dec. 1984, 74(5), 
pp. 970-85. University of Cincinnati. 

Ono, Yoshiyasu — Profitability of Export Re- 
straint 

This paper analyzes the effect of quotas or 
voluntary export restraints on each producer’s 
profits in the case of an oligopoly with one for- 
eign producer. In this oligopoly all producers, 
including the foreign producer, can get greater 
profits under some protective quotas than un- 
der no restraints. Furthermore, the optimal ex- 
port restraint for the foreign producer with a 
low marginal cost is smaller than his optimal 
export with no restraints. Accordingly, export 
restraints may be sought by the foreign pro- 
ducer as a strategic behavior to increase profits. 
/ Int. Econ., May 1984, 76(3/4), pp. 335-43. 
Musashi University, Tokyo. 

Postlewaite, Andrew and Webb, Michael — The 
Possibility of Recipient-Harming, Donor- 
Benefiting Transfers with More than Two 
Countries 

The possibility of a commodity transfer 
among nations, which simultaneously benefits 
the donor and harms the recipient, is exam- 
ined. An example of a threeK:ountry exchange 
economy is presented where a transfer may 
be made that givejs the counterintuitive re- 
s\)lt. ’The result is then explained. / Int. Econ., 
May 1984, 76(3/4), pp. 357-64. University of 
Pennsylvania; University of Kentucky, Lexing- 
ton. 


Ranney, Susan I, — International Capital Trans- 
fers and the Choice of Production Tech- 
nique; A Simple Two-Country Model 
A two-country, two-factor, two-good world 
with incomplete specialization is explored in 
the context of international capital transfers, 
where the techniques of production of the 
same good differ across sectors of the world 
economy. It is shown that the terms of trade 
for the South will worsen with a capital transfer 
to the South under a wide range of assumptions 
about the nature of the technology used in the 
North-owned sector of the South. 'The implied 
redistribution of world income, as well as the 
implications of a change in the production 
technique of the foreign-owned sector of the 
South are then examined. /. Int. Econ., Aug. 
1984, 17{ll2), pp. 85-99. University of Wash- 
ington, Seattle. 

Stegemann, Klaus — ^The Social Costs of Monop- 
oly in an Open Economy 
In open economies, domestic producers can 
retain monopoly power for three reasons: (1) 
the domestic market is protected, (2) the sup- 
ply of importable perfect substitutes is not per- 
fectly elastic, (3) imports are imperfect substi- 
tutes of domestic goods. Partial-equilibrium 
analysis is employed to investigate the implica- 
tions for the welfare burden of monopoly re- 
sulting from the existence of foreign competi- 
tion in each of the three cases. The paper 
demonstrates that in cases (2) and (3) monopo- 
listic behavior of domestic producers can cause 
excessive importation. Importation is excessive 
because monopolistic behavior induces buyers 
to purchase imports when equivalent domestic 
goods could be provided at a lower social op- 
portunity cost. Con, / Econ., Nov. 1984, 77(4), 
pp. 718-30. Queen’s University, Kingston, On- 
tario. 

Stegemaim, Klaus — ^Trade Policy to Promote 
Entry with Scale Economies; Orthodoxy Re- 
stored 

'This note points out that D. C. A. Curtis, 
in an article in the February 1983 issue of the 
Canadian Journal of Economics, compared 
two second-best policies and did not identify 
an optimum policy to promote entry with scale 
economies. ’The orUiodox solution, which ap- 
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plies also to the Curtis model, requires an opti- 
mum policy consisting of three instruments: 
a subsidy to promote entry if justified, mar- 
ginal-cost pricing in the domestic market, and 
an export tax to exploit market power abroad. 
Can. J. Econ., Nov. 1984, 7 7(4), pp. 774-77. 
Queen’s University, Kingston, Ontario. 

Svensson, Lars E. O. — Factor Trade and Goods 
Trade 

World equilibria with trade in both goods 
and some factors are studied when interna- 
tional factor endowment differences are the 
cause of trade. A generalized Heckscher-Ohlin 
theorem is presented. The goods trade pat- 
terns with and without factor trade are com- 
pared. Factor trade and goods trade tend to 
be substitutes (complements) if traded and 
nontraded factors are cooperativ'e (non-coop- 
erative). ]. Int. Econ., May 1984, 16(314), pp. 
.36,5-78. Institute for International Economic 
Studies, University of Stockholm. 

Jekawa, Yasuo — Some Theorems of Trade 
with Joint Production 

In the present paper, the following principal 
results are established: (1) In the general model 
with many industries, many factors, and many 
commodities, and with joint production, the 
concepts of ‘‘sectoral" and "commodity" factor 
intensities are clarified. (2) Necessary and sufii- 
cient conditions for the Rybczynski theorem 
to be valid are presented. (3) Necessary and 
sufficient conditions for the Stolper-Samuelson 
theorem to be valid are presented. (4) The two 
conditions are not the same. This is characteri.s- 
tic of the joint production case. / Int. Econ., 
May 1984, 76(3/4), pp. 319-33. Kobe Univer- 
ity of Commerce. 

420 Trade Relations; Commercial Policy; 
International Economic Integration 

21 Trade Relations 

Forstner, Helmut — The Changing Pattern of 
International Trade in Manufactures: A 
Logit Analysis 

This paper reports the results of an empirical 
nvestigation of the commodity composition of 
ade in manufactures and of its changes over 
ime. For a cross-country multicommodity 
inalysis of revealed comparative advantage. 


hypotheses are stated in a “weak" form and 
tested in a logit analysis. The findings under- 
line the dominance of human capital-raw labor 
proportions as determinants of static trade pat- 
terns, but do not support a factor proportions 
hypothesis based on physical capital versus la- 
bor. Furthermore, they suggest technological 
product age and again human capital intensity 
as major determinants of trade pattern dynam- 
ics of the product cycle type. Weltwirtsch. 
Arch., Mar. 1984, 720(1), pp. 1-17. UNIDO, 
Division for Industrial Studies, Vienna. 

Hilton, R. Spence — Commodity Trade and 
Relative Returns to Factors of Production 
In this paper a model that can be used to 
estimate relative factor price differences be- 
tween pairs of countries is developed. Estima- 
tion requires observations of actual bilateral 
commodity trade flows and knowledge of input 
requirements for commodity production. The 
linchpin here is the set of relative production 
cost differences that, on the one hand, deter- 
mine trade flows and that in turn are a function 
of production requirements and relative factor 
returns. The model is implemented to estimate 
relative factor returns between the United 
States and each of eight other countries. Sev- 
eral useful applications of the model are sug- 
gested. / Int. Econ., May 1984, 76(3/4), pp. 
259-70. F’ederal Reserve Bank of New York. 

Hoftyzer, John — A Further Analysis of the Lin- 
der Trade ThesLs 

This article reviews the recent attempts to 
test empirically the Linder thesis. This thesis 
purports to explain regional trade patterns of 
manufactured goods. The article points out 
shortcomings in many of the empirical tests 
developed and, after rectifying these short- 
comings, uses regression analysis to further test 
the Linder thesis. No statistical support is 
found for it. Quart. Rev. Econ. Bus., Summer 
1984, 24(2), pp. 57-70. Weber State College. 

Husted, Steven L. and Koilintzas, Tryphon 
E. — Import Demand with Rational Expecta- 
tions: Estimates for Bauxite, Cocoa, Coffee, 
and Petroleum 

In this paper the authors offer a method for 
establishing the distributed lag structure in im- 
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port demand models a priori. They consider 
a firm that imports raw materials in a world 
of uncertainty. Traditional considerations of 
adjustment and inventory holding costs lead 
to a forward-looking import decision rule. Lin- 
ear rational expectations modeling allows the 
authors to transform the forward-looking rule 
into a finite distributed lag specification. While 
the resulting model is similar in form to earlier 
empirical models, it is not subject to the "Lucas 
Critique.” The model is fitted to U.S. data over 
the period 1954-80. Rev. Econ. Statist., Nov. 
1984, 66(4), pp. 608-18. University of Pitts- 
burgh. 

Johnson, Mark and Szarek, Patricia — Effects of 
Strong Dollar, Economic Recovery Appar- 
ent in First-Half Import and Flxport Prices 
This article discusses the changes in selected 
import and export price indexes in the first 
half of 1984. The price indexes included are 
not seasonally adjusted and are based on trans- 
action price information provided by a sample 
of U.S. importers and exporters. Overall, U.S. 
import prices rose 1.0 percent in the first half 
of 1984, after falling 2.5 percent during all of 
1983. Prices for food and miscellaneous manu- 
factures led the increase, which was partially 
offset by stable crude oil prices. U.S. export 
prices rose 2.0 percent in the first half, up from 
1..5 percent since the fourth quarter of 1983. 
The nation imported a record $160.2 billion 
of merchandise during the first half as the pow- 
erful dollar drove up the prices of exported 
goods. Mon. Lab. Rev., Oct. 1984, 167(10), pp. 
3-17. Bureau of Labor Statistics, Washington, 
D.C. 

Khanna, Ashok — Market Distortions and Ex- 
port Performance; India's Flxports of Manu- 
factures in the 1970s 

Propositions, derived from a multi-country, 
multi-commodity Heckscher-Ohlin frame- 
work, about the impact of distortions in the 
goods and factor markets on the capital inten- 
sity of industries, commodity composition of 
exports, and export performance, are used suc- 
cessfully to explain ttie Indian situation. Factor 
market distortions in India have resulted in 
the greater capital intensity of its industries; 
goods market distortions have led to reversals 


in export performance of its industries — some 
subsidized, capital-intensive industries are per- 
forming better in world markets than its labor- 
intensive industries. Weltwirtsch. Arch., June 
1984, 120(2), pp. 348-60. New York University. 

Kleiman, Ephraim and Kop, Yaakov — Who 
Trades with Whom — The Income Pattern of 
International Trade 

This paper presents data for 100 countries 
on the average income of a country’s trade 
partners. These figures are contrasted with the 
average incomes that would obtain if the geo- 
graphic pattern of trade was purely random. 
The divergence is found to increa.se with the 
geographic concentration of trade, the share 
of trade conducted with the United States, and 
the country's own per capita income. The posi- 
tive income effect shows the income pattern 
of trade of the industrialized, rich countries 
to conform with S. B. Linder’s hypothesis, 
though this factor is of small imp)ortance in 
explaining the direction of international trade. 
Weltwirtsch. Arch., Sept. 1984, 120(3), pp. 
499-521. Hebrew University, Jerusalem; Cen- 
ter for Social Policy Studies, Jerusalem. 

Monke, Eric and Petzel, Todd — Market Inte- 
gration: An Application to International 
Trade in Cotton 

Agricultural commodities are differentiated 
frequently by quality or country of origin This 
paper proposes two complementary tests — bi- 
variate price regressions and hedonic index 
estimation — as methods to identify whether 
differentiated products are amenable to treat- 
ment as a homogeneous commodity. These 
price linkage tests represent necessary, rather 
than suflScient, conditions for aggregation and 
must be supplemented by information on mar- 
ket structure. Analysis of tbe international cot- 
ton market suggests a distinction between ex- 
tra long and other staple lengths but not by 
country of origin after controlling for staple 
length. Amer. ]. Agr. Econ., Nov. 1984, 66(4), 
pp. 481-87. University of Arizona, Tucson; Cof- 
fee, Sugar, and Cocoa Exchange, New York. 

Riedel, James; Hall, Chris and Grawe, Roger — 
Determinants of Indian Flxport Performance 
in tlie 1970s 
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A comprehensive set of data on exports, in- 
dustrial production, and Indian and U.S. whole- 
sale prices, each aggregated in concordance 
with the Indian input-output classification sys- 
tem, is used to analyze the influence of finan- 
cial incentives, domestic supply-demand bal- 
ances, and infrastructural and other supply 
bottlenecks on Indian export behavior. Finan- 
cial variables are found to be relatively impor- 
tant in export-oriented, labor-intensive sectors. 
Domestic supply-demand conditions domi- 
nate in the more sheltered, capital-intensive 
industrial sectors. In addition, a negative 
correlation is found across manufacturing 
branches between export growth and the ex- 
tent of backward linkages generally, and de- 
pendence on utilities and transport specifically. 
Weltwirtsch. Arch., Mar. 1984, 120(1), pp. 40- 
63. School of Advanced International Studies, 
Johns Hopkins University, Washington, D.C.; 
World Bank, Washington, D.C.; World Bank, 
Washington, D.C. 

Sawyer, Charles W. — The EflFects of the Second 
Enlargement of the EC on U.S. Exports to 
Europe 

This paper develops estimates of the impact 
of the second enlargement of the EC on U.S. 
exports of manufactured products to the EC9. 
The approach used was to identify the set of 
products that the United States exports to the 
EC9 and that face competition with exports 
from Greece, Portugal, and Spain in this mar- 
ket. Static estimates of U.S. export losses due 
to trade diversion were made for both nar- 
rowly defined product categories and in total. 
The results indicate that total U.S. export losses 
are quite modest, but that the losses are con- 
centrated in a relatively small number of prod- 
uct categories. Weltwirtsch. Arch., Sept. 1984, 
120(3), pp. 572-79. University of Southern Mis- 
sissippi, Hattiesburg. 

Spanos, Aris and Taylor, Mark P. — The Mone- 
tary Approach to the Balance of Payments; 
A Critical Appraisal of Some Empirical Evi- 
dence 

The aim of the paper is to critically appraise 
some of the empirical evidence relating to the 
reserve-flow equation of the monetary ap- 
proach to the balance of payments. In particu- 


lar, it is argued that the estimated reserve-flow 
equation usually amounts to reproducing a 
money stock identity and indirectly estimating 
a money demand function. Oxford Bull. Econ. 
Statist, Nov. 1984, 46(4), pp. 329-40. Birkbeck 
College, University of London; University of 
Newcastle-upon-Tyne. 

Tharakan, P. K. M. — Intra-Industry Trade be- 
tween the Industrial Countries and the De- 
veloping World 

Intraindustry trade in manufactures be- 
tween the industrial countries and the devel- 
oping world is far from negligible, and it 
cannot be explained away by the level of aggre- 
gation used. The author’s results indicate a 
complementarity between the Heekscher-Oh- 
iin family of explanations of trade between 
countries and the observed intraindustry trade 
in manufactures between the industrial coun- 
tries and the developing world. Further, both 
natural and artificial barriers to trade seem to 
encourage such intraindustry trade. But this 
should provide little consolation to protection- 
ist lobbies, as the cost-reductions implied by 
the intraindustry trade adjustments will have 
to be high if they are to compensate for the 
welfare losses resulting from barriers to trade. 
Europ. Econ. Rev., Oct.-Nov. 1984, 26(1-2), 
pp. 213-27. University of Antwerp. 

422 Commercial Policy 

Black, C. J. and Bowers, J. K. — ^The Level of 
Protection of UK Agriculture 
Measures of the nominal and effective pro- 
tection rates are given for the major traded 
products of U.K. agriculture for the period 
1977-79. Nominal protection rates are central 
to an appraisal of the social opportunity cost 
of the expansion of home agp-iculture. From 
necessity, partial equilibrium analysis is used 
to estimate effective protection; estimates of 
value added represent marginal increases in 
output from existing producers. With one ex- 
ception, high levels of nominal protection are 
associated with even higher levels of effective 
protection. Available comparisons with effec- 
tive protection for industry imply a diversion 
of resources to agriculture. Oxford Bull. Econ. 
Statist, Nov. 1984, 46(4), pp. 291-310. Univer- 
sity of Leeds, England. 
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Hill, John K. and Mendez, Jos^ A. — The Effect 
of Commercial Policy on International Mi- 
gration Flows: The Case of the United States 
and Mexico 

Microeconomic simulations are performed 
to determine the impact of liberalized com- 
modity trade on Mexican immigrant supply to 
the United States. The results suggest that a 
removal of trade barriers will reduce migration 
flows, but that the reduction will be fairly mod- 
est, Specifically, if both countries move from 
the levels of protection characteristic of the 
mid 1960s to completely free trade, the ratio 
of real U.S.-Mexican wages falls by roughly 18 
percent. Using an upper bound for the range 
of empirical estimates of the wage elasticity 
of immigrant supply, this implies a maximum 
reduction in migration flows of 35 percent. A 
unilateral elimination of trade barriers by the 
U.S. reduces Mexican immigrant supply by a 
maximum of 14 percent. J. Int. Econ., Aug. 
1984, /7(l/2), pp. 41-53. Arizona State Univer- 
sity, Tempe. 

Ray, Edward John and Marvel, Howard P. — 
The Pattern of Protection in the Industrial- 
ized World 

Using four-digit manufacturing data from 
1975 on nominal and effective tariff protection 
and nontariff barriers to trade (NTBs), the au- 
thors estimate the structural determinants of 
protection imposed by the United States, ja- 
pan, the EC, and Canada in the post-Kennedy 
Round period. They provide evidence that 
NTBs were used to undercut Kennedy Round 
liberalization in general and to supplement tar- 
iff protection of consumer goods, agricultural 
manufactures, and textiles. Industrialized 
country NTBs discriminate against manufac- 
tured exports from developing countries. The 
authors explain discrimination and the perva- 
sive use of NTBs in the EC in terms of their 
regulatory theory of trade. Hev. Econ. Statist, 
Aug. 1984, 66(3), pp. 452-58. Ohio Stale Uni- 
versity, Columbus. 

Spinanger, Dean — Objectives and Impact of 
Economic Activities Zones — Some Evidence 
from Asia 

Economic activity zones in the form of ex- 
port processing zones are increasingly favored 


by LDCs as a second best industrialization 
measure. While their effectiveness has often 
been doubted, this study shows that success 
beyond direct employment and income gener- 
ation depends on development levels and the 
economic environment. Despite separation, 
the host country linkages develop and technol- 
ogy is transferred if certain conditions are ob- 
served. The zones’ factor intensity of produc- 
tion is shown to correspond with posited factor 
endowments, except where distorted by in- 
vestment incentives. Interpretation is tem- 
pered by the role played by changing world 
trade parameters and danger that zones win- 
dow dress protected economies. Weltwirtsch. 
Arch., Mar. 1984, 120(1), pp. 64-89. Institut 
fiir Weltwirtschaft, Kiel. 

Wogart, Jan Peter and Marques, Jose Silverio — 
Trade Liberalization, Tariff Redundancy and 
Inflation: A Methodological Exploration Ap- 
plied to Argentina 

This paper presents a simple framework to 
analyze the impact of various import liberaliza- 
tion measures on the potential competitiveness 
of the industrial sector. In the case of Argentina 
it is demonstrated that the key instrument in 
eliminating tariff redundancy was exchange 
rate policy. Reductions in external tariffs were 
of secondary importance. It seems clear that 
tariff redundancy had been eliminated by early 
1979, at a time when the authorities began 
to apply discriminating tariff reductions. The 
redundancy analysis indicates the possible 
amount of price deceleration that can be ex- 
pected under long-run price consergence. 
Weltwirtsch. Arch.. Mar. 1984, 120(1), pp. 18- 
39. World Bank, Washington, D.C. 

423 Economic Integration 

Drabek, Zdenek and Greenaway, David — Ek:o- 
nomic Integration and Intra-Industry Trade: 
The EEC and CMEA Compared 
Since the earliest empirical studies of intrain- 
dustry trade, the phenomenon has been linked 
with economic integration. This paper exam- 
ines the causal links between economic inte- 
gration and intraindustry' trade and considers 
whether these can be expected to differ .sys- 
tematically between customs unions involving 
developed market economies and those involv- 
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ing centrally planned economies. Intraindustry 
trade is measured for members of the EEC 
and compared with indices for various mem- 
bers of the CMEA (as well as several non-EEC 
countries). It is found that average levels of 
intraindustry trade are indeed higher for EEC 
countries, and various explanations for this 
finding are discussed. Kyklos, 1984, 37(3), pp. 
444-69. University of Buckingham, England, 
and World Bank, Washington, D.C.; University 
of Buckingham, England. 

Grinds, Earl L. — A Thorn in the Lion’s Paw: 

Has Britain Paid Too Much for Common 

Market Membership? 

The welfare consequence of Britain’s entry 
into the Common Market is studied for the 
period 1972 to 1980. The figures show that 
in some years Britain would have been better 
off by 3 to 4 percent of GDP trading on its 
own. Its average losses were greater than 1.5 
percent of GDP. Moreover, a feasible alterna- 
tive arrangement is described in which Com- 
mon Market association would benefit both 
Great Britain and other Common Market 
countries without harming non-Common Mar- 
ket countries. The methodology involves a 
general equilibrium model of customs union 
formation, which determines financial ar- 
rangements such as cross-country compensa- 
tion and the distribution of common tariff reve- 
nues. Obviously similar studies can be done 
for other applications such as the proposed 
North Atlantic Free Trade Area. / Int. Econ., 
May 1984, 76(3/4), pp. 271-93. Cornell Uni- 
versity. 

430 BAI..ANCE OF Payments; International 
Finance 

Diaz-Alejandro, Carlos F. — Latin American 

Debt; I Don’t Think We Are in Kansas Any- 
more 

This paper analyzes the Latin American de- 
velopment crisis of the early 1980s. An attempt 
is made at imagining how the future looked 
to these countries in 1980. The paper dates 
the crisis, examining the various external 
shocks, domestic adjustment policies, and the 
resulting economic performance of the differ- 
ent economies. An econometric interlude scru- 
tinizes separately import and export (unctions. 


and the determinants of the real exchange 
rate. A final section contrasts the “national” 
external debt with private external assets and 
analyzes costs and benefits of default. Reviews 
of systemic rewards to adjustment and of fu- 
ture scenarios close the paper. Brookings Pap. 
Econ. Act., Dec. 1984, 2:1984, pp. 335-89. Co- 
lumbia University. 

431 Balance of Payments; Mechanisms of 
Adjustment; Exchange Rates 

Asheim, Geir B. — Properties of a System of 

Currency Baskets 

This paper interprets the resulting regime 
when a number of countries tie their curren- 
cies to unilaterally designed baskets of other 
currencies as a noncooperative exchange rate 
system. Consistency and stability of such a sys- 
tem of currency ba.skets are investigated 
through an application of Frobenius-Perron’s 
theorem on semipositive square matrices. It 
is established that devaluations preserve (while 
sufficiently large revaluations undermine) 
these properties. This asymmetry is caused by 
the use of arithmetic baskets, which do not 
preserve effective weights when exchange 
rates differ from their base settings. J. Int. 
Econ., May 1984, 76(3/4), pp. 311-17. Norwe- 
gian School of Economics and Business Admin- 
istration, Bergen -Sand viken. 

Backus, David — Empirical Models of the Ex- 
change Rate: Separating the Wheat from the 

Chaff 

Monetary, sticky-price, and portfolio balance 
models of the exchange rate are estimated with 
Canadian and U.S. data over the 1970s. All are 
rejected by nested and nonnested tests. The 
relaHve .success of the random walk is consis- 
tent with interest rate parity and rational ex- 
pectations, but such market fundamentals as 
money supplies and income have little expla- 
natory power. Estimated sticky-price models 
yield no evidence of overshooting. Portfolio 
balance models fit moderately well, but stocks 
of foreign and domestically denominated assets 
add little to their success. The author concludes 
that the empirical support for any of these the- 
ories is weak. Can. J. Econ., Nov. 1984, 77(4), 
pp. 824-46. Queen’s University, Kingston, On- 
tario. 
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Bhandari, Jagdeep S. — Speculation and the 
Crawling Peg; Some Further Issues 
This paper argues that managed float ex- 
change rate systems may very easily become 
unstable in the presence of high capital mobil- 
ity and minimally rational speculators. This will 
almost certainly be the case if the authorities 
index the rate of real appreciation/deprecia- 
tion to either the overall rate of reserve accu- 
mulation or the level of reserves. In such cir- 
cumstances indexation to the nominal trade 
surplus is far safer. Z. ges. Staatswiss., Sept. 
1984, 140{3), pp. 528-36. Southern Illinois 
University, Carbondale. 

Brodsky, David A. — Fixed versus Flexible Ex- 
change Rates and the Measurement of Ex- 
change Rate Instability 
A recent study by Pradumna Rana examin- 
ing exchange rate instability in eight Asian 
countries concluded that due to the non-nor- 
mality of the underlying exchange rate distri- 
butions, the standard deviation was an erratic 
and misleading measure of variability. The 
present paper argues that the choice of a suit- 
able measure of instability cannot be made on 
mathematical grounds alone. Rana’s preferred 
measure is shown to be inappropriate, since 
it excludes from consideration precisely those 
observations of greatest significance. Con- 
versely, given the assumption of risk aversion, 
the standard deviation is an entirely consistent 
measure. Results are also presented for an ex- 
panded study covering more than 150 coun- 
tries./ Int. Econ., May 1984, /6(3/4), pp. 295- 
306. UNCTAD, Geneva. 

Flood, Robert P. and Garber, Peter M. — Col- 
lapsing Exchange-Rate Regimes: Some Lin- 
ear Examples 

The authors construct a pair of linear exam- 
ples to study the collapse time of a fixed ex- 
change rate regime. The first example is a per- 
fect-foresight, continuous time model, which 
allows calculation of the exact collapse time 
and the tracking of reserves. The second exam- 
ple is a discrete time, stochastic model, which 
yields an endogenous probability distribution 
over the collapse time and produces a forward 
discount of the exchange rate. /. Int. Econ., 
Aug. 1984, 17{ll2), pp. 1-13. Northwestern 


University, Evanston, Illinois; University of 
Rochester. 

Cazioglou, Shaziye — Exchange Rate Over- 
shooting: Clarification and Extensions 
This paper comments on an earlier paper 
by Jagdeep S. Bhandari, which seeks to show 
that exchange rate overshooting depends on 
both real and monetary factors. It points to 
certain weaknesses in Bhandari’s analysis, and 
seeks to rectify these by developing a model 
based on sluggish money market adjustment 
and a stock view of capital movements. A ro- 
bust conclusion of the analysis is that exchange 
rate overshooting occurs with a relatively high 
degree of capital mobility, while undershoot- 
ing occurs with low capital mobility. Manches- 
ter Sch. Econ. Soc. Stud., Sept. 1984, 52(3), pp. 
314-21. Birkbeck College, University of Lon- 
don. 

Greenwood, Jeremy — Non-traded Goods, the 
Trade Balance, and the Balance of Payments 
A small-scale general equilibrium model is 
constructed to explain the joint behavior of 
the trade balance, balance of payments, rela- 
tive price of nontraded goods, and the real ex- 
change rate. The model can be used to obtain 
a set of predictions about the resjxinse of these 
four variables to various exogenous distur- 
bances, such as movements in the terms of 
trade or changes in government expenditure. 
The analysis emphasizes the interconnected- 
ness between the traded and nontraded goods 
sectors of an economy. Con. /. Econ.. Nov. 
1984, 1 7(4), pp. 806-23. University of Western 
Ontario, London, Canada. 

Harkness, Jon — Optimal Oil Pricing in a Small 
Open Economy: A Macroeconomic Perspec- 
tive 

This paper derises the optimal oil pricing 
strategy, from the viewpoint of short-run mac- 
roeconomic stabilization, for a small open 
economy which may itself be an oil producer. 
Among other things, it is found that oil’s do- 
mestic price should not be tied to its world 
price when the exchange rate is fixed. Rather, 
it should be indexed to the CPI with the extent 
of such indexing depending upon the relative 
size of the domestic oil sector. If the exchange 
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rate is flexible, similar results obtain unless the 
authority is particularly concerned by inflation 
rather than by unemployment. Can. J. Econ., 
Nov. 1984, 17(A), pp, 762-73. Queen’s Univer- 
sity, Kingston, Ontario. 

Hsieh, David A Tests of Rational Expecta- 

tions and No Risk Premium in Forward Ex- 
change Markets 

This paper tests the simple efficiency hy- 
pothesis, i.e., that traders have rational expec- 
tations and charge no risk premium in the for- 
ward exchange market. It uses a statistical 
procedure, which is consistent under a large 
class of heteroskedasticity, and a set of data 
that takes into account the institutional fea- 
tures of the forward exchange market. The re- 
sults show that this procedure leads to stronger 
rejections of the simple efficiency hypothesis 
than do procedures using the standard assump- 
tion of homoskedasticity. J. Int. Econ., Aug. 
1984, 77(1/2), pp. 173-84. University of Chi- 
cago. 

Kimbrough, Kent P. and Koray, Faik — Money, 
Output, and the Trade Balance: Theory and 
Evidence 

This paper develops an equilibrium model 
of the world economy under floating exchange 
rates and examines its implications for co- 
movements of money, output, and the trade 
balance. The model’s predictions are com- 
pared with those of a fixed-price Keynesian 
version of the model of R. A. Mundell and 
J. M. Fleming. The predictions of the two mod- 
els are shown to differ on almost all counts. 
Empirical evidence on the effects of antici- 
pated and unanticipated money on output and 
the trade balance from the recent Canadian 
experience with floating rates is presented. 
This evidence, generally speaking, is consistent 
with the implications of the equilibrium model. 
Can. J. Econ., Aug. 1984, 7 7(3), pp. 508-22. 
Duke University, Durham, North Carolina. 

Lachler, Ulrich — Stabilization Policy in an 
Open-Economy Equilibrium Model 
This essay examines the question of optimal 
foreign exchange market intervention in an 
open-economy macro-mode! where expecta- 
tions are formed rationally. Optimal foreign 


exchange market intervention in this context 
consists of an optimal feedback rule whereby 
the money supply or the exchange rate are 
adjusted in response to new information. The 
optimal rule is shown to perform at least as 
well, and generally better, than various other 
rules under similar informational assumptions. 
It is also shown, however, that if the informa- 
tion available to central banks is not sufficiently 
accurate, attempts to implement the optimal 
rule might destabilize. Weltwirtsch. Arch., 
Sept. 1984, 120(3), pp. 403-23. Institut fiir 
Weltwirtschaft, Kiel. 

Lai, Ching-chong and Chen, Chau-nan — Flexi- 
ble Exchange Rates, Tight Money Blffects, 
and Macroeconomic Policy 
This paper admits the possibility of an in- 
verse relationship between the real value of 
the money supply and the exchange rate and 
demonstrates that the standard conclusion that 
macroeconomic policy is more effective under 
flexible as opposed to fixed exchange rates may 
be reversed. It is further shown that the well- 
known J. M. Fleming proposition that the rela- 
tive efficacy of fiscal policy under alternative 
exchange rates depends on the degree of capi- 
tal mobility will also be reversed if the expendi- 
ture-reducing effect of the depreciation ex- 
ceeds the expenditure-switching effect. J. Post 
Keynesian Econ., Fall 1984, 7(1), pp. 128-33. 
Institute of the Three Principles of the People, 
Academia Sinica, Taipei. 

Lawrence, Colin — The Role of Information 
and the International Business Cycle 
This paper explores an equilibrium imper- 
fect information model of the business cycle 
under floating exchange rates with perfect in- 
ternational capital mobility. While interna- 
tional trade in goods takes place in decentral- 
ized markets, foreign exchange and 
international debt are traded in centralized 
markets. The paper investigates the degree of 
international business cycle synchronization, 
the covariation between the exchange rate and 
the terms of trade, and the degree of insulation 
provided by floating exchange rates. In sharp 
contrast to sticky price Keynesian type models, 
unanticipated monetary shocks will induce 
synchronized cycles, given sufficient elasticity 
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conditions. The amplitude of the business cycle 
will depend upon the covariance matrix of sto- 
chastic shocks. /. Int. Econ., Aug. 1984, 17 
(1/2), pp. 101-20. Columbia University. 

Michener, Ron — A Neoclassical Model of the 
Balance of Payments 

This paper analyzes the transitory and long- 
run effects of devaluation and tariffs, as well 
as the effects of alterations in the domestic 
money supply and the terms of trade for a 
small country on fixed exchange rates. These 
issues are investigated in a self-contained dy- 
namic optimization model of the sort popular- 
ized by W. A. Brock (1974, 1975). Familiar re- 
sults in the trade literature are thereby 
explicated for the nonspecialist who is none- 
theless familiar with Brock’s work. There are 
some new results regarding the role played 
by income and substitution effects in determin- 
ing the consequences of terms-of-trade shifts. 
Rev. Econ. Stud., Oct. 1984, 5/(4), pp. 651- 
64. University of Virginia. 

Mishkin, Frederic S. — Are Real Interest Rates 
Equal across Countries? An Empirical Inves- 
tigation of International Parity Conditions 
This paper conducts empirical tests of the 
equality of real interest rates across countries. 
The empirical evidence strongly rejects the hy- 
pothesis of real rate equality and the joint hy- 
potheses of uncovered interest parity and ex 
ante relative purchasing power parity (PPP), 
or the unbiasedness of forward rate forecasts 
and ex ante relative PPP. The evidence sug- 
gests that it is worth studying open economy 
macroeconomic models that allow: (1) domes- 
tic real rates to differ from world rates, (2) time 
varying risk premiums in the forward market, 
or (3) deviations from ex ante relative PPP. 
/ Finance, Dec. 1984, 39(5), pp. 1345-58. Co- 
lumbia University. 

Moses, Eleanor R. — The Policy Implications of 
Internationally Mobile Capital under Fixed 
Exchange Rates 

This paper incorporates the capital account 
into a standard model of the monetary ap- 
proach to the balance of payments. The aim 
is to analyze the policy implications of interna- 
tionally mobile portfolio capital for a small 


country faced by an increase in the world 
money supply. The country has three policy 
options: interest rate control with complete 
sterilization of capital inflow; control of the do- 
mestic credit component of the money supply; 
complete capital controls. The dynamic stabil- 
ity properties of the model are investigated 
under each scenario. The m^or conclusion is 
that capital movements are potentially destabi- 
lizing even in the short run. Economica, Aug. 
1984, 5/(203), pp. 341-49. University of East 
Anglia, Norwich, England. 

Murfin, Andy and Onnerod, Paul — ^The For- 
ward Rate for the U.S. Dollar and the Effi- 
cient Markets Hypothesis, 1978-1983 
This paper examines the efficiency of the for- 
ward exchange market for the U.S. dollar 
against 16 currencies for the period September 
1978 to September 1983. The standard test 
of regressing the spot rate on the previous peri- 
od's forward rate is examined using both OLS 
single equation and ZSURE systems estima- 
tion. Efficiency is generally rejected both on 
the basis of parameter restrictions implied by 
unbiasedness and on grounds of dynamic mis- 
specification. A simple time-series model of the 
difference between the spot and the corre- 
sponding forward exchange rate is shown to 
produce spot rate forecasts that outperform 
the forward exchange rate as a predictor. Man- 
chester Sch. Econ. Soc. Stud., Sept. 1984, 52(3), 
pp. 292-99. Henley Centre for Forecasting, 
England; Henley Centre for Forecasting, En- 
gland, and Queen Mary College, London. 

Nowak, Michael — Quantitative Controls and 
Unofficial Markets in Foreign Exchange: A 
Theoretical Framework 
A model is developed in which exchange 
controls prevent the official foreign exchange 
market from clearing and thereby give rise to 
a black market in which transactions are con- 
ducted at a premium price. The analysis yields 
results that differ strikingly from those of the 
standard model for a small open economy. For 
example, it is demonstrated that, under plausi- 
ble assumptions, a devaluation of the official 
exchange rate under a restrictive exchange re- 
gime will have no inflationary impact Infla- 
tionary repercussions naay, however, be erro- 
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neously attributed to a devaluation if expecta- 
tions are not adequately taken into account. 
Int. Monet, fund Staff Pap., June 1984, 31(2), 
pp. 404-31. International Monetary Fund, 
Washington, D.C. 

Olgun, Hasan — An Analysis of the Black Mar- 
ket Exchange Rate in a Developing Econ- 
omy — The Case of Turkey 
This paper has constructed, estimated, and 
simulated, using Turkish data, a simple model 
that simultaneously determines the black mar- 
ket exchange rate, price level, real income, and 
real money balances. The results of dynamic 
.simulations show that, when feedbacks from 
the rest of the economy are allowed, the effects 
of a given policy change on the black market 
exchange rate are substantially dilferent from 
those that would be observed with a single 
equation model that assumes all explanatory 
variables exogenous and does not allow for any 
feedback. Weltwirtsch. Arch., June 1984, 
120(2), pp. 329-47. Middle East Technical 
University, Ankara, Turkey. 

’itt, Mark M. — Smuggling and the Black Mar- 
ket for Foreign Exchange 
This paper develops a model of the black 
market for foreign exchange in which black 
market currency is demanded and supplied by 
Brms engaged in smuggling. It is demonstrated 
that quotas or foreign exchange rationing are 
not necessary to induce the coexistence of legal 
ind foreign exchange black markets. Variants 
of the model analyze the implications of capital 
flight, unbalanced trade, quotas, foreign ex- 
ohange licensing, and economies with more 
:han two goods. / Jnt. Econ., May 1984, 16(31 
), pp. 243-57. University of Minnesota, Min- 
leapolis. 

ihieh, Yeung-nan — On Monetary Expansion, 
Terms of Trade and Economic Growth 
W. W. Roberts extended R. Ramanathan’s 
nodel to a two-sector, two-currency, and two- 
ountry neoclassical growth model with flexi- 
>le exchange rates. Under the assumption that 
le consumption good is relatively capital in- 
jnsive, Roberts found; an increase in domestic 
aonetary expansion will increase the domestic 
verall capital intensity, decrease the foreign 


overall capital intensity, and worsen the terms 
of trade for the country importing the invest- 
ment good; an increase in domestic monetary 
expansion may increase or decrease the level 
of trade. In this paper, the author adds to and 
generalizes these results. Econ. Rec., June 
1984, 60(169), pp. 128-32. University of Dallas, 
Irving. 

Vartia, Yrjb O. and Vartia, Pentti L. I. — De- 
scriptive Index Number Theory and the 
Bank of Finland Currency Index 
Exchange rate indices are discussed in terms 
of the descriptive (or statistical) index number 
theory. The concept of bias of an index number 
formula is examined in order to show that the 
Bank of Finland currency index (1974 = 100) 
has an unfortunate permanent upward bias. 
In the current version of the index (1980 — 
100), this bias has been eliminated by transfer- 
ring to an unbiased index number formula. 
Scand. }. Econ., 1984, 86(3), pp. 352-64. Uni- 
versity of Helsinki; Research Institute of the 
Finnish Economy, Helsinki. 

van Wijnbergen, Sweder — The Optimal Invest- 
ment and Current Account Response to Oil 
Price Shocks under Putty-Clay Technology 
The motivation for this paper is the dis- 
crepancy between actual current account (CA) 
responses to oil price shocks and the predic- 
tions derived from simple intertemporal op- 
timizing models. These models indicate a de- 
cline in investment and a CA improvement 
as the optimal response. In this paper the au- 
thor introduces putty-clay technology into a 
two-period optimizing model and shows that 
that leads to an increase in gross investment 
and a CA deterioration as an optimal response 
to large oil price shocks by net importers of 
oil. Successful adapters to the 1973/1974 oil 
price shocks (Korea, Taiwan) indeed followed 
such a policy. J. Int. Econ., Aug. 1984, 17(11 
2), pp. 139-47. World Bank, Washington, D.C. 

Witzel, Ruprecht — Overshooting des Wechsel- 
kurses, Substituierbarkeit der Finanzaktiva 
und J-Kurve (Overshooting of the Exchange 
Rate, Substitutability of Financial Assets and 
J-Curve) 
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Assuming that the Marshall-Lerner condi- 
tion holds in the impact-phase, Jacob A. 
F'renkel and Carlos A. Rodriguez demonstrate 
that overshooting of the flexible exchange rate 
following a domestic monetary expansion is an 
increasing function of the international substi- 
tutability of financial assets. In this paper it is 
shown that this relation is reversed when al- 
lowing for the J-curve effect in the trade bal- 
ance. Overshooting is thep a decreasing func- 
tion of the degree of substitutability. While the 
Frenkel-Rodriguez model suggests capital 
controls to weaken overshooting, the author's 
model shows that overshooting cannot be pre- 
vented but is minimal when there is perfect 
substitutability of financial assets. Weltwirtsch. 
Arch., Sept. 1984, 120(3), pp. 436-53. (Ger- 
man). University of Constance, West Germany. 

Woo, Wing T. — Exchange Rates and the Prices 
of Nonfood, Nonfuel Products 
As a cost-plus framework is used, the analysis 
is limited to nonfood, nonfuel products. For 
the United States, exchange rate movements 
have a significant though not proportional ef- 
fect on import prices but, surprisingly, these 
prices in turn have little or no effect on the 
consumption deflator. This finding could be 
due to market-specific factors such as quotas, 
strategic considerations in oligopolistic mar- 
kets, price discrimination, and the United 
States setting the world price for some goods. 
The exchange rate gives large effects when oil 
is included in the price index because of the 
historical correlation between exchange rate 
depreciation and OPEC price increases. 
Brookiriffs Pap. Econ. Act., Dec. 1984, (2), pp. 
511-30. Brookings Institution, Washington, 
DC. 

432 International Monetary Arrangements 

Fischer, Bernhard — South Bank and Third 
World Money: A Critical Assessment 
The author rejects two major projxisals of 
soft-term monetary cooperation among devel- 
oping countries, a “South Bank” and the issue 
of an international money used for payments 
in South-South trade. By pointing to the trade- 
off between the competition of South assets 
with remunerative and less risky alternative 
asset holding on one hand and the concession- 


ary and discriminatory nature of financing 
South-South interactions per se on the other 
hand, the author doubts whether surplus coun- 
tries in South-South trade and developed 
countries’ lenders will pay more than lip ser- 
vices to the two proposals. Konjunkturpolitik, 
1984. 30(5), pp. 317-25. Institut fur Weltwirt- 
schaft, Kiel. 

433 Private International Lending 
Chapman, Sheila A. — The Foreign Debt of the 

CMEA Nations: A Move Towards Adjust- 
ment? 

This paper analyzes the problem of Eastern 
nations’ indebtedness against a background of 
soaring world debt. Particular attention is de- 
voted to the recent crises of Poland and Roma- 
nia, following which virtually all CMEA nations 
were excluded from international financial 
markets. In most cases the credit squeeze was 
harder than that warranted by the underlying 
disequilibrium. ISastern exposure on foreign 
markets, however, declined rapidly, as Eastern 
governments endorsed strict adjustment mea- 
sures. The adjustment, in general, has been 
successful. In the near future Eastern nations 
probably have a better chance of honoring 
their debt commitments than many of the 
worlds most indebted nations. Econ. Notec, 
1984, (2), pp. 51-75. European Universits’ Insti- 
tute, Florence. 

440 International Investment and Foreign 

Aid 

441 Intemalional Investment and Capital .Markets 
Norman, George and Dunning, John H. — In- 
tra-Industry Foreign Direct Investment: Its 

Rationale and Trade Effects 

This paper considers the growing impor- 
tance of intraindustry foreign direct invest- 
ment (IIFDI). A simple taxonomy of forms of 
international economic invoKement is pre- 
sented to put IIFDI in context. It emerges that 
for IIFDI to occur, entrepreneurs must possess 
ownership advantages that are firm rather than 
country specific. IIFDI is shown to be a natural 
consequence of intraindustry trade and the last 
stage in an evolutionary process beginning 
with interindustry trade. It is to be expected 
that IIF’DI will be complementary with in- 
traindustry trade, but that a growing proper- 
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tion of trade will be intrafirm trade. Welt- 
wirtsch. Arch., Sept. 1984, J20{3), pp. 522-40. 
University of Leicester; University of Reading. 

442 Intemational Business 
Bomer, Silvio — Internationale Wettbewerbsfa- 
higkeit — Fragmente zu einer Theorie inter- 
nationaler UnternehmenstStigkeit (Interna- 
tional Competitiveness — Fragments of a 
Theory on International Entrepreneurial 
Activity) 

Contrary to the orthodox market concep- 
tion — where firms’ decisions involve merely ef- 
ficiency-oriented adaptation to ensure general 
equilibrium — a more pragmatic approach 
must take account of the endogenous character 
of market structures: The driving forces be- 
hind innovations — and hence "progress” — are 
the creation and exploitation of market imper- 
fections. As companies use their core skills 
worldwide, international competitiveness is 
determined on the firm level, thereby dispos- 
ing of traditional trade theory with its focus 
on the nation-state. "Creative destruction" is 
viewed as an institutional change on a global 
basis, enterprises being the center pivot of dy- 
namics. Weltwirtsch. Arch., Sept. 1984, 120(3), 
pp. 481-98 (German). Institut fiir Angewandte 
Wirtschaftsforschung, University of Basel. 

500 Administration; Business Finance; 

Marketing; Accounting 

510 Administration 
512 Managerial Economics 

Barry, Christopher B.; Velez- Arocho, Jorge I. 
and Welch, Paul R. — A Bayesian Approach 
to CVP Analysis under Parameter Uncer- 
tainty 

Cost-volume-profit (CVP) analysis is a simple 
but useful tool for profit planning. Numerous 
authors have written about CVP under uncer- 
tainty, but it is apparently in scarce use. This 
article presents a Bayesian approach to CVP 
analysis that is more easily interpretable than 
other t^proaches. The Bayesian framework 
lends itself naturally to decision making under 
uncertainty and appears to overcome limita- 
tions inherent in earlier approaches. Quart. 
Rev. Econ. Bus., Summer 1984, 24(2), pp. 71- 


90. Southern Methodist University; University 
of Puerto Rico, Mayaguez; University of South 
Carolina. 

Faith, Roger L.; Higgins, Richard S. and Tolli- 
son, Robert D. — Managerial Rents and Out- 
side Recruitment in the Coasian Firm 
This paper presents a model of the outside 
hiring rate for a firm’s chief executive officer 
(CEO). The model is cast in an agent-principal 
framework, and it stresses several margins of 
internal and external control of managerial be- 
havior. In particular, the role of the outside 
CEO in breaking down costly informal con- 
tracts among internal managers is emphasized 
relative to the advantages of promoting the 
insider who has an obvious comparative advan- 
tage in firm processes. The central prediction 
of the model, that CEO pay is negatively re- 
lated to CEO tenure in the company, is not 
refuted in an empirical test. Amer. Econ. Rev., 
Sept. 1984, 74(4), pp. 660-72. Arizona State 
University; Federal Trade Commission, Wash- 
ington, D.C.; George Mason University and 
Clemson University. 

513 Business and Public Administration 

Brockway, George P. — Executive Salaries and 
Their Justification 

High executive salaries and perquisites tend 
to increase corporate wages at all levels, with 
inflationary consequences. There is a case for 
the entrepreneur, but it has been overstated. 
Salaries five thousand times the poverty level 
can be Justified only on the basis of supply and 
demand, but this reduces human beings to 
commodities. The compensation of labor — ex- 
ecutive labor as well as common labor — is not 
a “scientific” question but goes to our mores, 
our morale, our morals. / Post Keynesian 
Econ., Winter 1984-85, 7(2), pp. 168-76. New 
Leader, New York. 

Click, Henry A. and Feuer, Michael J. — Em- 
ployer-sponsored Training and the Gover- 
nance of Specific Human Capital Invest- 
ments 

This article addresses problems of employer- 
sponsored training and education. ’The authors 
expand the human capital approach to account 
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for costly transactions and opportunistic be- 
havior in internal labor markets and develop 
three arguments; employer-financed training 
in general skills can be viable if it is provided 
jointly with specific training; specific training 
investments, even if they are shared by em- 
ployers and employees, require special gover- 
nance arrangements; and general training 
serves as an effective instrument for safeguard- 
ing these joint investments in specific training. 
Quart. Rev. Exon. Bus., Summer 1984, 24(2), 
pp. 91-103. University of Pennsylvania; Drexel 
University. 

520 Business Finance and Investment 
521 Business Finance 

Easterbrook, Frank H. — Two Agency-Cost Ex- 
planations of Dividends 
The usual assessments of the functions of div- 
idends assume that managers are perfect 
agents of investors. On this assumption divi- 
dends are all but inexplicable. Yet managers 
are imperfect agents- This paper shows that 
dividends may be useful in reducing the 
agency costs of management. Dividends force 
managers to raise money in capital markets 
more often, and frequent return to capital mar- 
kets sets in motion a variety of effective moni- 
toring devices. Dividends also are useful in ad- 
justing conflicts between equity and debt 
investors. The paper discusses evidence tend- 
ing to support these hypotheses. Amer. Econ. 
Rev., Sept. 1984, 74(4), pp. 650-59. University 
of Chicago. 

Thompson, Howard E — Estimating Individual 
Company Costs of Capital from Cross-sec- 
tional Data; A Random Coefficients Ap- 
proach 

This study generates individual company 
costs of equity capital from statistical analysis 
of cross-sectional industry data. The paper uses 
a new random coefficients regression approach 
on 18 cross-sections of 75 electric utilities for 
the years 1963-80. The procedure does not 
allow calculation of standard errors of the esti- 
mates but when compared with existing cost 
of capital methods is shown to be a useful addi- 
tion to current methodology. Managerial Dec. 
Econ., Sept. 1984, 5(3), pp. 130-40. University 
of Wisconsin, Madison. 


522 Businew Investment 

Blejer, Mario I. and Khan, Mohsin S. — Govern- 
ment Policy and Private Investment in De- 
veloping Countries 

Although private investment in industrial 
countries has been extensively studied, there 
is as yet little systematic evidence on the sub- 
ject for developing countries. The purpose of 
this paper is to formulate a model relating pri- 
vate investment in developing countries to 
some of its main determinants, particularly 
variations in bank credit and in public sector 
investment. The focus on these two factors al- 
lows for an explicit treatment of financial and 
real “crowding out," a subject on which there 
is some controversy. Empirical tests for a 
pooled sample of 24 developing countries pro- 
vide suppiort for the basic model. Int. Monet. 
Fund Staff Pap., June 1984, 31(2), pp. 379- 
403. International Monetary Fund, Washing- 
ton, DC. 

Schnabel, Jacques A. and Frank, Jonathan — 
Bankruptcy Risk and Impared Investment 
Decisions 

This paper examines situations where the 
firm’s investment decisions are impaired due 
to the presence of bankruptcy risk. Two situa- 
tions are examined, one in which the firm is 
motivated to reject a positive NPV project and 
another in which the firm is motivated to ac- 
cept a negative NPV project. Managerial Dec. 
Ecofi., Sept. 1984, 5(3), pp. 187-90. University 
of Calgary, Alberta; Suffolk University, Boston. 

530 Marketing 
531 Marketing and .Advertising 
Eppen, Cary D. and Liebermann, Yehoshua — 
Why Do Retailers Deal? An Inventory Expla- 
nation 

Price deals occur when a retailer offers an 
item for sale for a short period of time at prices 
below its going market rate. This paper dem- 
onstrates that, under certain conditions, price 
deals on nonperishable goods can benefit both 
the retailer and the consumer by transferring 
part of the inventory carrying cost from the 
former to the latter in return for an unusually 
low price. The analysis is based on the assump- 
tion that the consumer alters his purchasing, 
but not his consumption, behavior in the fece 
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of deals. The retailer faces an environment de- 
scribed by the assumptions of the classical 
EOQ (economic order quantity) model. The 
optimal behavior of both parties is derived as 
well as the impbed characteristics of the sys- 
tem. Some empirical evidence that tends to 
support the theoretical argument is presented. 
/. Bus., Oct. 1984, 57(4), pp. 519-30. University 
of Chicago; Bar-Ilan University. 

Sturgess, Brian T. and Wilson, Nicholas — Ad- 
vertising Elxpenditure and Aggregate Con- 
sumption in Britain and West Germany. An 
Analysis of Causality 

This paper surveys past work, which at- 
tempts to investigate the effects of advertising 
on the macro-economy, in particular on the 
allocation of income to consumption expendi- 
ture. It is argued that many prior studies aimed 
at testing this “Galbraithian” hypothesis have 
suffered from an inability to detect the direc- 
tion of any causal flows. Here, the relationship 
is analyzed for West Germany and Great Brit- 
ain, with the use of bivariate time series model- 
ing techniques considered initially by P. Gran- 
ger and P. Newbold. No support is found for 
the proposition that advertising has a positive 
causal effect on aggregate consumption in the 
two countries. Managerial Dec. Ecoti., Dec. 
1984, 5(4), pp. 219-27. City University Busi- 
ness School, London; International Institute of 
Management, Berlin, and University of War- 
wick. 

540 Accounting 
541 Accounting 

Lobo, Gerald J. and Nair, R. D. — Predictions 
of Annual Earnings Using Quarterly Earn- 
ings, Annual Earnings, and Dividend Payout 
Ratios 

This study examines two issues related to 
forecasting annual accounting earnings: the 
improvement in forecasts of annual earnings 
that can be obtained by including information 
about dividend payout along with the past 
earnings series and the comparative ability of 
quarterly and annual earnings time series mod- 
els to predict annual earnings. Results indicate 
that considerable improvement in predictive 
ability can be obtained by expanding the infor- 
mation set to include the dividend payout ratio 


series and that models developed using annual 
earnings generate more accurate predictions 
of annual earnings than do models using quar- 
terly earnings. Managerial Dec. Econ., Dec. 
1984, 5(4), pp. 228-33. University of Wiscon- 
sin, Madison. 

600 Industrial Organization; 
Technological Change; Industry Studies 

610 Industrial Organization and Public 
Policy 

611 Market Structure: Industrial Organization and 
Corporate Strategy 

Alberts, William W. — Do Oligopolists Earn 
“Noncompetitive” Rates of Return? 

The paper argues that the answer to the title 
question is no, and that, accordingly, the cost- 
price performance of the U.S. industrial sector 
can be described as “competitive.” The argu- 
ment is developed in two steps. First an equa- 
tion is derived that makes it possible to specify 
what rates of return would be for leading firms 
in concentrated markets if the firms priced to 
maximize current period profits. Then data are 
presented that show that the rates of return 
actually generated by typical oligopolists are 
.small fractions of profit-maximizing rates; in- 
deed, observed rates of return on average ap- 
proximate percentage capital costs. Amer. 
Exon. Rev., Sept. 1984, 74(4), pp. 624-32. 
University of Washington, Seattle. 

Beesley, M. E. and Hamilton, R. T. — Small 
Firms’ Seedbed Role and the Concept of 
Turbulence 

"Turbulence” is measured, relating births 
and deaths in an industry to its starting popula- 
tion of establishments. The findings support 
the idea of a “seedbed” of independent small 
firms challenging existing firms by new activi- 
ties. In explaining industry variation in turbu- 
lence, small independent establishments, not 
firms’ subsidiaries, are important. Entry barri- 
ers, profits, and concentration are not. Turbu- 
lent industries tend to have novel products. 
In concentrated industries, newcomers tend 
to be subsidiaries. Turbulence is greater with 
industry growth, probably because high birth 
and death rates coincide. Small firm policy 
should, it is argued, aim at reducing deaths 
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rather than encouraging births. /. Ind. Econ., 
Dec. 1984, 33(2), pp. 217-31. London Business 
School; University of Canterbury, Christ- 
church, New Zealand. 

Galbraith, James K. — Galbraith and the The- 
ory of the Corporation 
John Kenneth Galbraith’s professional col- 
leagues have taken a long time, and a circui- 
tous road, to arrive where he stood fifteen years 
ago before the void, which is — economics per- 
tinent to the modern corporation. The essence 
of that void is the underdevelopment in eco- 
nomics of a theory of power. Power relations, 
not market relations, are the heart of the cor- 
poration and its dealings with other corpora- 
tions, government and labor, and often also 
with the consumer. Without a theory of power, 
no theory of the modern corporation can go 
beyond the anthropomorphism of the neoclas- 
sical view. It is perhaps not so strange, there- 
fore, that Galbraith's own theoretical develop- 
ment has led him from The New Industrial 
State to The Anatomy of Power. One might 
hope that the elaboration of a theory of the 
corporation will now pick up again from here. 
J. Post Keynesian Econ., Fall 1984, 7(1), pp. 
43-60. U.S. Congress, Joint Economic Commit- 
tee. 

Ceroski, P. A. — On the Relationship between 
.Aggregate Merger .Activity and the Stock 
Market 

This paper presents substantial evidence to 
show that the well documented correlation be- 
tween aggregate merger activity and indices 
of share prices is unstable and thus of little 
predictive value. Further, Granger causality 
testing suggests that such correlations are spu- 
rious, reflecting other more fundamental 
forces, which jointly determine movements in 
both series. Europ. Econ. Rev., July 1984, 25(2), 
pp. 223-33. University of Southampton and 
University of Louvain, Louvain la Neuve, Bel- 
gium. 

Ghemawat, Panktg — Capacity Expansion in 
the Titanium Dfoxide Industry 
This paper characterizes the equilibrium ca- 
pacity expansion and licensing patterns in an 
industry where new capacity is lumpy and 


costs vary across firms. DuPont’s strategy for 
the titanium dioxide business in the 1970s is 
shown to support the predictions of the model. 
However, the evolution of the U.S. titanium 
dioxide industry over that period also under- 
scores the risks of preemption. J. Ind. Econ., 
Dec. 1984, 33(2), pp. 145-63. Harvard Univer- 
sity. 

Gisser, Micha — Price Leadership and Dynamic 

Aspects of Oligopoly in U.S. Manufacturing 

This study, which covers a sample of 314 
four-digit industries taken from an exhaustive 
set of 450 four-digit industries, shows that in- 
creases in concentration associated with rising 
productivity occur mainly in low-concentra- 
tion industries, while decreases in concentra- 
tion associated with rising productivity occur 
mainly in high-concentration industries. The 
empirical results of this study indirectly lend 
support to a plausible hypothesis that a small 
group of firms makes a big impact on the pro- 
ductivity of an initially unconcentrated indus- 
try and thereby concentrates it. Later, the 
small firms imitate the now big firms, and con- 
centration goes down while productivity keeps 
rising. / Polit. Econ., Dec. 1984, 92(6), pp. 
1035-48. University of New Mexico, Albuquer- 
que. 

Lecraw, Donald J. — Diversification Strateg>' 

and Performance 

The diversification strategy followed by a 
sample of large firms in Canada was found to 
be related to the structural characteristics of 
their base industry and their own characteris- 
tics. F'irms that followed a strategy of unrelated 
diversification or followed an inappropriate di- 
versification strategy paid a penalty in terms 
of lower return on equity than the average 
return in the industries in which they oper- 
ated, / Ind. Econ., Dec. 1984, 33(2), pp. 179- 
98. University of Western Ontario, London, 
Canada. 

Shepherd, William G. — "Contestability” vs. 

Competition 

This paper assesses the analysis of William 
J. Baumol, Elizabeth Bailey, John C. Panzer, 
and Robert D. WiUig of perfectly free, absolute 
and reversible entry (FARE). First it proposes 
the FARE acronym in place of the confusing 
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term “contestability” and “brief entry” in 
place of “hit-and-run entry.” It then suggests 
that FARE analysis adds little to the established 
entry and exit literature. Key FARE points 
(such as exit-dominated monopoly) are iUogical 
because they rest on contradictory assump- 
tions about entry and response. FARE analysis 
restricts the reach of the “invisible hand,” and 
it lacks significant facts and cases to reverse 
the lessons of mainstream research. Yet the 
above authors’ multiple-product analysis is fer- 
tile and promising. Amer. Econ. Rev., Sept. 
1984, 74(2), pp. 572-87. University of Michi- 
gan, Ann Arbor. 

Smirlock, Michael; Cilligan, Thomas and Mar- 
shall, William — Tobin’s q and the Structure- 
Performance Relationship 
The "traditional” interpretation of the struc- 
ture-conduct-performance relationship asserts 
that market concentration fosters collusion and 
allows firms to earn monopoly rents. The “effi- 
cient structure” hypothesis argues that concen- 
tration emerges from competition and is the 
result of the superior efficiency of leading 
firms. This paper conducts an empirical test 
of these hypotheses. A major innovation is the 
use of Tobin’s q, which mitigates or eliminates 
the shortcomings of accounting rates of return, 
to measure firm rents. The authors’ results pro- 
vide strong support for the efficient structure 
and little evidence for the traditional hypothe- 
sis. Amer. Econ. Rev., Dec. 1984, 74(5), pp. 
1051-60. Wharton School, University of Penn- 
sylvania; California Institute of Technology, 
Pasadena; Washington University, St. Louis. 

612 Public Policy Towards Monopoly and 
Competition 

Barton, David M. and Sherman, Roger — The 
Price and Profit Effects of Horizontal 
Merger; A Case Study 
This study examines evidence from a recent 
antitrust case by the U.S. Federal Trade Com- 
mission against Xidex Corporation, the world's 
largest manufacturer of duplicating microfilm, 
for its acquisition of two competitors. Each ac- 
quisition eliminated a mttjor rival in a well de- 
fined product line and significantly increased 
concentration, providing an example where 
d' '•M-ntf nrioo mi ’hr P® eirr 


Circumstances regarding the production of the 
two products and the availability of transaction 
price data allow a relatively straightforward 
test for price effects. The authors find price 
effects that are statistically and economically 
significant and use them to estimate the gain 
in profits. J. Ind. Econ., Dec. 1984, 33(2), pp. 
165-77. Federal Trade Commission, Washing- 
ton, D.C.; University of Virginia, Charlottes- 
ville. 

Horowitz, Ira and Dennis, Samuel — Decision- 
making in the Two-act Antitrust Decision 
Problem 

This paper employs the Analytic Hierarchy 
Process to analyze the antitrust decision-mak- 
ing process as it pertains to anti-merger policy 
as a special case of the more general two-act 
decision problem. The analysis suggests that 
the courts have failed to give potential compe- 
tition its due when it acts to dampen any al- 
leged market power accruing to the market 
leader, which in turn suggests that defendants 
would be well advised to reorient the weight 
that they give to potential competition in de- 
signing their defense. Managerial Dec. Econ., 
Dec. 1984, 5(4), pp. 194-203. University of Flo- 
rida. 

613 Public Utilities and Costs of Government 

Regulation of Other Industries in the Private 
Sector 

Bennett, John — Alternative Price and Quan- 
tity Controls for Regulation under Uncer- 
tainty 

More general cases in the “prices versus 
quantities” comparison are examined. The al- 
ternative “pure” signals considered are quan- 
tity instructions and price signals either to pro- 
ducer or consumer. “Mixed” signals are also 
analyzed, combining a quantity signal for one 
good with a price signal for another. The re- 
sults depend on the interaction of substitutabil- 
ity/complementarity in consumption and pro- 
duction with errors in supply and demand 
estimation. The author shows that (with at least 
two goods) there is always some mixed set of 
signals superior to pure quantity signals; but 
pure price signals cannot be eliminated in the 
same way. Z. Nationaldkon., 1984, 44(2), pp. 
103-1.5 University C''*l<«»Be, C^rd' 
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Caves, Douglas W., et al. — A Comparison of 
Different Methodologies in a Case Study of 
Residential Time-of-Use Electricity Pricing; 
Cost-Benefit Analysis 

Previous cost-benefit studies of residential 
time-of-use rates have relied on widely varying 
methods, many of which are incomplete. In 
this article, the authors develop a comprehen- 
sive methodology for analyzing residential 
time-of-use rates and contrast this methodol- 
ogy with the approaches previously taken. 
They apply this methodology to a study of 
residential time-of-use rates for four Illinois 
electric utilities. They conclude from this 
analysis that the time-of-use rates are not cost 
justified. Furthermore, they show the large 
errors that can result from using the incom- 
plete approaches; Coauthors are; Laurits R. 
Christensen, Philip E. Schoech, and Wallace 
Hendricks. / Econometrics, Sept. /Oct. 1984, 
26(1/2), pp. 17-34. University of Wisconsin, 
Madison. 

Gallant, A. Ronald and Koenker, Roger W. — 
Costs and Benefits of Peak- Load Pricing of 
Electricity; A Continuous-Time Economet- 
ric Approach 

The authors address the following question 
of current policy interest: would the efficiency 
gains from residential time-of-use pricing for 
electricity exceed the metering costs necessi- 
tated by these more complex rates? A continu- 
ous-time model of consumer preferences for 
daily electricity consumption is estimated 
based on data from the North Carolina Rate 
Experiment. A model of long-run electricity 
costs — viewed as a function of the daily load 
cycle — is constructed based on engineering 
data. The models of demand and cost are com- 
bined to compute solutions to several optimal 
pricing problems and to estimate the potential 
long-run welfare gain from several alternative 
time-of-use pricing policies, including policies 
incorporating so-called “demand charges.” De- 
mand charges, while they are quite successful 
in smoothing the demand cycle, are not as suc- 
cessful as conventional pricing policies in 
achieving the welfare objective. J. Economet- 
rics, Sept/Oct. 1984, 26(1/2), pp. 83-113. 
North Carolina State University, Raleigh; Uni- 
versity of Illinois, Urbana. 


Hausman, Jerry A. and Trimble, John — Appli- 
ance Purchase and Usage Adaptation to a 
Permanent Time-of-Day Electricity Rate 
Schedule 

In this paper the authors investigate the ef- 
fects of a permanent time-of-day (TOD) rate 
schedule. At the Central Vermont Public Ser- 
vice Corporation, optimal TOD rates have 
been offered since January 1976. The authors 
find a significant response of households to 
TOD rates through appliance purchases. They 
also find that these devices have a significant 
effect on both peak and off-peak usage shares 
and also total electricity consumption. / 
Econometrics, Sept. /Oct. 1984, 26(1/2), pp. 
115-39. Massachusetts Institute of Technology; 
University of Tennessee, Knoxville. 

Howrey, E. Philip and Varian, Hal R. — ^Elsti- 
mating the Distributional Impact of Time- 
of-Day Pricing of Electricity 
The authors consider the general problem 
of recovering estimates of welfare measures 
such as willingness to pay, price indices, etc., 
from demand data with particular emphasis 
on the problem of unobserved taste variation 
across households. They model taste differ- 
ences across households in a variance compo- 
nents framework and derive an iterative esti- 
mator, which is relatively easy to compute, 
for systems of demand equations with \ari- 
ance components. Finally, they present an 
example of the methods, which involves 
time-of-day pricing of electricity. They are able 
to calculate the fraction of the population 
that would prefer such pricing policies to fiat 
rate pricing. /. Econometrics, Sept. /Oct, 1984, 
26(1/2), pp. 65-82. University of Michigan, 
Ann Arbor. 

Kohler, Daniel F. and Mitchell, Bridger M. — 
Response to Residential Time-of-Use Elec- 
tricity Rates: How Transferable Are the 
Findings? 

A hybrid demand system, incorporating 
weather, appliance, demographic, and price 
variables, is used to estimate own- and cross- 
price elasticities for time-of-use electricity 
rates in three msgor residential experim«its. 
The authors find similar, transferaUe price re- 
sponses in all sites; predictions of load changes 
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from L/)s AngeJes estimates are broadly consis- 
tent with responses in Wisconsin and North 
Carolina. Load changes due to weather vary 
by site; local utility load-curve data on weather 
effects can be incorporated into the hybrid 
model./ Econometrics, Sept./Oct. 1984, 26(1/ 
2), pp. 141-77. Rand Corporation, Santa Mo- 
nica, California. 

Makhija, Anil K. and Thompson, Howard E. — 
Capitalized Interest and the Cost of Money 
to Electric Utilities 

One hypothesis suggested that .AFUDC 
earnings are valued less than non-AFUDC 
earnings because of regulatory risks. But valua- 
tion of AFUDC may also be affected by tax 
laws, which reduce the cost of equity in some 
instances. Risk and tax effects are examined 
with a valuation model that accounts for 
AFUDC. Data for electric utilities reveal no 
unambiguous risk effect and weak support for 
the tax effect. The latter is minor in valuation. 
This paper suggests that the cost of equity capi- 
tal will be unaffected by elimination of AFUDC 
in favor of inclusion of CWIP in the rate base. 
Land Econ., Aug. 1984, 60(3), pp. 278-91. 
University of Pittsburgh; University of Wiscon- 
■sin, Madison. 

Parks, Richard W. and Weitzel, David — Mea- 
suring the Consumer Welfare Effects of 
Time-differentiated Electricity Prices 
The paper derives measures of the consumer 
welfare effects of a change from flat- to time- 
differentiated prices for electricity using July 
1977 data from the Wisconsin Residential 
Time-of-Use Electricity Pricing Experiment. 
Preferences are assumed to be homothelically 
.separable, and generalized Leontief condi- 
tional demand functions are estimated for four 
distinct lime periods. Conditional elasticities 
of substitution are small, but significant. Wel- 
fare effects of the experimental price changes 
are small because price changes were designed 
to be revenue-neutral. The data show evidence 
of a “treatment" effect, which is not explained 
by a standard neoclassical model of consumer 
choice. / Econometrics, Sept. /Oct. 1984, 26(1/ 
2), pp. 35-64. University of Washington, Seat- 
tle; Portland General Electric, Portland, Ore- 
gon. 


Park, Rolla Edward and Acton, Jan Paul — 
Large Business Customer Response to Time- 
of-Day Electricity Rates 
This study reports an initial analysis of 
changes in relative peak electricity consump- 
tion for almost 4,000 industrial and commercial 
customers in ten U.S. utilities with time-of-day 
(TOD) rates now in effect. Relative peak loads 
declined about one percentage point on 
average when TOD rates were introduced. 
A small fraction of customers reduced their 
peak loads a lot, but most customers have ap- 
parently not changed their consumption pat- 
terns in response to TOD rates. Average 
change in load differs significantly by utility, 
industry, and year, and those changes are sta- 
tistically related to the terms of the time-of- 
day rates. Changes in load, while small in 
percentage terms, are large enough to justify 
TOD rates on a benefit/cost evaluation. / 
Econometrics, Sept. /Oct. 1984, 26(1/2), pp. 
229-52. Rand Corporation, Santa Monica, Cali- 
fornia. 

614 Public Enterprises 

Vernon, Raymond — Linking Managers with 
Ministers: Dilemmas of the Stale-owned En- 
terprise 

In relations with their state-owned enter- 
prises, governments try to capture the advan- 
tages that are thought to exist in operating 
through autonomous institutions. At the same 
time, they attempt to prod the enterprises to- 
ward a set of government goals. The resulting 
relationships between ministers and managers 
have produced a pattern of behavior by slate- 
owned enterprises that differs con.siderably at 
times from those of private enterprises. But 
articulating the goals of the government in 
ways that are internally consistent has proved 
difficult, as has securing the benefits of auton- 
omy. Some governments are attempting to im- 
prove the relationship with their state-owned 
enterprises by developing explicit agreements, 
even contracts, between ministers and manag- 
ers. Although this approach does not face up 
to some basic problems in the manager-minis- 
ter relationship, it cannot be ruled out as a 
significant step in improving the link. /. Policy 
Anal. Manage., Fall 1984, 4(1), pp. ,39-55. Har- 
vard University. 
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615 Economics of Transportation 
Jansson, J. O. and Shneerson, Dan — Econo- 
mies of Trade Density in Liner Shipping and 
Optimal Pricing 

This paper measures the extent of economies 
to trade density in liner shipping. These char- 
acterize all firms in the market collectively. 
The model employed includes producers’ 
(shipowners’) costs and users’ (inventory) costs; 
the economies are shown to be small. These 
economies do not impede competition or opti- 
mal pricing. J. Transp. Econ. Policy, Jan. 1985, 
19(1), pp. 7-22. National Swedish Road and 
Traffic Research Institute, Linkoping; Univer- 
sity of Haifa. 

Main, Timothy — An Economic Evaluation of 
Child Restraints 

The paper examines government interven- 
tion in child road safety. A cost-benefit analysis 
is undertaken to evaluate the worth of child 
restraints. The analysis determines what value 
a parent must place on his or her child before 
purchase or rental of a restraint yields a net 
economic benefit. Life values (for one child) 
range between $87,506 and $142,609 for pur- 
chase of a restraint and $59,399 and $82,374 
for rental, depending on the discount rate ap- 
plied. / Transp. Econ. Policy. Jan. 1985, 19(1), 
pp. 23-40. Burroghs Ltd, Wellington, New 
Zealand. 

Trotter, S. D. — The Price-Discriminating Pub- 
lic Enterprise, with Special Reference to 
British Rail 

This paper brings together two previously 
rather separate subjects — the pursuit of diflFer- 
ent possible aims by a public enterprise, sub- 
ject to plausible constraints, and the effects of 
practicing price discrimination — and relates 
them to the particular case of British Rail. A 
simple two-market model shows that discrimi- 
nation can be expected in a wide variety of 
circumstances, and differential prices alone are 
not therefore a very useful guide to the under- 
lying motives of the firm. British Rail is seen 
to be an industry wall suited to discriminatory 
pricing, subject to the possibility of customer 
resentment becoming a significant factor. /. 
Transp. Econ. Policy, Jan. 1985, 19(\), pp. 41- 
64. University of Liverpool. 


616 Industrial Policy 

Brada, Josef C. and Montias, John Michael — 
Industrial Policy in Eastern Europe: A 
Three-Country Comparison 
The design and implementation of industrial 
policy in Czechoslovakia, Poland, and Hungary 
in the 1960s and 1970s are explored. In 
Czechoslovakia, where management of the 
economy was more centralized than in Hun- 
gary and Poland, a policy of promoting produc- 
tion and export of nuclear equipment was ef- 
fectively carried out; other product groups 
were less successful. In Poland, bureaucratic 
resistance undermined the implementation of 
industrial policies (which were never unambig- 
uously formulated). The Hungarian policy was 
chiefly oriented toward import substitution. 
The statistical evidence gives only weak sup- 
port for the effective conduct of industrial poli- 
cies in these countries. ]. Compar. Econ , Dec. 
1984, 8(4), pp. 377-419. Arizona State Univer- 
sity, Tempe; Yale University. 

Chakrabarti, Alok K- — Reindustrialization of 
the United States; Three Perspectives on Or- 
ganizational Adaptation: Review Article 
This article reviews three books dealing with 
industrial policy: Robert B. Reich’s The New 
American Frontier; Renewing American Iti- 
dustry, by Paul R. Lawrence and DavLs Dyer; 
and Industrial Renaissance, by William J. 
Abernathy, Kim B, Clark, and Alan M. Kan- 
trow. Quart. Rev. Econ. Bus., Summer 1984, 
24(2), pp. 51-56. Drexel University. 

Dervis, Kemal and Page, John M., Jr. — Indus- 
trial Policy in Developing Countries 
Traditionally, proindustry policies were asso- 
ciated with incentives for import substitution 
and an inward-oriented development strategy. 
This is no longer so. Whereas in the past, world- 
market orientation was seen as implying reli- 
ance on primary production, today policies fa- 
voring international competition and export 
orientation are considered compatible with 
policies favoring rapid industrialization. Dif- 
ferences of opinion on the appropriate degree 
of public intervention remain. The debate be- 
tween “purist” laissez-faire advocates and 
those who believe in industrial planning, pub- 
lic investment, and generous subsidies often 
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obscures the real need for reduction in antiex* 
port bias, rationalization of incentives, and re- 
form of public-sector activities. /. Compor. 
Econ., Dec. 1984, S(4), pp. 436^1. World 
Bank, Washington, D.C. 

Pugel, Thomas A — Japan's Industrial Policy: 
Instruments, Trends, and Effects 
This survey of the functioning and effects 
of Japanese industrial policy discusses the evo- 
lution of the policy in relation to changing eco- 
nomic conditions in Japan. It describes the spe- 
cific instruments of the policy and the shifts 
in the extent of use and effectiveness of its 
instruments. It analyzes current efforts to pro- 
mote high-technology industries and also ef- 
forts to assist the adjustment of structurally de- 
clining industries, some of which had been 
promoted by earlier industrial policy. J. Corn- 
par. Econ., Dec. 1984, 8(4), pp. 42(1-35. New 
York University. 

Solo, Robert A. — Industrial Policy 
Decline in American technological preemi- 
nance demands a policy to upgrade industrial 
performance. Antitrust, unable to test conse- 
quences or deal with industrial laggards, is not 
adequate. A dual public-private management 
for the corporate-industrial sector following 
the Japanese model, with the public side fo- 
cused on targeting and coordination and the 
private on operations, is proposed. New com- 
petencies and powers in government would 
be required. For the small enterprise sector, 
marketing and financial supports for the forma- 
tion of flexible coalitions of small firms follow- 
ing the Italian model and the development of 
learning linkages between high tech R&D and 
shop-level skills are suggested. /. Econ. Issues, 
Sept. 1984, 18(3), pp. 697-714. Michigan State 
University, East Lansing. 

620 Economics of Tecbno«z>cical Chance 

621 Technological Change; Innovation; Research 
and Development 

Galltni, Nancy T. — Deterrence by Market 
Sharing; A Strategic Incentive for Licensing 
This paper identifies a strategic incentive for 
the revelation, through licensing arrange- 
ments. of information about RdcD discoveries. 


A firm with a large cost advantage may license 
its technology because doing so will reduce the 
rival's incentive to develop its own, possibly 
better technology. From the firms’ collective 
viewpoint, licensing saves excessive expendi- 
tures that would be incurred in the absence 
of licensing opportunities. In contrast to theo- 
ries in which RdcD deters entry into the prod- 
uct market, firms are induced into the product 
market to deter them from R&D activity. 
Amer. Econ. Rev., Dec. 1984, 74(5), pp. 931- 
41. University of Toronto. 

Iwai, Katsuhito — Schumpeterian Dynamics; 

An Evolutionary Model of Innovation and 

Imitation 

This paper develops a simple evolutionary 
model of innovation and imitation. It analyzes 
how dynamic interactions between the equil- 
ibrating force of imitation and the disequili- 
brating force of innovation mold the evolution- 
ary pattern of an industry’s state of technology 
and shows that in this Schumpeterian world 
the industry will never approach a neoclassical 
equilibrium with perfect knowledge even in 
the long run. The paper also examines the 
steady-state efficiency distribution of firms, 
which characterizes the industry in the long 
run, and obtains some comparative dynamics 
results./ Econ. Behav. Organ., June 1984, 5(2), 
pp. 159-90. University of Tokyo. 

Iwai, Katsuhito— Schumpeterian Dynamics, 

Part III Technological Progress, Firm 

Growth and ‘Economic Selection' 

In this paper, the second in the series on 
Schumpeterian dynamics, the author con- 
structs a simple mathematical model, which 
is capable of studying the evolution of an indus- 
try’s state of technology as a dynamic outcome 
of the interactions among innovation, imita- 
tion, and capacity growth at the micro level 
of firms. The doctrine of “economic selection" 
insists, by means of the analogy to the biologi- 
cal theory of natural selection, that only the 
most efficient firms will survive the long-run 
competitive struggle for capacity growth. If 
the possibility of technological imitation is al- 
lowed for the firms, the industry will settle 
down to a static equilibrium of perfect techno- 
logical knowledge, not by the success of the 
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most efficient firms in their striving for the 
higher growth rate, but by the success of the 
less efficient in their effort to imitate the others. 
The blind force of economic selection is thus 
outwitted by the human force of imitative ac- 
tivities. Finally when firms are allowed to inno- 
vate in their technology, the selective force 
of market competition is no longer capable of 
weeding out the less fit even in the long run. 
Indeed, it is shown that the dynamic interplay 
of the processes of innovation, imitation, and 
growth will reproduce in the long run a rela- 
tive dispersion of efficiencies across firms in a 
statistically balanced form. / Econ. Behav. Or- 
gan., Sept.-Dee. 1984, 5(3-4), pp. 321-51. 
University of Tokyo. 

Winter, Sidney G. — Schumpeterian Com- 
petition in Alternative Technological Re- 
gimes 

This paper presents an extension of the Nel- 
son-Winter model of Schumpeterian competi- 
tion by focusing on certain features of the 
■‘historicar’ shape of industry evolution, partic- 
ularly on the relative importance of entrants 
and established firms as sources of innovation. 
I Econ. Behav. Organ., Sept.-Dee. 1984, 5(3- 
4), pp. 287-320. Yale University. 

6.30 Industry Studies 
631 Industry Studies: Manufacturing 
Williams, Martin — The Structure of Produc- 
tion in the United States Textile Industry. 

The post-War Period 

In this paper a multiplicative nonhomogene- 
.')us production function is tested using data 
from the United States textile industry for the 
period 1949-79. The economic findings pro- 
.'ide additional insights into the nature of the 
production structure of the textile industry 
during the postwar period. The author finds 
that the textile industry production process is 
nonhomogeneous and of a variable elasticity 
of substitution. In general, overall productivity 
growth averages around 4.1 percent per year 
from 1957 to 1978. Since the industry is very 
labor-intensive, the k>w estimates of the elastic- 
ity of substitution suggest capital is not readily 
substituted for labor. Weltwirtsch. Arch., Mar. 
1984, 720(1), pp. 155-64. Northern Illinois 
Jniversity, DeKalb. 


632 Industry Studies: Extrsc^tive Industries 
Dale, Larry L. — ^The Pace of Mineral Deple- 
tion in the United States 

Although the real costs of mineral extraction 
are not rising in the United States, changes 
are noticeable in physical indices, such as de- 
posit size and grade of copper, oil, and coal 
resources. This paper defines these changes as 
depletion and measures depletion in two ways: 
first, by how much lower extraction costs 
would be had there been no depletion and sec- 
ond, by mineral royalties, a market signal of 
depletion. A test was conducted to determine 
if the pace of copper, oil, and coal depletion 
(as defined by the first measure) is faster or 
slower than is warranted by market royalty 
payments in those industries. The results of 
this test suggest that mineral royalty nuu'kets 
regulate mineral depletion efficiently and that 
the pace of depletion is optimal in a neoclassi- 
cal sense. Land Econ., Aug. 1984, 60(3), pp. 
255-67. ELast-West Center, Honolulu. 

633 Industry Studies: Distributive Trades 
Martin, Stephen — Structure and Performance 

of U.S. Wholesale Trade 
Using an industry-level sample, the author 
examines the extent to which wholesale trade 
is carried out by vertically integrated as op- 
posed to non-integrated distributors. Using this 
sample and a sample of divisions of manufac- 
turing firms, he tests the effect of industry 
structure, group structure within industry, and 
firm structure on p>erformance at the wholesale 
level. Managerial Dec. Econ., Sept. 1984, 5(3), 
pp. 160-67. Michigan State Unisersity, East 
Lansing. 

635 Industry Studies: Services and Related 
Industries 

Evans, David S. and Heckman, James J. — A 
Test for Subadditivity of the Cost Function 
with an Application to the Bell System 
This article presents a new test for the subad- 
didvity of a cost function that requires less in- 
formation on the cost function than do tests 
currently used. Applying this test to the Bell 
System using 1947-77 time-series data, the au- 
thors reject the hypothesis that the Bell Sys- 
tem’s cost function is subadditive at the output 
levels produced between 1958 and 1977. TTie 
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authors find limited evidence that the Bell Sys- 
tem did not optimally decentralize itself dur- 
ing these years and was therefore operating 
inefficiently, Amer. Econ. Rev., Sept. 1984, 
74(A), pp, 615-23. Fordham University; Uni- 
versity of Chicago. 

Hoy, Michael — The Impact of Imperfectly 
Categorizing Risks on Income Inequality 
and Social Welfare 

The use of imperfect information to catego- 
rize risks is a pervasive (and controversial) phe- 
nomenon in the insurance industry. Although 
this activity reduces the “average” extent of 
vertical price discrimination, it is shown in this 
paper that both high and low risk types may 
prefer, ex ante to knowing the category to 
which they will be assigned, that such informa- 
tion be suppressed. Furthermore, for the Lo- 
renz criterion it is shown that under certain 
restrictive demand conditions the imperfect 
categorization of risks leads to an increase in 
inequality. The paper employes the Wilson E2 
equilibrium concept. Can. J. Econ.. Aug. 1984, 
1 7(3), 557-68, University of Western Ontario, 
London, Canada. 

700 Agriculture; Natural Resources 
710 Agriculture 

711 Agricultural Supply and Demand Analysis 
Antle, John M. — The Structure of U.S. Agricul- 
tural Technology, 1910-78 
This paper utilizes 1910-78 time-series data 
and a single-product aggregate translog profit 
function to measure the structure of U.S. agri- 
cultural technology. Duality relations are used 
to devise a multifactor measure of biased tech- 
nical change. A measure of nonhomotheticity 
is introduced, which indicates the eflFects scale 
change has had on aggregate cost shares. The 
empirical analysis finds that diSFerent nonho- 
mothetic technologies characterized the pre- 
war and postwar periods. Differing technical 
change biases are consistent with relative price 
trends during the two periods, showing that 
the long-run structure of U.S. agricultural tech- 
nology has been consistent with the Hayami- 
Ruttan induced innovation theory. Amer. J. 
Agr. Econ., Nov. 1984, 66(4), pp. 414-21. Uni- 
versity of California, Davis. 


Bockstael, Nancy E. — ^The Welfare Implica- 
tions of Minimum Quality Standards 
Previous analysis of the social welfare impli- 
cations of minimum quality standards had 
yielded no decisive results. In this paper the 
specific nature of consumer and producer re- 
sponses to quality standards is incorporated 
into the analysis. Both consumer and producer 
gains are shown to be impossible when con- 
sumers can perceive quality before purchase, 
even if low quality produce is diverted to sec- 
ondary markets. Standards unambiguously re- 
duce net social benefits. The paper explores 
the possibility that minimum quality standards 
are a form of rent-seeking behavior. Amer. J. 
Agr. Econ., Nov. 1984, 66(4), pp. 466-71. Uni- 
versity of Maryland, College Park. 

713 Agricultural Policy, Domestic and 
International 

Kueh, Yak-Yeow — China’s New Agricultural- 
Policy Program: Major Economic Conse- 
quences, 1979-1983 

While the bulk of the farm surplus is still 
compulsorily syphoned off to support the Sta- 
linist strategy of maximizing growth of heavy 
industry, the new policy attempts to ease the 
agricultural constraints by drastically raising 
procurement prices, reparcelizing farmlands 
to households, and promoting rural diversifica- 
tion to help accommodate both redundant la- 
bor and increased local demand for consuma- 
bles. The new emphasis on maximization of 
short-run investments makes it diflScult to cope 
with natural disasters and to undertake large- 
scale irrigation projects. Hence bureaucratic 
correctives appear to remain indispensable, 
hopefully without impairing peasants’ incen- 
tives. / Compar. Econ., Dec. 1984, 6(4), pp. 
353-75. Chinese University of Hong Kong. 

Williams, Gary W. and Thompson, Robert L. — 
Brazilian Soybean Policy: The International 
Effects of Intervention 
This paper examines the effects of the com- 
plex set of Brazilian soybean sector policies on 
the world soybean and products market. Bra- 
zilian policymakers have intended to encour- 
age domestic crushing of soybeans and exports 
of processed, rather than raw, soybeans. Re- 
moval of the Brazilian policy set for the period 
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1960-78 is simulated with an econometric 
model of the world soybean market. The re- 
sults indicate that the intervention objectives 
were not achieved. Moreover, the U.S. soybean 
industry has benefited from the policies. Amer. 
J. Agr. Econ., Nov. 1984, 66(4), pp. 486-98. 
Iowa State University, Ames; Purdue Univer- 
sity, West Lafayette, Indiana. 

714 Agricultural P'inance 

Garcia, Philip; Leuthold, Raymond M. and Sar- 
han, Mohamed E. — Basis Risk: Measurement 
and Analysis of Basis Fluctuations for Se- 
lected Livestock Markets 
Unanticipated basis changes can reduce the 
ability of futures markets to transfer risk and 
can affect income levels of producers and mar- 
ket participants. This study examines short- 
term risk, defined as the variance of the ran- 
dom component of the basis over time, for sev- 
eral Midwest livestock markets. Basis risk was 
related to several factors influencing the long- 
term pattern in the time series and unexpected 
changes in price. Little evidence was found 
that basis risk changed as maturity approached 
or that risk varied across markets except for 
the interior Iowa hog market. Amer. J. Agr. 
Ecoti., Nov. 1984, 66(4), pp. 499-504. Univer- 
sity of Illinois, Urbana. 

715 Agricultural Marketing and Agribusiness 
Claggett, E. Tylor and Stansell, Stanley R. — 

Economies of Scale in a Cooperative Finan- 
cial System: A Study of Production Credit 
Associations 

The study examines the production effi- 
ciency of the Production Credit Associations 
in the Farm Credit System during 1974, 1975, 
and 1976. A new definition of the output of 
a financial intermediary is developed and em- 
ployed in the analysis. All tests are conducted 
using alternatively total output and output per 
member. The results indicate that capital and 
labor are not substitutable. Branching does not 
contribute to productive efficiency, but agri- 
cultural loan diversification does. Technology 
does not contribute.to productivity. When per 
member output is used, the results indicate 
that economies of scale exist in 1974, but that 
there is movement to constant returns to scale 
in 1976. When total output is used, increasing 


returns to scale are indicated. Quart. J. Bus. 
Econ., Spring 1984, 23(2), pp. 20-46. Tennes- 
see Valley Authority; University of Mississippi, 
University, Mississippi. 

716 Farm Management 

Karp, Larry and Pope, Arden, III — Range Man- 
agement under Uncertainty 
The problem of rangeland numagement is 
modeled as a stochastic control problem. The 
manager periodically chooses stocking rates 
and decides whether to use a treatment that 
improves the rangeland. His decisions have an 
uncertain impact on the rangeland. The theory 
of finite Markov chains is used to analyze the 
solution to the control problem. The stochastic 
specification of the model is varied to test the 
sensitivity of the optimal policies. These are 
quite robust except at certain levels of the 
range condition. Cases of a risk-neutral and 
risk-averse manager are studied. Amer. J. Agr. 
Econ., Nov. 1984, 66(4), pp. 437-46. University 
of California, Berkeley; Brigham Young Uni- 
versity. 

Lazarus, William F. and Dixon, Bruce L. — .Ag- 
ricultural Pests as Common Property: Con- 
trol of the Corn Rootworm 
Insecticide resistance is an increasingly 
widespread problem reducing effectiveness 
and necessitating a switch to more exp>ensive 
controls. A common property resource model 
is used to describe potential gain from internal- 
izing resistance externalities through regional 
coordination. A nonlinear programming model 
of an Illinois cash grain farm is used to estimate 
the gain for corn rootworm control where rota- 
tion to soybeans is an alternative to insecticide. 
Switching to rotation as resistance builds 
cau-ses a relatively minor decrease in profits 
because soybeans are profitable. Gain from de- 
laying resistance is slight. Co-states give price 
changes necessary to alter externality produc- 
tion. Amer. J. Agr. Earn., Nov. 1984, 66(4), pp. 
456-65. Cornell University; University of Ar- 
kansas, Fayetteville. 

Rahm, Michael R. and Huffman, Wallace E. — 
The Adoption of Reduced Tillage: The Role 
of Human Capital and Other Variables 
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This paper presents a model of adoption be- 
havior and explains differences economet- 
rically in fanners' decisions to adopt reduced- 
tillage practices and in the efficiency of farm- 
ers' adoption decisions. The empirical results, 
obtained from microdata, show that the proba- 
bility of adopting reduced tillage in corn enter- 
prises differs widely across farms and depends 
on soil characteristics, cropping systems, and 
size of farming operation. The results also show 
that farmers’ schooling enhances the efficiency 
of the adoption decision. Amer. J. Agr. Econ., 
Nov. 1984, 66(4), pp. 405-13. Macalester Col- 
lege, St. Paul, Minnesota; Iowa State Univer- 
sity, Ames. 

Wright, Brian D. and Williams, Jeffrey C. — 
Anti-hoarding Laws; A Stock Condemnation 
Reconsidered 

Economists have regarded anti-hoarding 
laws as irrational reactions to nonexistent mo- 
nopoly in the storage of grain. This paper 
shows that anti-hoarding laws cannot be ration- 
ally directed against a monopolistic storer, for 
he will always store less, not more, than would 
be stored under competition. But seemingly 
perverse competitive storage in the form of 
excessive stockholding can arise when a price 
ceiling distorts the market. Additional public 
storage exacerbates this perverse private be- 
havior and may even induce behavior that ap- 
pears to be active market manipulation. Under 
such circumstances, anti-hoarding laws can be 
desirable second-best measures. Amer. J. Agr. 
Econ., Nov. 1984, 66(4), pp. 447-55. Yale Uni- 
versity; Brandeis University. 

717 Land Reform and Land Use 

Carter, Michael R. — Resource Allocation and 
Use under Collective Rights and Labour Man- 
agement in Peruvian Coastal Agriculture 
Using data collected from Peruvian agrarian 
reform enterprises, this paper explores the im- 
pact of the collective rights of labor manage- 
ment on production using frontier and other 
omitted variable estimators. The results 
emerge do not unequivocably support either 
of the polar unconditional hypotheses common 
in the literature on labor management, nor do 
they affirm the usual overly-negative percep- 


tion of the Peruvian reform. Instead they por- 
tray a diversity in labor managed production 
performance (as, it is argued, one might expect 
theoretically), and suggest the importance of 
policy and institutional factors that condition 
the impact of labor management on produc- 
tion. Econ. J., Dec. 1984, 94(376), pp. 826-46. 
Georgetown University. 

Phipps, Tim T. — Land Prices and Farm-based 
Returns 

The theoretical and empirical relationship 
between farm-based residual returns, the op- 
portunity cost of farmland, and farmland prices 
is developed. Temporal hypotheses concern- 
ing the source of land price movements are 
tested using a variant of Granger causality. In 
the aggregate, farmland prices are found to 
be unidirectionally “caused” by residual farm- 
based returns. The findings support the hy- 
pothesis that farmland prices are determined 
mainly within the farm sector and lend cre- 
dence to the use of extrapolative expectations 
processes in structural farmland price models. 
Amer.J. Agr. Econ.. Nov. 1984, 66(4), pp. 422- 
29. University of Maryland, College Park. 

718 Rural Economics 

Hayes, Michael N. and Olmstead, Alan L. — 
Farm Size and Community Quality: Arvin 
and Dinuba Revisited 

A comparative analysis of Arvin and Dinuba, 
California, suggests that many factors in addi- 
tion to differences in farm size contributed to 
Arvin 's retarded community development. 
Rather than being closely matched communi- 
ties, the two towns had developed with signifi- 
cantly different economic, demographic, and 
geographic settings. W. R. Gold.schmidt's hy- 
pothesis that large farms accounted for differ- 
ences in community quality may still be cor- 
rect; but, because of methodological flaws, his 
study of Arvin and Dinuba offers little support 
for this assertion. Amer. J. Agr. Econ., Nov. 
1984, 66(4), pp. 430-36. University of Califor- 
nia, Davis. 

720 Natural Resources 
721 Natural Resources 

Brockhoff, Klaus — The Production Ceiling Ac- 
cording to the United Nations Convention 
on the Law of the Sea 
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Using the calculation of a trend line of nickel 
consumption, it is shown how the production 
ceiling for the mining of polymetallic nodules 
is determined according to the UN Convention 
on the Law of the Sea. An analysis of the text 
of the Convention reveals that it needs a revi- 
sion as it does not fit the idea implicit in a 
constant growth rate of nickel consumption. 
It is demonstrated further that the calculation 
of the production ceiling depends in a very 
simple way on the growth rate and the period 
for which the calculations are performed. This 
should help to simplify discussions that until 
now were tied to lengthy numerical argu- 
ments. Weltwirtsch. Arch., Sept. 1984, 120{3), 
pp. 541-57. Institut fUr Betriebswirtschaft- 
slehre der Christian-Albrechts-UniversitSt 
Kiel. 

Brown, Gardner M., Jr. and Mendelsohn, Rob- 
ert — Hedonic Travel Cost Method 
The hedonic travel cost method is a tech- 
nique that reveals ho\Y much users are willing 
to pay for the individual characteristics of out- 
door recreation sites. The prices of recreation 
attributes are estimated by regressing travel 
costs on the bundles of characteristics associ- 
ated with each of several potential destination 
sites. The demand for site characteristics on 
site quality is then revealed by comparing the 
site selection of users facing difiPerent attribute 
prices. The technique is applied to value steel- 
head fish density in Washington State streams. 
Rev. Econ. Statist, Aug. 1984, 66(3), pp. 427- 
33. University of Washington, Seattle; Yale 
University. 

Crawford, Vincent P.; Sobel, Joel and Takaha- 
shi, Ichiro — Bargaining, Strategic Reserves, 
and International Trade in Elxhaustible Re- 
sources 

This paper proposes a framework for the 
analysis of optimal strategic reserve policy 
when ability to withstand embargoes influ- 
ences terms of trade in an exhaustible resource 
like oil. The model embodies two stylized facts; 
competitive forces, are not always strong 
enough to eliminate other influences on the 
negotiated price of oil, and long-term contracts 
for oil delivery caimot be enforced across na- 


tional boundaries. Some modeling issues that 
arise in this context are discussed, and a model 
of optimal strategic reserve policies is proposed 
and solved in a leading special case. Delaying 
extraction is generally optimal for countries to 
preserve bargaining power. Amer. J. Agr. 
Econ., Nov. 1984, 66(4), pp. 472-80. University 
of California, San Diego; University of Califor- 
nia, San Diego; Soka University, Tokyo. 

Emerson, Craig and Gamaut, Ross — Mineral 
Leasing Policy; Competitive Bidding and the 
Resource Rent Tax Given Various Responses 
to Risk 

This paper considers the choice between 
lump-sum bidding and a tax conditional on net 
present value (of which the Resource Rent Tax 
is a practical example) as methods of collecting 
rent from mining projects. It demonstrates 
that there is an optimal combination of the 
two methods and that the relative emphasis 
to be placed on each depends heavily on the 
manner in which investors take risk into ac- 
count. Four stylized ways in which investors 
and governments respond to risk are exam- 
ined. The paper argues for the placing of rela- 
tively heavy emphasis on the conditional tax. 
Econ. Rec., June 1984, 60(169), pp. 133-42. 
Australian National University, Canberra. 

Gaudet, G4rard and Lasserre, Pierre — L’Imp6t 
sur le revenu des soci6t6s et le codt du capi- 
tal pour I'entreprise mini^re (The Corporate 
Income Tax and the Cost of Capital for the 
Mining Firm) 

The article analyzes the effects of the corpo- 
rate income tax on the cost of capital and on 
investment and production decisions, in the 
case of the firm exploiting a nonrenewable re- 
source. It is shown how the resource rent and 
the tax treatment at the date of exhaustion 
of the mine modify the usual calculation o 
the implicit cost of capital. The tax is shown 
to generally have distortionary eflects on the 
extraction path and the life of the mine. The 
direction of these effects will however depend 
on the relative importance df the various fiscal 
parameters. Can. / JScon., Nov. 1984, 17(A), 
pp. 778-87 (French). Laval University, Que- 
bro; University of Montreal. 
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Porter, Richard C. — The Optimal Timing of 
an Exhaustible, Reversible Wilderness De- 
velopment Project 

Decisions about wilderness development 
projects are almost always reached on a now- 
or-never basis. But for developments that are 
exhaustible and reversible, a decision to de- 
velop later may be socially preferred. The con- 
ditions for the correct social decision are de- 
rived and applied, as an example, to the recent 
decision in Michigan to undertake oil and gas 
drilling in the Pigeon River Country State For- 
est. It is shown that the decision to proceed 
immediately with the oil and gas exploitation 
there was either wrong or based on a low ex- 
pected rate of increase of oil and gas prices 
or based on a fairly high social discount rate. 
Land Econ., Aug. 1984, 60(3), pp. 247-53. 
University of Michigan, Ann Arbor. 

Sundaresan, Suresh M. — Equilibrium Valua- 
tion of Natural Resources 
An equilibrium valuation model of natural 
resources is presented under two alternative 
market structures: pure monopoly and pure 
competition. The nature of the market struc- 
ture is shown to be crucial in determining 
whether or not the rate of increase in spot 
price between successive discoveries is above 
or below the risk-free return. In the absence 
of discoveries, the optional depletion policies 
and equilibrium spot prices are shown to be 
the same under both market structures. The 
equilibrium futures prices of the natural re- 
source are also derived and discussed. The Ho- 
telling valuation principle is shown to hold un- 
der uncertainty. / Bus., Oct. 1984, 57(4), pp. 
493-518. Columbia University. 

722 Conservation and Pollution 

Adams, Richard M.; Crocker, Thomas D. and 
Katz, Richard W.— Assessing the Adequacy 
of Natural Science Information: A Bayesian 
Approach 

The authors apply a Bayesian framework in 
which the adequacy of natural science infor- 
mation used in setting environmental regula- 
tions may be assessed. Informational adequacy 
is defined as the extent to which the variability 
in agricultural yield response information af- 
fects the probabilities of overestimating ulti- 


mately realized economic surplus and thereby 
failing to plan for a more lax ambient pollution 
standard, or by underestimating the realized 
surplus and thereby failing to plan for a stricter 
ambient standard. For linear and for quadratic 
yield response functions, the framework is ap- 
plied to four major U.S. field crops having dis- 
similar growing requirements and diverse 
market relations. Rev. Econ. Statist, Nov. 
1984, 66(4), pp. 568-75, Oregon State Univer- 
sity; University of Wyoming; National Center 
for Atmospheric Research, Boulder, Colorado. 

723 Energy 

Bemdt, Ernst R. and Samaniego, Ricardo — 

Residential Electricity Demand in Mexico: 

A Model Distinguishing Access from Con- 
sumption 

Within the last decade the demand for elec- 
tricity has been the focus of numerous econo- 
metric studies. These analyses usually do not 
distinguish the demand by households newly 
“hooked up” to electricity from the electricity 
consumption by households already enjoying 
access. For a developing country like Mexico, 
the authors find that this distinction is useful 
empirically; while each of the components has 
estimated long-run income elasticity values of 
less than unity, their joint effect is considerably 
larger than one. Land Econ., Aug. 1984, 60(3), 
pp. 268-77, Massachusetts Institute of Tech- 
nology; Instituto Tecnological Autonoma de 
Mexico. 


800 Manpower; Labor; Population 

810 Manpower Training and Allocation; 
Labor Force and Supply 

811 Manpower Training and Development 

Blakemore, Arthur E. — Human Capital Invest- 
ment and the Reduction in the Unemploy- 
ment Rate Consistent with Nonaccelerating 
Inflation 

The purpose of this paper is to suggest a 
plausible range of estimates of the efficacy of 
federal training programs to reduce the unem- 
ployment rate associated with nonaccelerating 
inflation. Based on two different methodolo- 
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gies, the estimates yield only a small reduction 
in this unemployment rate when the training 
programs are increased by five billion dollars 
per year in constant 1978 dollars. Because the 
study utilizes two very aggregative models of 
unemployment probabilities, however, the es- 
timates allow only an approximate interpreta- 
tion of data. The results are not intended as 
a substitute for careful evaluation of specific 
training programs. Quart. J. Bus. Econ., Spring 
1984, 23(2), pp. 3-14. Arizona State University, 
Tempe. 

Bloom, Howard S. — Estimating the EfiFect of 
Job-training Programs, Using Longitudinal 
Data: Ashenfelter’s Findings Reconsidered 
This paper is an examination of how autore- 
gressive earnings models commonly used to 
evaluate job-training programs can produce 
badly biased estimates of both the magnitude 
and the temporal pattern of program impacts. 
Orley Ashenfelter’s results are used to illus- 
trate this point, and a new, more appropriate 
model is used to reanalyze his data. Of particu- 
lar importance is the finding that the decay 
in Ashenfelter’s estimated training effect for 
men was produced by a time-varying bias in 
his model. / Human Res., Fall 1984, 19(4), pp. 
544-56. Kennedy School of Government, Har- 
vard University. 

Simpson, Wayne — An Econometric Analysis of 
Industrial Training in Canada 
An exploratory econometric model to ex- 
plain the duration of industrial training pro- 
grams and assess training policy is developed 
in this paper. Based on the theoretical frame- 
work of Gary Becker and Masanori llashimoto, 
models for general and specific training are 
formulated and estimated by Tobit regression 
using data from the Human Resources Survey 
of the Economic Council of Canada. The major 
results are that most training is conducted in 
large firms, that turnover discourages specific 
training but encourages general training, that 
government assistance encourages specific 
(but not general) training, and that neither 
minimum wages nor unions have significant 
negative impacts on training. ]. Human Res., 
Fall 1984, 19(4), pp. 435-51. University of 
Manitoba, Winnipeg. 


Streker-Seeborg, Irmtraud; Seeborg, Michael 
C. and Zegeye, Abera — ^The Impact of Non- 
traditional Training on the Occupational At- 
tainment of Women 

In this paper the authors examine the effect 
of nontraditional training on the occupational 
attainment of economically disadvantaged 
women. Using a logit model of occupational 
attainment, the authors found that women 
who received nontraditional training under 
the Comprehensive Employment and Train- 
ing Act (GET A) were much less likely than 
their male counterparts to be employed in 
male-dominated occupations, and also they re- 
ceived somewhat lower hourly wages. These 
results suggest that nontraditional training 
alone may not be an effective way of reducing 
the occupational segregation of low-income 
women. /. Human Res., Fall 1984, 79(4), pp. 
452-71. Ball State University, Muncie, Indiana. 

813 Labor Force 

Boothby, Daniel — The Continuity of Married 
Women’s Labour Force Participation in 
Canada 

This paper uses data from the 1980 Canadian 
Survey of Consumer P'inances to develop esti- 
mates of the conditional probability that a mar- 
ried woman will participate in a period, given 
her observed characteristics and her participa- 
tion status in the previous year. Based on these 
estimates, it is clear that there is considerably 
more continuity in Canadian married women’s 
labor force participation than would result if 
(1) all women with the same observed charac- 
teristics had the same participation probability 
and (2) participation in one period were inde- 
pendent of participation in other periods. Can. 
J. Econ., Aug. 1984, 7 7(3), pp. 471-80. Concor- 
dia University, Montreal. 

Chirikos, Thomsa N. and Nestel, Gilbert — E)co- 
nomic Determinants and Consequences of 
Self-reported Work Disability 
This paper examines the determinants of 
and behavioral responses to self-reported work 
disability in samples of older men and w’omen 
stratified by race. Strong .support is found for 
the hypothesis that economic factors as well 
as poor health influence the probability that 
individuals report health conditicMis limiting 
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the amount or kind of work they do. In particu- 
lar, lower expected wage rates significantly 
raise the probability of reporting disablement, 
controlling for health status, and health-related 
job requirements. The empirical analysis also 
shows that only a part of the reduced labor 
supply of disabled individuals is attributable 
to health conditions. /. Health Econ., Aug. 
1984, 3(2), pp. 117-36. Ohio State University, 
Columbus. 

Leuthold, Jane H. — Income Splitting and 
Women’s Labor-Force Participation 
The federal personal income tax law allows 
married couples to split their joint income and 
be taxed as if each spouse earned half the in- 
come. This study uses data from the 1979 Mich- 
igan Survey of Income Dynamics to test the 
effect of income splitting on the labor-force 
participation of wives. The results of a probit 
estimation show that a move away from in- 
come splitting would probably increase signifi- 
cantly the labor -force participation of married 
women. Ind. Lab. Relat. Rev., Oct. 1984, 38(1), 
pp. 98-105. University of Illinois, Urbana- 
Champaign. 

820 Labor Markets; Public Policy 
821 Theory of Labor Markets and Leisure 
Alston, Lee J.; Datta, Sanaar K. and Nugent, 
Jeffrey B. — ^Tenancy Choice in a Competi- 
tive Framework with Transactions Costs 
The choice between wage labor and share- 
crop contracts is analyzed in a model that 
avoids both the pitfalls of previous models — 
inefficiency of sharecropping and indetermi- 
nancy — by introducing transactions costs with 
appropriate nonlinearities. Plantation data 
from the American South provide empirical 
support for the hypothesized nonlinearity in 
transactions costs and simultaneous determina- 
ion of direct supervision and contractual 
choice. / PoUt Econ., Dec. 1984, 92(6), pp. 
1121-33. Williams College; University of 
Southern California, Los Angeles. 

Carmichael, H. Lome — Reputations in the La- 
bor Market 

This paper examines two simple models of 
labor market where firms do not enter into 
explicit or implicit contracts with their em- 
jloyees, but where they do develop reputa- 


tions for their policies. The models serve two 
purposes. First they show that previous work 
has been unjustified in its use of “reputation” 
to justify modeling firms as if they offered le- 
gally enforceable employment contracts to 
their workers. In particular, when reputations 
are explicitly modeled, employment leveb in 
an Azariadis-Baily world will not be set effi- 
ciently, and the employment contingent con- 
tracts associated with asymmetric information 
simply will not arise. Since explicit contracts 
are not usually observed in the nonunion sector 
of the labor market, the paper also explores 
some of the properties of pure reputational 
markets. It is able to shed light on many institu- 
tional aspects of the labor market, including 
wage rigidity, severance pay, unemployment, 
government regulation, and union growth. It 
also highlights a potentially important link 
from monetary policy, through interest rates, 
to the real economy. Amer. Econ. Rev., Sept. 
1984, 74(4), pp. 713-25. Queen’s University, 
Kingston, Ontario. 

Donaldson, David, and Eaton, B. Curtis — Per- 
son-Specific Costs of Production: Hours of 
Work, Rates of Pay, Labour Contracts 
This note focuses on some implications of 
person-specific costs of production, costs of 
production that are proportional to the num- 
ber of persons employed. Costs of providing 
office space, lockers, written instructions, spe- 
cialized clothing, and on-the-job training are 
examples of person-specific costs of produc- 
tion. Such costs imply that aggregate produc- 
tion costs are dependent upon both hours uti- 
lized and on the number of employees. In 
order to economize on such costs, the em- 
ployer will induce employees, through pre- 
mium wage rates, salaries, or other contractual 
arrangements, to work longer hours than they 
normally would. Can. J. Econ., Aug. 1984, 
17(3), pp. 441-49. University of British Colum- 
bia, Vancouver. 

Frank, Robert H. — Are Workers Paid Their 
Marginal Products':’ 

Status is, like Coase’s social costs, a reciprocal 
phenomenon. Given that one person’s gain in 
status can occur only , at the expense of a loss 
in status for others and that workers are free 
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to choose their co-workers, it follows that the 
competitive wage structure within a firm must 
be one in which individual wage di£Ferences 
understate individual differences in marginal 
iroducts. This proposition is confirmed empiri- 
cally using observed earnings patterns for sam- 
ples of automobile salespersons, real estate 
agents, and university professors. A strategy 
is suggested for assigning monetary value to 
the “equity considerations” that so often domi- 
nate public policy decisions. Amer. Econ. Rev., 
Sept. 1984, 74(4), pp. 549-71. Cornell Univer- 
sity. 

Crossbard-Shechtman, Amyra — A Theory of 
Allocation of Time in Markets for Labour 
and Marriage 

This paper presents a theory of interrelated 
labor and marriage markets. Demand and sup- 
ply schedules for labor and household labor 
are derived based on a theory of allocation of 
time and on the assumption that individuals 
can enter and discontinue marriage contracts, 
^articular emphasis is given to the theory's im- 
plications for the .study of labor supply. Among 
the major insights derived from the model are 
the hypotheses that labor force participation 
of married women varies with the sex ratio 
of those eligible for marriage, that income 
changes influence wives’ labor supply more 
than husbands’, that group differences in pat- 
:erns of division of household labor influence 
the elasticity of female labor supply, and that 
a positive correlation between achievement in 
markets for labor and household labor can pro- 
vide an additional explanation for the back- 
ward-bending supply of labor. The theory also 
offers interesting insights regarding consump- 
tion, fertility, and marriage. Econ. /, Dec. 
1984, 94(376), pp. 863-82. San Diego State 
Jniversity and Bar-llan University. 

Grossman, Gene M. — International Competi- 
tion and the Unionized Sector 
This paper studies the wage and employ- 
ment response of a unionized sector to an in- 
tensification of international competition. The 
author models a monopoly union operating un- 
der minority rule, where firms’ layoffs and re- 
hires are based strictly on seniority. Conditions 
are provided to validate the casual argument 


that majority voting in unions and the seniority 
system together explain the lack of union wage 
adjustment following deterioration of an indus- 
try's competitive position. To highlight the role 
of seniority rules per se, the author compress 
the wage response derived from the model to 
that which obtains when the layoff queue is 
determined by random draw. Can. J. Econ., 
Aug. 1984, 77(3), pp. 541-56. Princeton Uni- 
versity. 

Hartog, Joop — On the Efficiency of Labor Mar- 
kets 

Important changes in labor market parame- 
ters and a growing awareness of the cost of 
equity-promoting policies have led to in- 
creased interest in the efficiency of labor mar- 
kets. This paper uses the orthodox result in 
the case of perfect competition to survey effi- 
ciency aspects of deviating assumptions; collec- 
tive negotiations, imperfect information, risk 
and dynamics associated with education and 
technology. Perfect competition is found an 
inadequate standard, as many “imperfect” 
market modifications enhance efficiency. De 
Economist, 1984, 752(3), pp. 279-99. Univer- 
sity of Amsterdam. 

Hoel, Michael — Extraction of a Resource with 
a Substitute for Some of Its Uses 
Important resources (e g., oil) may be used 
for several purposes. There may exist good sub- 
stitutes for such a resource in some of its uses, 
but no substitute in other uses. The price and 
extraction paths for such a resource are ana- 
lyzed for several market structures. Some of 
these paths differ substantially from the corre- 
sponding paths for the case of no substitute 
and for the case of a substitute for all of the 
resource’s uses. In piarticular, a jump in the 
resource price may occur. Can. J. Econ.. Aug. 
1984, 7 7(3), pp. 593-602. University of Oslo. 

Leigh, Duane E. — Why Is There Mandatory 
Retirement? An Elmpirical Reexamination 
A widely cited explanation of mandatory re- 
tirement age provisions is the “incentives” 
model developed and tested by Edward P. La- 
zear. The research reported here builds upon 
Lazear's empirical framework by adding testa- 
ble implications drawn from a specific human 
capital explanation of mandatory retirement. 
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The role of monitoring costs in accounting for 
mandatory retirement rules is also discussed. 
The evidence presented, based on data from 
the NLS mature men sample, indicates that, 
in addition to the personal characteristics ex- 
amined by Lazear, a comprehensive explana- 
tion of mandatory retirement requires the con- 
sideration of both specific human capital and 
monitoring costs. / Human Res., hall 1984, 
19(4), pp. 512-31. Washington State Univer- 
sity, Pullman. 

Miller, Robert A. — ^Job Matching and Occupa- 
tional Choice 

This paper presents a model of job matching 
that generalizes the existing literature by al- 
lowing for different job types or occupations. 
Such differences affect the value of job-specific 
experience, inducing a career profile where 
certain types are sampled before others. More 
specifically, the analysis shows that it is optimal 
for the young and inexperienced to gravitate 
toward jobs exhibiting a certain kind of risk. 
Then, after deriving the equilibrium job turn- 
over rate for an economy in which people do 
not switch occupations, panel data are used 
to estimate its underlying parameters. The hy- 
pothesis that people do not switch occupations 
is rejected against the alternative that they do, 
thus providing empirical support for the theo- 
retical extension undertaken here. /. Polit. 
Econ., Dec. 1984, 92(6), pp. 1088-120. Carne- 
gie-Mellon University. 

Shaked, Avner and Sutton, John — Involuntary 

Unemployment as a Perfect Equilibrium in 

a Bargaining Model 

In this paper, the authors set out to capture 
the idea that, in typical labor markets, a firm's 
workers can not be instantly and costlessly re- 
placed by substitutes drawn from among the 
unemployed. This “friction,” which involves 
the notion of an asymmetry between “insid- 
ers” and “outsiders,” is embedded into a bar- 
gaining framework. The firm negotiates with 
a worker, labeled the “insider,” in the manner 
of A. Rubenslein’s model of bilateral monop- 
oly — but it is free, over time, to switch to an 
“outsider” — whereupon he becomes, from 
then on, the new "insider." Within this model, 
the authors show that the wage lies in general 


above the Walrasian level, so that jobs are ra- 
tioned. Moreover, as the difficulty of switching 
varies, they obtain a range of outcomes run- 
ning from the Walrasian to Bilateral Monopoly. 
Econometrica, Nov. 1984, 52(6), pp. 1351-64. 
London School of Economics. 

822 Public Policy; Role of Government 

Bresnick, David — Policymaking by Partner- 
ship: Reshaping Youth Employment Policy 
One of the common problems of advanced 
industrialized countries is that of youth unem- 
ployment. While the policies a nation imple- 
ments are culture bound, deeply rooted in its 
history and institutions, at times nations have 
successfully borrowed from one another. An 
investigation of policymaking affecting youth 
unemployment in six advanced industrialized 
countries indicates differences and similarities. 
Policies and programs in this area seemed most 
successful in those countries in which bu.si- 
nesses and labor departed from the familiar 
role of special interest groups and instead coop- 
erated actively on policy formulation and exe- 
cution. / Policy Anal. Manage.. Fall 1984, 
49(10), pp. 23-,38. Baruch College, City Uni- 
versity of New York. 

823 Labor Mobility: National and International 
Migration 

Coss, Ernst P. and Schoening, Niles C. — Search 
Time, Unemployment, and the Migration 
Decision 

Several studies have shown that the unem- 
ployed in distres.sed regions of the United 
States have been reluctant to move to areas 
of greater employment opportunities. By es- 
tablishing a negative correlation between 
weeks of job search and the probability of mi- 
gration, this study is able to provide a partial 
explanation for the lack of a positive and statis- 
tically significant relationship between out-mi- 
gration rates and the unemployment rate in 
the local labor market. It is the author’s conten- 
tion that those regions that have experienced 
long periods of high unemployment possess a 
long-term unemployed population that is less 
likely to undertake a geographic move. / Hu- 
man Res., Fall 1984, 19(4), pp. 570-79. Man- 
agement Informatioa Systems; University of 
Alabama, Huntsville. 
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Greenwood, Michael J. and Hunt, Cary L. — 
Migration and Interregional Employment 
Redistribution in the United States 
This study uses a unique set of data to esti- 
mate a time-series model of migration and em- 
ployment growth for each of 171 U.S. regions. 
Incremental employment opportunities are 
found to be differentially attractive to migrants 
if the opportunities occur in southern and 
western areas. Consequently, national employ- 
ment expansion benefits such areas in an indi- 
rect way. Whereas the various areas, without 
regard to their location, appear to capture 
their approximate share of direct incremental 
national employment, the South and West ulti- 
mately gain a larger share of incremental em- 
ployment because newly available employ- 
ment opportunities in these areas attract 
migrants to them and away from those located 
in the Northeast and North Central regions. 
Amer. Econ. Rev., Dec. 1984, 74(5), pp. 957- 
69. University of Colorado, Boulder; Federal 
Reserve Bank of Chicago. 

Crossman, Jean Baldwin — The Occupational 
Attainment of Immigrant Women in Swe- 
den 

The major question addressed in this paper 
is what causes the observed difference in the 
occuational attainments of native and foreign 
women living in Sweden. Multinomial logit 
models of occupational attainment are esti- 
mated for each group. Then, using these mod- 
els, two simulations are conducted. One simu- 
lates the occupational distribution that 
foreigners would have if they had the same 
measured traits as natives. The other simulates 
the distribution foreigners would have if they 
had the same occupational preferences as na- 
tives, their qualifications were treated as those 
of natives, and they were ail fluent in Swedish. 
DiflFerences in measured traits are found to ac- 
count for very little of the difference in the 
occupational distribution. Scand. J. Econ., 
1984, 86(3), pp. 337-51. Mathematica Policy 
Research, Princeton, New Jersey. 

* 1 , 

Lee, Kye S. — The Direction of Migration; A 
Dynamic General Equilibrium Model 
A simple dynamic general equilibrium 
model is designed in an attempt to enrich im- 


plications on the determinants of direction of 
migration between rural and urban sectors. 
The results of Herbert A. Simon, William J. 
Baumol, and Roland C. Artie et al. are ex- 
tended by the incorporation of returns to scale 
and the natural rate of sectoral population 
growth, in addition to price and income elastic- 
ities, and sectoral technical change dealt with 
by the previous studies. / Reg. Sci., Nov. 1984, 
24(4), pp. 509-17. Korea Development Insti- 
tute, Seoul. 

Oberai, A. S. and Manmohan Singh, H. K. — 
Migration, Employment and the Urban La- 
bour Market: A Study in the Indian Punjab 
Fears are often expressed that migration to 
the towns is a cause of surplus labor, increased 
unemployment, and general decline in the 
quality of life in urban areas. In a detailed study 
of the interaction between migration and the 
urban tabor market in an Indian city, the au- 
thors investigate these questions and show how 
the migrants fare compared with the urban 
natives. They find no evidence that migrants 
are confined to marginal employment or con- 
tribute disproportionately to urban underem- 
ployment. Although initially at a disadvantage, 
migrants attain economic status comparable 
with that of urban natives in a remarkably brief 
period of time. Policy-makers are therefore 
cautioned against adopting measures to curb 
migration, which is part of the process of eco- 
nomic growth and social advance, without first 
making a detailed assessment of its effects. Int. 
Ub. Rev., July-Aug. 1984, 123(4), pp. 507-23. 
International Labour Office, Geneva; Punjabi 
University, 

824 Labor Market Studies, Wages, Employment 

Abraham, Katharine C. and Medoff, James 
L. — Length of Service and Layoffs in Union 
and Nonunion Work Groups 
Survey evidence from about 200 firms out- 
side of agriculture and construction shows that 
protection against job loss grows with employ- 
ees’ length of service even after controlling 
for the perceived net value of employees to 
the firm. Senior workers are better protected 
against permanent layoff in union than in non- 
union firms, but the difference is surprisingly 
small. Of the groups of private sector hourly 
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workers surveyed, 85 percent of nonunion 
groups and 98 percent of union groups enjoyed 
some seniority protection against layoffs. Se- 
niority protection was nevertheless consider- 
ably stronger in the average union group than 
in the average nonunion group. Ind. Lab. 
Relat. Rev., Oct. 1984, 38{\), pp. 87-97. Massa- 
chusetts Institute of Technology; Harvard 
University. 

Artus, Jacques R. — The Disequilibrium Real 
Wage Rate Hypothesis: An Empirical Evalu- 
ation 

The rise in the share of labor costs in value 
added in many industrial countries during the 
1970s and early 1980s has led many observers 
to conclude that real wages are now too high 
and are a source of “classical" unemployment. 
These conclusions are not necessarily valid. 
The increase in the labor share could be war- 
ranted by long-run changes in production tech- 
niques, in the price of energy, or in the relative 
availability of labor and capital. This paper uses 
a production function approach to examine 
these possibilities. Int. Monet. Fund Staff Pap., 
June 1984, 31(2), pp. 249-302. International 
Monetary Fund, Washington, D.C. 

Asher, Martin and Popkin, Joel — ^The Effect 
of Gender and Race Differentials on Public- 
Private Wage Comparisons: A Study of 
Postal Workers 

In testing how postal wages compare to 
wages in the private sector, the authors intro- 
duce interaction terms to control for gender 
and race differentials by industry. Their analy- 
sis of data from the May 1979 CPS indicates 
that average wages are higher in the Postal 
Service, which follows a nondiscrimination 
wage policy, than in many private sector indus- 
tries, in which race and gender differentials 
are common. Their findings indicate that 
postal wages for white men are about the same 
as for comparable white men in other sectors, 
a finding that they argue should be the wage 
comparability criterion in public agencies. Ind. 
Lab. Relat. Rev., Oct. 1984, 38(1), pp. 16-25. 
Joel Popkin and Company, Washington, D.C. 

Burdett, Kenneth, et al. — Earnings, Unem- 
ployment, and the Allocation of Time over 
Time 


A stochastic dynamic model of labor supply 
is specified and analyzed empirically. The the- 
oretical model provides a sound structural eco- 
nomic basis for a class of empirical models that 
have been shown useful. The implications of 
the estimated model are explored, and diag- 
nostic checks are suggested and implemented. 
Coauthors are: Nicholas M. Keifer, Dale T. 
Mortensen, and George R. Neumann. Rev. 
Econ. Stud., Oct. 1984, 51(4), pp. 559-78. Cor- 
nell University. 

Daymont, Thomas N. and Andrisani, Paul J. — 
Job Preferences, College Major, and the 
Gender Gap in Earnings 
Work preferences and preparation (college 
major) are included in an analysis of the gender 
differential in earnings among recent college 
graduates, using data from the National Longi- 
tudinal Studies of the High School Class of 
1972. The results indicate a tendency for the 
young men and young women in the sample 
to prefer different occupational roles and to 
major in different fields of study in college. 
Together, these differences account for about 
one-third to two-thirds of the gender gap in 
hourly earnings three years after college grad- 
uation. This indicates that omission of work 
preferences and college major leads to an over- 
estimation of the degree of current labor mar- 
ket discrimination against young female col- 
lege graduates. /. Human Res., Summer 1984, 
/9(3), pp. 408-28. Temple University. 

Duffy, Martyn H. — The Relationship Between 
Unemployment and Unfilled Vacancies in 
Great Britain: An Extended Job-Search, La- 
bour Turnover View 

This paper develops a model of the equilib- 
rium unemployment-vacancy (uv) relation- 
ship, drawing upon concepts in the job search- 
labor turnover literature, and uses that model 
to explain shifts in the uv curve for Great Brit- 
ain over the last two decades. The secular rise 
in the ratio of real wages to productivity, 
changes in unemployment benefits and in the 
age composition of the labor force, and fluctua- 
tions in external competitiveness appear to 
have contributed to the observed instabilities 
in the uv curve. However, evidence is not 
found to support the view that the level of 
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job-mismatching has risen over this period as 
a whole. Bull. Econ. Res., Nov. 1984, 36(2), 
pp. 143-72. U.M.I.S.T., Manchester, England. 

Felmingham, B. S. — The Recovery of World 
Labor Markets and the U.S. Monetary 
Stance; Rationale and Evidence 
This inquiry assesses the role of U.S. mone- 
tary expansion in alleviating world unemploy- 
ment. Two transmission channels are identi- 
fied: the first works through the effects of U.S. 
monetary expansion on U.S. aggregate de- 
mand, which in turn stimulates an export led 
recovery in other nations. The second works 
through the monetary adjustment of the bal- 
ance of payments. The major issue is explored 
in the spectral and cross spectral analysis of 
U.S. monetary adjustments and the cyclical 
variation of unemployment in ten foreign 
countries for the period 1960(2) to 1980(2). U.S. 
monetary expansion does not provide a univer- 
sal reduction of world employment. Explana- 
tions are provided. Kyklos, 1984, 37(3), pp. 
424-43. University of Tasmania, Hobart, Aus- 
tralia. 

Lipschitz, Leslie and Schadler, Susan M. — Rel- 
ative Prices, Real Wages, and Macroeco- 
nomic Policies: Some Evidence from Manu- 
facturing in Japan and the United Kingdom 
Countries differed in their adjustment to the 
commodity price shocks of the 1970s. The ex- 
tent of wage adjustment is important to an un- 
derstanding of the current unemployment 
problem and to the debate on the efiBcacy of 
demand management for raising output and 
employment. This paper uses an econometric 
model to separate the cyclical and classical in- 
fluences on manufacturing output and employ- 
ment. It compares results for Japan and the 
United Kingdom, uses these results to compute 
indices for comparing wage cost behavior, and 
draws from this analysis inferences for macro- 
economic policy. Int. Monet, fund Staff Pap., 
June 1984, 3i(2), pp. 303-38. International 
Monetary Fund, Washington, D.C. 

Nickell, Stephen — An Investigation of the De- 
terminants of Manufacturing Employment 
in the United Kingdom 


In this paper the author presents and esti- 
mates an adjustment cost model of industry 
employment, which takes explicit account of 
both expectations and aggregation over dif- 
ferent labor types. The resulting model is 
subject to a large number of tests and is a highly 
robust representation of the data. Finally, 
forecasts are produced for manufacturing em- 
ployment up to 1990. Rev. Econ. Stud., Oct. 
1984, 51 (4), pp. 529-57. London School of Elco- 
nomics. 

Nisstm, Joseph — ^The Price Responsiveness of 
the Demand for Labour by Skill: British Me- 
chanical Engineering: 1963-1978 
This paper investigates empirically the ex- 
tent of skill substitutability in British Mechani- 
cal Engineering during 1963-78. The theoreti- 
cal framework is based on the translog cost 
function and has a general dynamic structure 
to capture the effects of adjustment costs and 
imperfect information. The results show con- 
siderable skill substitutability and surprisingly 
elastic downward sloping derived demand for 
every grade of skill. The own-price elasticities 
are significantly smaller in the short than in 
the long run and tend to be lower for labor 
of higher skill. These results are consistent with 
human capital theory and higher firing and 
hiring costs for skilled labor. Econ. J., Dec. 
1984, 94(376), pp. 812-25. London School of 
Economics. 

Perloff, Jeffrey M. and Wachter, Michael L. — 
Wage Comparability in the U.S. Postal Ser- 
vice 

Federal law requires that the U.S. Postal Ser- 
vice pay wages comparable to those in the pri- 
vate sector. The authors argue that the appro- 
priate test of that concept is a comparison of 
wages paid to all comparably skilled workers, 
not only to white male workers in the private 
sector. By that standard, they conclude, from 
an analysis of Current Population Surveys data, 
that in 1978 postal workers enjoyed a 21 per- 
cent wage advantage. They predict that since 
the mail tramsmission market is increasingly 
competitive, either the wage advantage of 
postal workers will decline or more postal jobs 
will shift to the private sector. Ind. Lab. Relat. 
Rev., Oct. 1984, 38(1), pp. 26-35. University 
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of California, Berkeley; University of Pennsyl- 
vania. 

Personick, Martin E. — White-Collar Pay De- 
termination under Range-of-Rate Systems 
Salaries of white-collar workers usually vary 
within formal pay systems that prescribe a min- 
imum and a maximum rate for a given job or 
grouping of comparable jobs. This study fo- 
cuses on the characteristics of such range-of- 
rate pay systems in medium and large estab- 
lishments covered by the Bureau of Labor Sta- 
tistics' national survey of professional, adminis- 
trative, technical, and clerical pay. The study 
shows that rate ranges are used in determining 
rewards for individuals whose performance 
and/or length of service diflFer on the job. The 
width of such ranges and the significance of 
various points in the range are also examined. 
Mon. Lab. Rev., Dec. 1984, 107(12), pp. 25- 
30. Bureau of Labor Statistics, Washington, 
D.C. 

Renaud, Paul $. A. and Siegers, Jacques J. — 
Income and Substitution EflFects in Family 
Labour Supply 

In this article, the results are presented of 
the estimation of a variant of J. Leuthold’s 
model of labor supply of married couples in 
the Netherlands. Both in the case of husbands 
and in the case of wives, the labor supply curve 
proves to be forward bending. The income ef- 
fects are negative, but significantly different 
from zero only in the case of wives. The theo- 
rem that the substitution effect is positive is 
confirmed by the empirical results obtained. 
The labor supply of wives proves to be more 
sensitive to wage rate and income changes 
than the labor supply of husbands. A compari- 
son is made between the results obtained here 
and those mentioned in studies for the United 
States. The article is closed with an overview 
of some policy implications. De Economist, 
1984, 132(3), pp. 350-66. Economic Institute, 
State University of Utrecht, The Netherlands. 

Roth, Alvin E. — ^The Evolution of the Labor 
Market for Medical Interns and Residents: 
A Case Study in Game Theory 
The organization of the labor market for 
medical interns and residents underwent a 


number of changes before taking its present 
form in 1951. The record of these changes and 
the problems that prompted them provide an 
unusual opportunity to study the forces at work 
in markets of this kind. The present paper be- 
gins with a brief history and then presents a 
game-theoretic analysis to explain the orderly 
operation and longevity of the current market, 
in contrast to the turmoil that characterized 
various earlier short-lived attempts to organize 
the market. An analysis is also given of some 
contemporary problems facing the market. / 
Polit. Econ., Dec. 1984, 92(6), pp. 991-1016. 
University of Pittsburgh. 

Seiler, Eric J. — Piece Rate vs. Time Rate; The 
Effect of Incentives on Earnings 
This paper presents an examination of the 
effect of piece rates on employee earnings. The 
study examines the impact of incentives on the 
earnings of over 100,000 employees in 500 
firms within two industries. Two incentive ef- 
fects are observed. First, incentive workers’ 
earnings are more dispersed than identical 
time workers’ earnings within both firms and 
occupations. Second, incentive workers re- 
ceive an earnings premium of 14 percent, in 
part to compensate for the greater variation 
in their income and partially as a result of an 
incentive-effort effect. Rev. Econ. Statist., Aug. 
1984, 66(3), pp. 363-76. Stein, Zauderer, Ellen- 
horn, Friedman, & Kaplan, New York. 

Symons, J. and Layard, R. — Neoclassical De- 
mand for Labour Functions for Six Major 
Economies 

Neoclassical demand for labor functions are 
developed for six economies, giving employ- 
ment in manufacturing as a function of the 
real wage and the real price of raw materials 
(relative to output prices). Both factor prices 
are shown to have powerful but slow-acting 
effects on employment. For fixed factor prices, 
the level of demand does not appear to have 
a strong effect on manufacturing employment. 
Econ. /., Dec. 1984, 94(376), pp. 788-99. Lon- 
don School of Economics. 

van der Veen, Anne and Evers, Gerard H. M. — 
A Labour-Supply Function for Females in 
the Netherlands 
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For the Netherlands there is a great deal 
of leeway to make up in empirically estimating 
labor-supply functions. In this article a macro 
supply function for females is estimated where, 
for the first time in the Netherlands, income 
data are used. A positive relation between la- 
bor force participation and income is found. 
As for the role of unemployment, a significant 
discouraged worker effect is discovered. Test- 
ing timing versus persistence in labor force 
participation results in empirical evidence for 
the theory stressing persistence. De Economist, 
1984, 132(3), pp. 367-76. University of Gronin- 
gen, The Netherlands. 

Viscusi, W. Kip and O’Connor, Charles J. — 
Adaptive Responses to Chemical Labeling; 
Are Workers Bayesian Decision Makers? 
Using a sample of chemical workers sur- 
veyed for this study, the authors tested a Bayes- 
ian learning model of adaptive job choice. 
Workers’priorsubjectiveriskperceptionsgener- 
ated compensating differentials and wereassoci- 
ated with job mismatches. After being given a 
job hazard warning, workers revised their risk 
judgments in the expected direction, where 
the extent of revision depended on both the im- 
plied risk of the warning and the relative preci- 
sion of the information. Increases in workers’ 
assessed risks increased the risk premium de- 
manded and quit propensities, as did increases 
in the precision of the risk judgments. Amer. 
Econ. Rev., Dec. 1984, 74(5), pp. 942-56. Duke 
University; Green Farms, Connecticut. 

825 Labor Productivity 

Brand, Horst and Huffstutler, Clyde — Pro- 
ductivity in Making Air Conditioners, Refrig- 
eration Equipment, and P^urnaces 
Productivity in the manufacture of air condi- 
tioning and refrigeration equipment and warm 
air furnances rose at an average annual rate 
of 1.3 percent between 1967 and 1982, com- 
pared with 2.4 percent for all of manufactur- 
ing. Underlying the industry’s productivity in- 
crease was expansion in residential, industrial, 
and commercial demand for its products, as 
well as improvements in metalworking tech- 
nologies (such as numerical control). The trend 
in the industry’s productivity, output, and em- 
ployment developed in two distinct phases, 


with the 1967-73 period being marked by high 
average annual rates in all three of these varia- 
bles and the subsequent time span evidencing 
a pronounced slowdown. Continued improve- 
ment in the industry’s productivity is an- 
ticipated with the diffusion of numerically 
controlled metalworking machinery, the intro- 
duction of flexible manufacturing systems, and 
other innovations. Mon. Lab. Rev., Dec. 1984, 
107(12), pp. 11-17. Bureau of Labor Statistics, 
Washington, D.C. 

Maranto, Cheryl L. and Rodgers, Robert C 

Does Work Experience Increase Productiv- 
ity? A Test of the On-the-Job Training Hy- 
pothesis 

Using data on wage claims investigations of 
a state labor department, the authors test the 
proposition that work experience increases 
productivity. Productivity is measured as the 
fraction of wages an employer allegedly owes 
an employee that the investigator is able to 
collect. The recovery of back wages is accom- 
plished without the availability of an oflBcial 
enforcement mechanism. The empirical esti- 
mates indicate that investigators become sig- 
nificantly more productive during the first six 
years of job experience. While the uniqueness 
of this occupation prevents generalizing this 
finding, the study raises some important meth- 
odological issues. /. Human Res., Summer 
1984, 19(3), pp. 341-57. University of Iowa, 
Iowa City; University of Texas, Austin. 

McCombie, J. S. L. and de Ridder, J. R. — “The 
Verdoorn Law Controversy’’: Some New 
Empirical Evidence Using U.S. State Data 
The Verdoorn Law (the regression of manu- 
facturing productivity on output growth) dem- 
onstrates the cumulative causation nature of 
economic growth. However, the original pro- 
cedure of Kaldor using international data has 
been subject to a number of criticisms. This 
paper estimates the law using U.S. state data 
and specifications, which avoid many of these 
problems. The results confirm the importance 
of substantial increasing returns. It is also found 
that the degree of returns to scale is much 
smaller when the logarithmic values of the lev- 
els of the variables are used. In trying to ac- 
count for this paradox, it is found that external 
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economies of scale are an important determi- 
nant of productivity. Oxford Econ. Pap., June 
1984, 36(2), pp. 268-84. Hull University, En- 
gland. 

826 Labor Markets: Demographic Characteristics 
Berger, Mark C. and Fleisher, Belton M. — Hus- 
band's Health and the Wife’s Labor Supply 
This paper examines the labor supply re- 
sponse of the wife to deterioration in the hus- 
band's health. Unlike past cross-sectional stud- 
ies, longitudinal data are used to directly 
examine responses over time. The results sug- 
gest that the magnitude and direction of the 
response depend crucially on the attractive- 
ness of transfers available when the husband’s 
health deteriorates. When no transfers are 
available, the wife increases her market work 
to replace the lost earnings of the husband. 
As transfers become more attractive, the wife 
reduces her labor supply, enabling her to 
spend more time caring for her husband. / 
Health Econ, Apr. 1984, d(l), pp. 63-75. Uni- 
versity of Kentucky, Lexington; Ohio State 
University, Columbus. 

Betson, David and van der Gaag, Jacques — 
Working Married Women and the Distribu- 
tion of Income 

In this paper the authors analyze the impact 
of the earnings of working married women on 
the distribution of total household income. Us- 
ing the Theil measure of inequality, the au- 
thors first show how this impact can be de- 
composed into three easily interpretable 
components, one of which is the labor force 
participation rate of married women. Then, 
using data from the Current Population Sur- 
vey, they present the development of these 
components for each year during the period 
1968-80. The main conclusion is that the 
equalizing impact of wives’ earnings on total 
household income inequality has become in- 
creasingly important. / Human Res., Fall 1984, 
19(4), pp. 532-43. University of Notre Dame; 
The World Bank, Washington, D.C. 

830 Trade Unions; Coixective Bargaining; 

Labor-Management Relations 

831 Trade Unions 

Booth, Alison L . — A Public Choice Model of 

' • * 1 1.1^ 


The paper develops a model that expands 
the usual microeconomic models of trade un- 
ion behavior to incorporate two extra assump- 
tions. First, trade unions are viewed as organi- 
zations comprising at least two groups with 
possibly diverse interests. A simple public 
choice model — the median voter model — ^is 
used, and it is assumed that the union executive 
responds to the wishes of the median rank-and- 
file member. Workers within the union are as- 
sumed to have heterogeneous preferences. 
Secondly, the paper relaxes the assumption 
that union membership is exogenous and de- 
velops a model of union behavior incorporat- 
ing the effects of union policy on membership 
levels. The results of this exercise are interest- 
ing for two principal reasons. First, the model 
predicts some situations where wages will ex- 
hibit a degree of downward rigidity, and some 
unionists will be involuntarily unemployed 
while others are voluntarily unemployed. Sec- 
ondly, the model predicts wage and employ- 
ment outcomes different from those predicted 
by fixed membership models. Econ. /., Dec. 
1984, 94(376), pp. 883-98. Bristol Univer- 
sity. 

Clark, Kim B. — Unionization and Firm Perfor- 
mance; The Impact on Profits, Growth, and 
Productivity 

This paper examines the impact of unioniza- 
tion on profitability, growth, and productivity 
using time-series data on over 900 product line 
businesses in the North American manufactur- 
ing sector (predominantly U.S.). The empirical 
analysis reveals a sizable negative union effect 
on profitability, but little or no effect on 
growth, productivity, and the capital-labor ra- 
tio. The data are thus consistent with a model 
in which collective bargaining affects the dis- 
tribution of profits, but leaves real magnitudes 
unchanged. The evidence suggests, however, 
that unionization may have longer term impli- 
cations for efficiency, since the impact on prof- 
itability appears to fall most heavily on firms 
with relatively little market power. Amer. 
Econ. Rev., Dec. 1984, 74(5), pp, 893-919. Har- 
vard University. 

Lawler, John J. — The Influence of Manage- 
ment Consultants on the Outcome of Union 
r~’i»i-t'ifi('nt-ion Elections 
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This study examines the effect of manage- 
ment consultants on the probability of union 
victory in representation elections. An analysis 
of data on 130 elections in retail grocery outlets 
shows that consultant involvement decreased 
the probability of union victory to a degree 
that was sufficient to alter the outcome of 
closely contested elections. The impact of con- 
sultants was nevertheless considerably 
smaller than that of factors such as unit size 
and conditions in the relevant labor market. 
Ind. Lab. Relat. Rev., Oct. 1984, 38(1), pp. 
38-51. University of Illinois, Urbana-Cham- 
paign. 

Ruback, Richard S. and Zimmerman, Martin 
B. — Unionization and Profitability: Evidence 
from the Capital Market 
This paper examines the effect of unioniza- 
tion on the profitability of firms. Abnormal 
monthly common stock returns for a sample 
of 253 NYSE-listed firms are estimated for the 
month in which the union petitions for an elec- 
tion and for the month in which the National 
Labor Relations Board certifies the election 
outcome. The results suggest that unionization, 
on average, is associated with a reduction in 
equity value. When unions win an election, 
the average loss associated with the unioniza- 
tion drive is 3.8 percent of equity value When 
unions lose an election, there is an average 
net reduction of 1.3 percent in the equity value 
of the firm. J. Polit. Econ., Dec. 1984, 92(6), 
pp. 1134-57. Massachusetts Institute of Tech- 
nology; University of Michigan. 

Voos, Paula B. — Trends in Union Organizing 
Expenditures, 1953-1977 
This paper tests the charge by some observ- 
ers that one reason for the decline in unions’ 
share of private sector employment has been 
a decline in their commitment to growth. The 
author presents several measures of the orga- 
nizing expenditures of 27 national unions, rep- 
resenting about one-half of all union members 
in this country, over the 1953-77 period. These 
data show that organizing expenditures rose 
significantly over that period, whether mea- 
sured in current or constant dollars, although 
they declined slightly as a proportion of total 
union expenditures. Ind. Lab. Relat. Rev., Oct. 


1984, 38(1), pp. 52-63. University of Wiscon- 
sin, Madison. 

832 Collective Bargaining 

Hettlage, Robert — Interest-Group Conflict 
Consensus-building and "Cooperative Bar 
gaining": The Swiss Industrial Peace Agree- 
ment as a Model 

The prerequisites and functional conditions 
of this industrial Peace Agreement are ana- 
lyzed in order to characterize the prime fea- 
tures of this form of group regulation of con- 
flict. To transfer the Peace Agreement to othe 
countries would meet with difficulties; yet i 
presents an instructive model of significance 
for interest group research. Z, ges. Staatswiss. 
Sept. 1984, 140(2), pp. 475-99. University c 
Regensburg, West Germany. 

833 Labor-Management Relations 

Drago, Robert — New Use of an Old Technol 
ogy: The Growth of Worker Participatior 
The paper seeks to explain why a more effi 
cient technology, i.e., worker participation ir 
management, though developed long ago, ii 
only now becoming widespread in large U.S 
firms. It is argued that managerial preference; 
for authority and a long wave economic trough 
may explain the phenomenon. /. Post Keynes 
ian Econ., Winter 1984-85, 7(2), pp. 153-67 
University of Wisconsin, Milwaukee. 

Helbum, I. B. and Shearer, John C. — Humar 
Resources and Industrial Relations in China 
A Time of Ferment 

This study draws on the relevant literatun 
and particularly on the authors' discussion; 
with managers and government and union of 
cials in the steel industry during a visit to Chin; 
in March 1983. The authors describe the re 
cruitment, selection, placement, and trainin) 
of blue-collar and managerial employees; th( 
increasing use of financial incentives; and thi 
"iron rice bowl” approach to discipline, whic 
generally excludes discharge. They also discus 
employee participation in manageraen 
through workers' councils and trade union 
and the sometimes conflicting functions 
unions as both "arm of the state” and worker 
representatives. Ind. Lab. Relat Rev., Oc 
1984, 38(1), pp. 3-15. University of Texas, Aus 
tin; Oklahoma State University. 
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Behrman, Jere R. and Wolfe, Barbara L. — A 
More General Approach to Fertility Deter- 
mination in a Developing Country; The Im- 
portance of Biological Supply Consider- 
ations, Endogenous Tastes and Unperceived 
Jointness 

The “Pennsylvania” fertility model proposes 
extensions of the dominant “Chicago-Colum- 
bia” model to include: biological supply consid- 
erations, endogenous tastes, and unperceived 
jointness. Testing these extensions is difficult, 
however, because of unobserved variables such 
as child quantity and taste norms. New tests 
are proposed and applied to data from Nicara- 
gua. The results suggest that the Pennsylvania 
extensions are relevant. Therefore fertility de- 
termination may be more complicated than 
often assumed; health improvements may in- 
crease fertility; welfare analysis may be am- 
biguous due to changing tastes; and schooling 
may relate to tastes changes in addition to 
productivity changes. Economica, Aug. 1984, 
5/(203), pp. 319-39. University of Pennsylva- 
nia; University of Wisconsin, Madison. 

Bubnys, Edward — Ethnicity and Occupational 
Mobility: Chicago, 1870 and 1900 
Recent works on socioeconomic mobility by 
Stephan Thernstrom, Lee Soltow, and others 
have applied quantitative analysis to the ques- 
tions of occupational and wealth distributions. 
This paper analyzes the results of occupational 
information samples taken from two federal 
censuses 30 years apart in a large American 
city. Nativity and occupational mobility factors 
are interrelated. Native Americans and most 
English-speaking migrants held better jobs, 
while the Irish and other ethnics were situated 
lower on the occupation rung. Dynamically, 
downward occupational sliding was as likely 
to occur as upward progress during the period 
investigated. Rev. Soc. Econ., Apr. 1984, 42(1), 
pp. 50-62. Illinois State University. 

Kemp, Murray C.; Leonard, Daniel and Long, 
Ngo Van — Three Pitfalls in the Construction 
of Family-Based Models of Population 
Growth 


The construction of family-based models of 
population growth is subject to several pitfalls, 
which must be avoided if internal consistency 
and empirical relevance are to be maintained. 
The pitfalls are described. It is shown that the 
pitfalls can be avoided by imposing suitable 
restrictions on utility and production functions. 
Europ. Econ. Rev., Aug. 1984, 25(3), pp. 345- 
54. University of New South Wales, Kensing- 
ton; University of New South Wales, Kensing- 
ton; Australian National University, Canberra. 

Winegarden, C. R. — Income Redistribution 
versus Accelerated Economic Growth: A 
Comparison of Demographic Effects 
This study measures the effects on fertility 
and mortality of changes in (a) the rate of in- 
come growth and (b) the size distribution of 
household income. An econometric model is 
tested with cross-sectional data for developing 
countries. Simulations based on the estimated 
parameters show that accelerated growth and 
income redistribution have opposite effects, 
which vary with the level of economic devel- 
opment. In general, no justification is found 
for redistribution as a means of slowing pop- 
ulation growth. Oxford Bull. Econ. Statist., 
Aug. 1984, 46(3), pp. 255-71. University of To- 
ledo. 

850 Human Capital 
851 Human Capital 

Atkinson, A. B. and Jenkins, S. P. — The Steady- 
State Assumption and the Estimation of Dis- 
tributional and Related Models 
There is considerable interest in the estima- 
tion of linear structural equation models (in- 
cluding path analysis) of the evolution across 
generations of the distribution of income, of 
socioeconomic achievement, and of related 
variables. Given insufficient data, the estima- 
tion of the models has commonly proceeded 
by making assumptions that reduce the data 
requirements. In particular, it has been as- 
sumed (often implicitly) that the distribution 
of the variables being studied is in steady-state. 
In this paper the authors examine the role of 
this assumption and argue the need for care 
in its use. J. Human Res., Summer 1984, /9(3), 
pp. 358-76. London School of Economics; 
University of Bath. 
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Caret!, John — ^The Returns to Schooling: A Se- 
lectivity Bias Approach with a Continuous 
Choice Variable 

An estimation procedure to correct for selec- 
tivity bias in continuous variable models is de- 
veloped and applied to estimating the returns 
to schooling. The essence of selection bias is 
that non-optimal choices are not observed. 
This applies whether the choice variable is dis- 
crete or continuous. The methodology utilized 
to treat selection bias in binary variable models 
is extended to continuous variables. A leading 
practical application of the analysis is the 
schooling choice problem. Selectivity cor- 
rected rates of return to schooling are esti- 
mated and the results support the comparative 
advantage hypothesis in schooling attainment 
and earnings. Econometrica, Sept. 1984, 52(5), 
pp. 1199-218. Wayne State University, De- 
troit. 

Haveman, Robert H. and Wolfe, Barbara L. — 
Schooling and Economic Well-being: The 
Role of Nonmarket Effects 
Standard estimates of the economic value 
of additional .schooling, based on earnings dif- 
ferences .associated with differences in the 
level of schooling attained, cover only a portion 
of the total effects of education that are valued 
by citizens. The authors first identify a catalog 
of nonmarketed effects, many of which have 
been recently studied by economists, and then 
propose a procedure for estimating a willing- 
ness-to-pay value for these effects. Using em- 
pirical estimates of the magnitude of a selec- 
tion of these effects found in the literature, 
the authors calculate willingness-to-pay values. 
These illustrative calculations suggest that 
standard estimates of the benefit of incremen- 
tal schooling substantially understate the full 
value of such investments. /. Human Res., 
Summer 1984, J9(3), pp. 377-407. University 
of Wisconsin, Madison. 

Meng, Ronald and Sentance, Jim — Religion 
and the Determination of Earnings: Further 
Results 

This paper examines the effects of religious 
background on human capital investment and 
returns. The method employed is essentially 
that of N. Tomes (1983), except that use of 


the Canadian National Mobility Study (1973) 
rather than 1971 Census data has allowed the 
authors to control for other important ele- 
ments of family background such as parental 
education and family size. All of the important 
results reported by Tomes are confirmed. Jews 
have substantially higher returns from school- 
ing and experience, but no “credential effect,” 
in contrast to other groups. Protestants, though 
less markedly, again fare somewhat better than 
Catholics. Can. J. Ecori., Aug. 1984, 17(3), pp. 
481-88. Lakehead University, Thunder Bay, 
Ontario; Trent University, Peterborough, On- 
tario. 

Shaw, Kathryn L. — A Formulation of the learn- 
ings Function Using the Concept of Occupa- 
tional Investment 

Standard models of income determination 
sp)ecify income to be a function of two variables 
that measure p>ostschool investment — the 
years of labor market experience and the years 
of employer tenure. This investigation devel- 
ops a better proxy for general human capital 
investments by hypothesizing that the inten- 
sity of investment varies by occupation and 
that a proportion of the occupational skills is 
transferable with occupational change. After 
developing exogenous measures of these fea- 
tures, the occupational investment variable is 
calculated for the young men of the National 
Longitudinal Survey. Empirical work demon- 
strates that occupational investment is a strong 
determination of income — far superior to the 
experience variable. / Human Res., Summer 
1984, 19(3), pp. 319-40. Carnegie-Mellon 
University. 

Tomes, Nigel — The Effects of Religion and De- 
nomination on Earnings and the Returns to 
Human Capital 

The effects of religious and denominational 
background on earnings and the returns to hu- 
man capital are examined. When religious dif- 
ferences are constrained to be additive, apart 
from a Jewish differential, there is virtually no 
evidence that religious or denominational 
background affects earnings. This contrasts 
with A. M. Greeley's claims of sizable Catholic 
advantage. In separate earnings regressions 
the author finds that the marginal returns to 
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Catholics from college education exceed those 
to similar Protestants. This offsets the disadvan- 
tage of lower precollege returns. Earnings dif- 
ferences between Protestant denominations 
appear to reflect the sorting of Protestants into 
denominations according to schooling and in- 
come./. Human Res., Fall 1984, 19{4), pp. 472- 
88. University of Western Ontario, London, 
Canada. 

900 Welfare Programs; Consumer 
Economics; Urban and Regional 
Economics 

910 Welfake, Health, and Education 
911 General Welfare Programs 
Cramlich, Edward M. and Laren, Deborah S. — 
Migration and Income Redistribution Re- 
sponsibilities 

The importance of migration of Aid to Fami- 
lies with Dependent Children (AFDC) benefi- 
ciaries as a determinant of state benefit levels 
is examined in this paper. A pooled cross-sec- 
tion time-series model fit to state data over 
the seventies indicates that benefit levels in 
other states have a positive influence on own- 
state benefits and a negative influence on re- 
cipients. This evidence is supported by evi- 
dence from a transition matrix, which shows 
that while very few AFDC households make 
an interstate move in a year, when they do 
move they are much more likely to go to a 
ligh-benefit state than to a low-benefit state. 
3oth pieces of evidence argue for more cen- 
tralization of income redistribution responsi- 
bilities in the United States. /. Human Res., 
^all 1984, 19(4), pp. 489-511. University of 
Michigan, Ann Arbor. 

313 Economics of Health (including medical 
subsidy programs) 

L^tzen, Thomas E. — A “Brand Name Firm” 
Theory of Medical Group Practice 
Medical group practices are organized as 
‘brand name firms” that monitor quality and 
educe the cost of information to patients. 
!lroup income distribution plans create incen- 
ves for appropriate physician behavior. In- 
reased eflSciency of doctor-patient transac- 
ions is apparently more important than 
production economies of scale in the formation 


of groups. Regression of group practice market 
share on SMSA population mobility, compari- 
sons of group practice in dentistry as opposed 
to medicine, and general as opposed to spe- 
cialty practice, provide empirical evidence 
consistent with a “brand name” theory. / Ind. 
Econ., Dec. 1984, 33(2), pp. 199-215. Temple 
University. 

Jacobs, Philip and Wilder, Ronald P. — Pricing 
Behavior of Non-profit Agencies; The Case 
of Blood Products 

In this study the authors examine the pricing 
behavior of a nonprofit agency, the Red Cross 
blood service units. Two alternative hypothe- 
ses are presented: one in which the agency 
maximizes profits and one in which output is 
maximized to a breakeven constraint. Pricing 
equations for separate blood products are ap- 
plied to cross-sectional data from blood centers 
to determine the impact of demand, co.st, com- 
petition, and subsidy variables. The impact of 
these variables is shown to be consistent with 
the output-maximizing model, /, Health Econ., 
Apr. 1984, 9(1), pp. 49-61. University of South 
Carolina, Columbia. 

McCombs, Jeffrey S. — Physician Treatment 
Decisions in a Multiple Treatment Model: 
The Effects of Physician Supply 
This paper develops a neoclassical utility 
model of physician behavior, which assumes 
that the physician acts as a perfect agent for 
the patient. The physician determines the 
price of office and hospital visits, the utilization 
of office and hospital visits and hospital days, 
and the resources and physician time inputs 
in the production of visits. The analysis traces 
physician supply induced substitutions be- 
tween office visits, hospital visits, and hospital 
days, and supply-induced changes in visit input 
mixes. The substitution effects are then used 
to reinterpret previous statistical estimates of 
the effects of physician supply on physician de- 
cisions. /. Health Econ., Aug. 1984, 3(2), pp. 
155-71. Health Care Financing Administra- 
tion, Baltimore. 

Mennemeyer, Stephen T. — filffects of Competi- 
tion on Medicare Administrative Costs 
This paper examines the effects of introduc- 
ing competitive contracting into the Medicare 
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Part B program. The administrative costs of 
contractors (carriers) who process Medicare 
claims for medical services are examined to 
determine relative efficiencies of firms operat- 
ing under either competitive or noncompeti- 
tive contracts. Pooled time-series cross-sec- 
tional data are used to estimate an average 
total cost function. Findings are that (1) appre- 
ciable cost reductions were obtained by the 
introduction of competition; (2) economies of 
scale are present in Medicare claims process- 
ing; and (3) carriers who are nonprofit organi- 
zations (i.e., Blue Shield plans) do not exhibit 
higher costs than comparable commercial in- 
surance companies. / Health Econ., Aug. 1984, 
3(2), pp. 137-54. Abt Associates Inc., Cam- 
bridge, Massachusetts. 

Morrisey, Michael A., et al. — Hospital Rate Re- 
view: A Theory and an Empirical Review 
A theory of the effects of rate review on hos- 
pital operations and organization is presented. 
The hospital product .is viewed as a bundle of 
services; rate review is looked upon as a ceiling 
on the value of the bundle. The ceiling creates 
an incentive to remove elements from the bun- 
dle, i.e., to reduce “quality.” The model argues 
that the hospital will change its service comple- 
ment and its contractual arrangements. An ex- 
tension of the organization theory literature 
leads to implications concerning the ordering 
of hospital responses to regulation. A review 
of the empirical literature and a research 
agenda are included. Coauthors are: Douglas 
A. Conrad, Stephen M. Shortell, and Karen S. 
Cook./. Health Econ., Apr. 1984, 3(1), pp. 25- 
47. American Hospital Association, Chicago. 

Romeo, Anthony A.; Wagner, Judith L. and 
Lee, Robert H Prospective Reimburse- 

ment and the Diffusion of New Technologies 
in Hospitals 

This paper presents new evidence on the 
effects of prospective hospital reimbursement 
on diffusion of new medical technologies in 
American hospitals. The probability, speed, 
and extent of adoption of five specific new 
technologies in six states, three with prospec- 
tive reimbursement and three without, are ex- 
amined using results of a hospital survey con- 
ducted by the American Hospital Association 


for this study in 1980. The analysis demon- 
strates the influence of prospective reimburse- 
ment on diffusion of new technologies. It is 
clear as well that these effects depend upon 
the specific attributes of the prospective reim- 
bursement program and the characteristics of 
the technologies themselves. /. Health Econ., 
Apr. 1984, 3(1), pp. 1-24. University of Con- 
necticut, Farmington; U.S. Congress Office of 
Technology Assessment, Washington, D.C.; 
University of North Carolina, Chapel Hill. 

Zweifel, Peter — Technological Change in 
Health Care: Why Are Opinions So Divided? 
Despite high estimated rates of social return 
there is evident widespread skepticism to- 
wards technological change in health care in 
general, and pharmaceutical innovation in par- 
ticular. This paper argues that such skepticism 
can be explained by the fact that traditional 
estimates of social returns are grossly overesti- 
mated. True social returns depend on a willing- 
ness-to-pay criterion, rather than current (in- 
sured) market prices, as is typically assumed. 
Managerial Dec. Econ., Sept. 1984, 5(3), pp. 
177-82. University of Zurich. 

914 Economics of Poverty 

Plant, Mark W. — An Empirical Analysis of 
Welfare Dependence 

Three reasons for welfare dependence in the 
Seattle/ Denver Income Maintenance Experi- 
ment are distinguished empirically; correlated 
earnings, disincentives to work inherent in 
welfare programs, and state dependence or 
“addiction.” Two empirical methods are 
used — minimum chi square and maximum 
likelihood. The former finds no state depen- 
dence; the latter finds significant state depen- 
dence. The latter method, however, does not 
predict behavior well, and the conclusion is 
shown to be dependent on statistical distribu- 
tional assumptions. Amer. Econ. Rev., Sept. 
1984, 74(4), pp. 673-84. University of Califor- 
nia, Los Angeles. 

915 Social Security 

Pesando, James £. — Valuing Pensions (Annui- 
ties) with Different Types of Inflation Protec- 
tion in Total Compensation Ctnuparisons 
Pensions provided in the public sector are 
often indexed, while pensions in the privote 
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sector typically are not. To conduct the total 
compensation comparisons that ostensibly 
guide government pay policy, one must value 
annuities, which differ in their degree of infla- 
tion protection. This paper conducts this exer- 
cise from the point of view of modern finance 
theory and contrasts the results with those of 
a representative government, the Govern- 
ment of Canada. The results suggest that gov- 
ernments may typically understate the value 
of indexed pensions and overstate the value 
of pensions that receive incomplete inflation 
protection. Can. J. Econ., Aug. 1984, /7(3), pp. 
569-87. University of Toronto. 

Petersen, Jern Henrik — The Political Economy 
of F’inancing Old-Age Pensions 
Frequently social security officials maintain 
that the “.social security crisis" is, above all, 
caused by the economic recession. The asser- 
tion of this paper is (1) that the crisis is basically 
political, (2) that it is inherent in the very insti- 
tutional device on which social security is 
based, and (3) that the crisis has been develop- 
ing for many years. Z ges. Staatsiviss., Sept. 
1984, 140(3), pp. 430-47. Odense University, 
Denmark. 

916 Economics of laiw and Crime 

Withers, Glenn — Crime, Punishment and De- 
terrence in Australia; An Empirical Investi- 
gation 

This paper provides empirical estimates of 
the determinants of crime rates in Australia. 
It differs from most modern criminological 
analysis by being aggregative rather than of- 
fender-based and by deriving from the eco- 
nomic approach to criminal behavior. Its major 
finding is that court committals and imprison- 
ments have operated as major deterrent fac- 
tors in explaining variations in recorded crime 
rates. The paper considers the relationship of 
these research findings to criminal justice pol- 
icy. Econ. Rec., June 1984, 60(169), pp. 176- 
85. Australian National University, Canberra. 

917 Elconomics of Minorities; Economics of 
Discrimination 

Gastwiith, Joseph L. — Statistical Methods for 
Analyzing Claims of Employment Discrimi- 
nation 


This paper describes two methods for com- 
bining into a single measure the results of sta- 
tistical analysis of each of several data sets com- 
mon in Equal Employment Opportunity 
(EEO) cases, such as the hiring or promotion 
rates of minorities and majorities in each of 
several occupations in a company. The author 
argues that these methods — combining one- 
sample binomial tests and the Mantel-Haens- 
zel procedure — are more appropriate and usu- 
ally more powerful than other tests of signifi- 
cance, such as Fisher’s, which have been used 
in many EEO cases. He illustrates his argu- 
ment with data from several of those cases. 
Ind. Lab. Relat. Rev., Oct. 1984, 38(1), pp. 75- 
86. George Washington University, Washing- 
ton, D.C. 

Coldberger, Arthur S. — Beverse Regression 
and Salary Discrimination 
Reverse regression has recently been pro- 
posed to assess discrimination by gender or 
race. The author considers several stochastic 
models and finds one that justifies reverse re- 
gression. Testable implications are deduced, 
and the analysis is illustrated with empirical 
material./, Human Res., Summer 1984, 19(3), 
pp. 293-318. University of Wisconsin, Madi- 
son, 

Green, Carole A. and Ferber, Marianne A. — 
Employment Discrimination: An Empirical 
Test of Forward versus Reverse Regression 
Using data on faculty salaries at a large uni- 
versity, the authors follow a methodology sug- 
gested by Arthur S. Goldberger to conduct an 
empirical test of the Conway-Roberts proposi- 
tion that reverse and not forward regression 
is the proper way to detect salary discrimina- 
tion. The authors obtained 11 different esti- 
mates of the amount of salary discrimination. 
Not only are these estimates statistically incon- 
sistent, but they are also at variance with the 
estimate derived from the composite reverse 
regression. Therefore they conclude that, in 
light of the econometric modeling used, re- 
verse regression does not yield an unbiased 
estimate of salary discrimination. /. Human 
Res., Fall 1984, 19(A), pp. 557-69. University 
of South Florida, Tampa; University of Illinois, 
Urbana-Champaign. 
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Greenwood, Daphne — The Economic Signifi- 
cance of “Woman’s Place” in Society: A Neo- 
Institutionaiist View 

This paper analyzes neoclassical economic 
theories of “woman’s place” in the economy 
and develops a political economy perspective 
of the meaning of gender in the economic sys- 
tem. Economic analysis of behavior in markets 
must explicitly include the concept of gender. 
Labor market discrimination is a reflection of 
the segregation of women into traditional non- 
market work as much as out of the more presti- 
gious areas of market work. Women’s lower 
status when they are in the labor market is 
an extension of the status accorded to non- 
market production. J. Econ. Issues, Sept 1984, 
18(3), pp. 663-80. University of Colorado, Col- 
orado Springs. 

Leonard, Jonathan S Employment and Oc- 

cupational Advance under Affirmative Ac- 
tion 

Affirmative Action is not only supposed to 
help move minorities and females into employ- 
ment, it is also supposed to help move them 
up the job ladder, and it is this second goal 
that is perhaps the more controversial. Studies 
of Affirmative Action during the late 1960s and 
early 1970s found it generally ineflf^ective in 
the white-collar and skilled occupations. Using 
disaggregated employment data in a new sam- 
ple of nearly 70,000 establishments, this study 
finds that Affirmative Action was generally suc- 
cessful during the late 1970s in increasing mi- 
nority employment in skilled white-collar oc- 
cupations as well as in unskilled jobs. Rev. Econ. 
Statist., Aug. 1984, 66(3), pp. 377-85. Univer- 
sity of California, Berkeley. 

Rickman, Bill D. — Faculty Salaries at a Small 
University: Does Sex Matter? 

This paper examines the salary structure by 
sex of a small liberal and applied arts univer- 
sity. Like previous studies that examined 
larger, more research-oriented schools, an 
unexplained sex diflPerential in earnings of 3 
to 5 percent was estimated. Contrary to most 
studies, however, the earnings differential does 
not widen with experience. The similarity of 
these empirical studies to only one other study 
suggests that faculty members at a small teach- 


ing university may exhibit “characteristics” of 
women with regard to human capital decisions 
irrespective of their sex. Quart. J. Bus. Econ., 
Spring 1984, 23(2), pp. 47-57. Fort Hays State 
University, Hays, Kansas. 

Schuster, Michael and Miller, Christopher S. — 
An Empirical Assessment of the Age Dis- 
crimination in Employment Act 
This paper presents the results of a content 
analysis of 153 federal court cases in which 
complainants charged a violation of the Age 
Discrimination in Employment Act. The re- 
sults show that 57 percent of the cases were 
brought on behalf of white men in professional 
and managerial occupations: employers won 
nearly two of every three cases; women were 
more successful plaintiffs than men; more cases 
originated in the South than in any other re- 
gion; and government-initiated cases suc- 
ceeded more often than those initiated by indi- 
vidual plaintiffs, hid. Lab. Relat. Rev., Oct. 
1984, 38(1), pp. 64-74. Syracuse University; 
U.S. Court of Appeals, Fourth Circuit, Abing- 
don, Virginia. 

920 Consumer Economics 

921 Consumer Economics; Levels and Standards 
of Living 

Barnes, Roberta and Gillingham, Robert — De- 
mographic Effects in Demand Analysis: Esti- 
mation of the Quadratic Expenditure System 
Using Microdata 

The purpose of this paper is to estimate a 
complete, theoretically plausible system of de- 
mand equations on microdata, using the rich 
detail of these data to investigate the impact 
of demographic variables on demand behavior. 
The system estimated is the quadratic expendi- 
ture system (QES) introduced by Howard 
Howe, Robert A. Poliak, and Terence]. Wales. 
The authors ev'aluate four methods for incorpo- 
rating demographic variables into the demand 
system. Three of these procedures imply pa- 
rameter restrictions, while the fourth does not. 
Tests on the restrictions imply that, for these 
data, unrestricted estimation yields signifi- 
cantly greater explanatory power. Rev. Econ. 
Statist Nov. 1984, 66(4), pp. 591..-601. Urban 
Institute, Washington, D.C.; Bureau of Laibor 
Statistics, Washington, D.C. 
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janssen, Jurgen — Strukturen der Erspamisent- 
wicklung im privatwirtschafUichen Sektor 
der Bundesrepublik. 1962-1980 (Changes in 
the Structure of Private Sector Savings in 
the P’ederal Republic of Germany, 1962- 
1980) 

Trends and cyclical movements of average 
savings and average propensities to save for 
different social household groups in the Fed- 
eral Republic of Germany and the changes in 
the contributions of these groups and corpora- 
tions to private sector savings are compared 
in relation to changes in income distribution. 
The empirical results indicate that an increase 
in employee and non-active population savings 
has contributed to recession and stagnation. 
Contrary to the view of radical economists, the 
rise in corporate savings has not increased pri- 
vate sector savings but is compensated for by 
slower growth in the savings of self-employed 
households. Konjunkturpolitik, 1984, 30(5), 
pp. 304-316 (German). Hochschule fiir Wirt- 
schaft und Politik, Hamburg. 

Kiefer, Nicholas M. — Microeconometric Evi- 
dence on the Neoclassical Model of Demand 
The Rotterdam demand model is fit to mi- 
croeconomic data on households in Belgium. 
Prices vary over time and across consumers. 
The symmetry and homogeneity properties as- 
sociated with demand functions for an individ- 
ual are not rejected in these data. /. Economet- 
rics, July 1984, 25(3), pp. 285-302. Cornell 
University. 

Leu, Robert E. — Anti-smoking Publicity, Taxa- 
tion, and the Demand for Cigarettes 
This study demonstrates that anti-smoking 
publicity in the mass media in Switzerland has 
had a substantial permanent impact on ciga- 
rette consumption. Extended publicity, follow- 
ing the 1964 U.S. Surgeon General’s Report, 
accompanying various tax increases, and pre- 
ceding a public vote on an advertising ban for 
tobacco products, decreased consumption per- 
manently by 1 1 percent. In addition, publicity 
had important indirect effects, which are re- 
flected in smokers* strong reactions to nominal 
cigarette price increases. Estimated nominal 
cigarette price elasticity is —1.0; by contrast, 
real cigarette prices failed to be significant. 


Thus, publicity in the mass media provides a 
powerful tool for deterring cigarette consump- 
tion. /. Health Econ., Aug. 1984, 3(2), pp. 101- 
16, University of Basel. 

McKenzie, George and Thomas, Stephen — The 
Econometric Modelling of Aggregate Con- 
sumer Behaviour 

This paper examines several problems in- 
volved in modeling the structure of consumer 
behavior. A new model of consumer demand 
is presented, which encompasses the indirect 
translog and the CES and the LES as special 
cases, enabling nested comparisons to be 
made. Within this framework the authors show 
that acceptance of zero-degree homogeneity 
and/or symmetry of the Slutsky matrix is heav- 
ily dependent upon the structure within which 
inferential tests are carried out, and that great 
care must be used in formulating nested hy- 
potheses and drawing inferences on the basis 
of X* and F-statistics. The authors then show 
that conventional econometric work implies 
that consumer preferences must be homo- 
thetic if symmetry of the Slutsky matrix is im- 
posed. An alternative procedure is suggested 
and employed. Finally, they suggest that low 
Durbin-Watson statistics may arise from mis- 
specification of functional form and may not 
be due solely to omitted dynamics, as many 
conjecture. Europ. Econ. Rev., Aug. 1984, 
25(3), pp. 355-72. University of Southampton. 

Morey, Edward R. — The Choice of Ski Areas: 
Estimation of a Generalized CES Preference 
Ordering with Characteristics 
A generalized CES (GENCES) preference 
ordering is developed and estimated. It incor- 
porates characteristics of both the individual 
and the activities. The GENCES is used to ex- 
plain the share of ski time an individual allo- 
cates to each ski area as a function of site char- 
acteristics, skiing ability, and costs. The 
stochastic specification limited the shares to 
the 0-1 simplex. This specification was found 
to be more appropriate than the conventional 
normality assumption. The null hypothesis that 
preferences are homothetic and additive is re- 
jected. Characteristics, ability, and costs are 
important determinants of demand. The esti- 
mated elasticities provic^e numerous insights 
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into skier behavior. Rev. Econ. Statist, Nov. 
1984, 66(4), pp. 584-90. University of Colo- 
rado, Boulder. 

Westley, Glenn D. — Electricity Demand in a 
Developing Country 

This study analyzes the residential and com- 
merical demand for electricity in ten regions 
in Paraguay for 1970-77. Models that are both 
linear and nonlinear in the parameters are esti- 
mated. The nonlinear model takes advantage 
of prior information on the nature of the appli- 
ances being used and simultaneously deals 
with the demand discontinuities caused by ap- 
pliance indivisibility. Three dynamic equa- 
tions, including a novel cumulative adjustment 
model, all indicate rapid adjustment to desired 
appliance stock levels. Finally, the multipro- 
duct surplus loss obtained from an estimated 
demand equation is used to measure the wel- 
fare cost of power outages. Rev. Econ. Statist., 
Aug. 1984, 66(3), pp. 459-67. Inter-American 
Development Bank^ Washington, D.C. 

Zietz, Joachim — The Interest Elasticity of Sav- 
ings: An Analysis Based on Explicit Priors 
A Baye.sian-type sensitivity analysis based on 
explicit priors is employed to demonstrate the 
dependence of the interest elasticity of savings 
on the particular specification of the consump- 
tion function used. The results highlight the 
importance of reporting the prior distributions 
underlying economic hypothesis tests. Several 
ca.ses are reported where knowledge of the 
posterior mean without information on the 
prior distribution used in generating it are 
rather usele.ss. For example, the data will sup- 
port negative as well as large positive values 
of the interest elasticity of aggregate savings 
if only the appropriate prior is used. Oxford 
Bull. Econ. Statist.. Nov. 1984, 46(4), pp. 311- 
27. University of Baltimore. 

930 Urban Economics 
932 Housing Kcononiic^s 

Cloutier, Norman R. — The Effect of Structural 
and Demographic Change on Urban Resi- 
dential Segregation 

This paper examines the causes of the ob- 
served increase in urban residential segrega- 
tion during the 1960s. Changes in residential 


segregation from 1960 to 1970 are decom- 
posed into components that identify changes 
resulting from the structural parameters of the 
segregation model and changes resulting from 
socioeconomic and demographic characteris- 
tics of the metropolitan area. The model sug- 
gests that potential declines in segregation re- 
sulting from black gains in the labor market 
were negated by black population growth and 
the continued suburbanization of the metro- 
politan area. Rev. Soc. Econ., Apr. 1984, 42(1), 
pp. 32-43. University of Wisconsin, Parkside. 

Palmquist, Raymond B. — Estimating the De- 
mand for the Characteristics of Housing 
Estimates of the demand for the characteris- 
tics contained in a differentiated product such 
as housing can be based on hedonic regres- 
sions. However, previous studies have not dealt 
with several potential problems in such estima- 
tion. A more appropriate framework for the 
estimation is provided in this paper. Also data 
from a number of cities are used to eliminate 
the identification problem, and the endogene- 
ity of the marginal prices derived from nonlin- 
ear hedonic equations is considered in the esti- 
mation. The results on own and cross price 
elasticities, expenditure elasticities, and the ef- 
fects of socioeconomic variables accord well 
with expectations. Rev. Econ. Statist, Aug. 
1984, 66(3), pp. 394-404. North Carolina State 
University, Raleigh. 

Rosenthal, Leslie — Quarterly Owner-Occu- 
pied House Price Indices for the U.K, 1975- 
81 

Housing price indices are usually crude-av- 
erage dwelling price series and as such do not 
allow for possible bias due to the changing 
physical composition of the average dwelling 
over time. Using data from building society 
owner-occupier transactions in the United 
Kingdom, indices holding constant rateable 
value and then a set of phy-sical characteristics 
are developed and compared with the official 
crude-average and mix-adjusted series. The 
prior expectation that radical differences 
would appear between the indices was not, 
in general, fulfilled. Manchester Sch. Econ. Soc. 
Stud., Sept. 1984, 52(3), pp. 272-83. University 
of Keele, England. 
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Williams, Ross A. — An Australian Housing 

Model 

A 13-equation model is developed that cap- 
tures die essential economic features of the 
housing industry in Australia. The importance 
of speculahve builders and investors is recog- 
nized. Empirical results are presented for two 
key equations. The asset price of existing 
dwellings owned by persons is explained by 
a portfolio choice or generalized asset adjust- 
ment model. This asset price then feeds in as 
a determinant of new private construction, 
along with construction costs of new dwellings, 
financial variables, and a measure of demand- 
supply imbalance. Econ. Rec., June 1984, 
60(169), pp. 143-55. University of Melbourne. 

933 Urban Exonomics 

Claister, Stephen — Competition on an Urban 

Bus Route 

This paper investigates how a stage carriage 
bus market might react if quantity regulation 
were to be remos ed. The method of analysis 
is by stochastic .simulation and the values used 
pertain to a heavily used corridor across central 
London. It is concluded that in some circum- 
stances product differentiation would occur, 
with vehicles smaller than the present ones 
offering faster services, possibly at higher fares. 
Overall service frequencies would improve 
and waiting times fall, yielding an expansion 
of the total market. Among consumers there 
would be both gainers (predominantly at the 
“top” end of the market) and losers (mainly 
at the “bottom”). Increased congestion might 
be caused, depending upon the success with 
which the improved service quality offered at- 
tracted private car and taxi users onto buses. 
/ Transp. Econ. Policy, Jan. 1985, 79(1), pp. 
65-82. London School of Economics and Politi- 
cal Science. 

Kanemoto, Yoshitsugu — Pricing and Invest- 
ment Policies in a System of Competitive 

Commuter Railways 

This paper develops a simple spatial equilib- 
rium model of a city served by competing com- 
muter railways and analyzes the effects of dif- 
ferent transportation policies on their pricing 
and investment decisions. It is shown that a 
system of competitive railway companies does 


not achieve the optimal allocation. The author 
then examines whether or not three types of 
government intervention, i.e., subsidies to rail- 
way companies, a rate-of-return regulation, 
and the ownership of residential land by rail- 
way companies, can achieve the optimal alloca- 
tion. Rev. Econ. Stud., Oct. 1984, 57(4), pp. 
665-81. University of Tsukuba and Queen’s 
University, Kingston, Ontario. 

940 Regional Economics 
941 Regional Economics 

Blackley, Paul R. — A Hedonic Approach to the 
Decentralization of Manufacturing Activity. 
A hedonic model within a bid rent frame- 
work is used to explain urban industrial loca- 
tion decisions and is tested for firms located 
in the Cincinnati SMSA. Hedonic regressions 
are estimated for both renter and owner firms. 
The results indicate significant differences be- 
tween renters and owners in evaluating sites, 
particularly with respect to locational attri- 
butes. The estimation of a .set of demand equa- 
tions for structural as well as locational site at- 
tributes, using dichotomous logit specifications, 
reveals a pattern of location decisions depen- 
dent upon firm characteristics, which is consis- 
tent with that suggested by the hedonic-bid 
rent model. /. Reg. Set.. Nov. 1984, 24(4}, pp. 
541-57. Le Moyne College. 

Disney, Richard — The Regional Impact of Un- 
employment Insurance in the United King- 
dom 

The role of unemployment insurance pay- 
ments as a national built-in stabilizer is ex- 
tremely limited when account is taken of the 
financing constraint. Nevertheless, the unem- 
ployment insurance system may lead to large 
implicit net transfers between regions, given 
regional disparities in the incidence of unem- 
ployment and the setting of tax and contribu- 
tion rates at a national level. The paper calcu- 
lates these net transfers for the two schemes 
of unemployment insurance in the United 
Kingdom and compares these flows with those 
stemming from “active” regional policies. Ox- 
ford Bull. Exon. Statist., Aug. 1984, 46(3), pp. 
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Economic Eflfects of Earthquakes and Earth- 
quake Predictions 

The purpose of this paper is to assess the 
regional economic eflPects of a major earth- 
quake and the prediction of one. To accom- 
plish this task, the authors have devised a re- 
gional econometric model, which explicitly 
models supply-side constraints such as invest- 
ment and capital stocks, housing starts, net mi- 
gration, and transportation flows. They have 
also devised a method to correctly measure 
losses, not only from the disaster itself, but also 
for a prediction including a recovery period 
following the event. The results show that de- 
spite a major natural disaster, the regional 
economy is quite resilient and can in fact re- 
cover to baseline levels within a .seven-year 
period, given rea.sonable expectations of recon- 
struction. / fleg. Sci., Nov. 1984, 24{4), pp. 
5.'>9-79. University of South Carolina; Univer- 
sity of Florida; University of South Carolina. 

Friesz, Terry L.; Hanker, Patrick T. and Tobin, 
Roger L. — Alternative Algorithms for the 
General Network Spatial Price Equilibrium 
Problem 

In this paper, three alternative algorithms 
for the network spatial price equilibrium prob- 
lem are compared in terms of their computa- 
tional complexity. After defining the general 


network spatial price equilibrium problem and 
its alternative mathematical formulations, the 
three algorithms are stated and analyzed: suc- 
cessive linearization for the nonlinear comple- 
mentarity formulation, a diagonalization/ MI- 
NOS algorithm for the variational inequality 
formulation, and a diagonalization /Frank 
Wolfe algorithm for the same formulation. A 
series of test problems are used to study the 
effects of asymmetry on the convergence of 
these various algorithms. }. Reg. Set., Nov. 
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sylvania; University of Pennsylvania; Argonne 
National Laboratory, Illinois. 
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ing-Markets Hypothesis 
Two models for competitive spatial pricing 
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are presented The models are distinguished 
in terms of first, their relationships to underly- 
ing supply and demand conditions in the mar- 
ket and second, the spatial forms of inter-site 
competition described. Properties of the mod- 
els are identified. The statistical theory appro- 
priate to these models is reviewed and the 
models then fitted to data for retail gasoline 
prices during periods of falling and then rising 
average price levels. Rev. Econ. Statist., Nov. 
1984, 6'6'(4). pp. 578-83. University of Sheffield. 
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"T^IS PAPER IS A SURVEY of Marxist and 
other radical interpretations of inter- 
actions among the three "worlds” of ad- 
vanced capitalism, socialism, and the less 
developed countries (LDCs). It includes, 
first, analyses of the causes, aims, and 
methods of capitalist imperialism. The sur- 
vey next examines the impact of world 
capitalism on LDCs, including theories of 
dependency and unequal exchange and 
the role of international agencies in the 
development process of LDCs. The third 
general topic is that of domestic policies 
of the LDCs, such as policies of import 
substitution and export promotion, as well 
as other social programs aiming for devel- 
opment. The survey, finally, extends to the 
efforts of some less-advanced countries to 
achieve socialist societies — that is, to issues 


of the transition process from precapitalist 
or immature capitalist economies to so- 
cialist ones. Wherever piossible, we ap- 
praise or raise questions about the radical 
literature, for the purposes of guiding 
readers who are unfamiliar with the ter- 
rain and of stimulating radicals to improve 
their efforts in these areas. 

By radical literature we mean that 
which is highly critical of capitalism, fa- 
vors socialism, and often employs Marxian 
analysis. Marxian analysis contains an eco- 
nomic interpretation of historical changes, 
which employs the categories of the jfwo- 
ductive forces, the relations of production, 
and the superstructure; the view of the 
primacy of the production process in 
tablishing class structures, other social fc? 
lations, and noneconomic institutions and 


in«n 
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sets of values; the importance of class rela- 
tions and methods by which one class ex- 
ploits another; a dialectical method that 
finds determinants of change within the 
processes themselves that are being stud- 
ied; a revolutionary outlook that involves 
not only quantitative but also qualitative 
transformations or “leaps”; and a disposi- 
tion to treat problems wholly — that is, in 
the context not only of economics but also 
of politics, society, and culture. Contem- 
porary Marxist analysis often, but not al- 
ways, includes the labor theory of value. 

At the turn of this century there was 
only one world, a capitalist world of 
wealthy and dominant countries, on the 
one hand, and of poorer and subordinate 
ones, on the other. The Bolshevik revolu- 
tion of 1917 began the breakup of that 
w'orld and the formation of the second 
world, that of Marxian socialist countries, 
which now number a couple of dozen, 
some of which are economically advanced 
but most of which are still poor. After 
World War II, a third world was formed 
of less-developed countries that gained — 
or had previously secured — political inde- 
pendence from their former colonial mas- 
ters. This left the first world more nar- 
rowly defined as the advanced capitalist 
countries. 

Radicals, however, are usually reluctant 
to posit a third world, for they see most, 
perhaps all, of these countries as underde- 
veloped capitalist ones, tied in subordi- 
nately to the first world. Thus, the main 
radical view is that there are only two 
worlds, one of capitalism and one of Marx- 
ian socialism. However, in this paper we 
shall use the more customary framework 
of three worlds — the third, to repeat, 
consisting of underdeveloped capitalist 
countries. We place the Marxian-socialist 
LDCs in the second world. 

Speaking generally, third world coun- 
tries have made some notable economic 
advances since World War II. This is par- 
ticularly true when these gains are com- 


pared with those of present-day industrial- 
ized countries before World War II. The 
postwar economic progress of these 
LDCs, however, has been grossly uneven: 
the top third (ranked by income per cap- 
ita) has grown substantially faster than the 
middle third which, in turn, has far out- 
paced the bottom third. Moreover, coun- 
tries of the first and second worlds are 
pulling away from the bulk of third world 
countries, certainly in absolute terms and 
at times relatively. Thus, the entire array 
of nations is moving like an expanding uni- 
verse: those farthest advanced from their 
starting points are travelling the fastest, 
those at a short distance from their origins 
are merely creeping along, and those in 
the middle are moving at more average 
speeds. Some of the strong exceptions to 
this generalization are third world coun- 
tries like South Korea, Taiwan, and Hong- 
kong, the growth records of which have 
been remarkably robust. 

Despite the general progress of the 
LDCs, there is continuing large-scale pov- 
erty, stark inequalities of incomes and 
wealth, and much unemployment among 
their populations. Additionally, the popu- 
lations themselves are burgeoning in 
many of these countries, contributing to 
urban blight, dwindling per-capita food 
supplies, and other social maladies. Never- 
theless, more than a few third world coun- 
tries have avoided, or moved through and 
beyond, many of these disorders and, if 
they are not on “easy street,” they are 
advancing briskly on most of these fronts. 
Heterogeneity is the name of the game 
in the third world. 

Broadly speaking, radicals ascribe many 
ills of third world countries to the bygone 
imperialist policies of the colonial powers 
and to the postwar economic domination 
of the LDCs by their former political rul- 
ers. Radicals are concerned less with the 
actual advance in third world countries 
than with why their progress has not been 
faster. In this connection, they are inter- 
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ested in questions of exploitation and op- 
pression of working classes, which are un- 
der the sway of their own ruling classes, 
and in questions regarding the exploita- 
tion of the LDCs themselves by interna- 
tional capital. They see the problems of 
lagging progress, poverty, inequality, and 
unemployment as arising from unequal 
power relations — past and present — 
among countries and among classes within 
countries. They believe that current trade 
relations between advanced capitalist and 
third world countries often benefit the for- 
mer much more than the latter, and that 
international financial agencies, with 
which many LDCs have to deal, operate 
primarily in the interests of the leading 
capitalist nations. They also allege that 
many domestic policies of third world 
countries, which appear to be “mistakes” 
to conventional -economists, are in fact 
purposeful and rational measures from the 
standpoint of ruling classes. 

Radicals do not believe that it is possible 
to eliminate (or even substantially reduce) 
the problems of the working classes in 
third world countries within the frame- 
work of capitalist class structures, institu- 
tions, and values. In general, they see 
working-class emancipation arising only 
after capitalism has been overturned and 
socialism established. Even then, some 
radicals are far from sanguine about the 
short-run impact of this transformation on 
the welfare of the working classes, for af- 
ter the successful revolutions many of the 
most serious problems begin. 

In addressing problems of third world 
countries and their working classes, radi- 
cals are concerned with the pernicious 
legacies of the old colonialism, the con- 
tinuing baleful influence of neocolonial- 
ism, the exploitative policies of ruling 
classes, the unequal economic and finan- 
cial relations in international commerce, 
the biased role of the state in serving prin- 
cipally the interests of ruling classes, and 
the ultimate salvation through socialism 


of the oppressed and exploited — all of 
these accents give radical work on eco- 
nomic development a different cast from 
that of standard economics. 

I. Meanings and Sources of Imperialism 

Radical economists have studied many 
aspects of imperialism. We shall divide 
their concerns into: 1) the definitions and 
stages of imperialism, 2) the causes and 
aims of imperialist activities, especially 
the most recent wave, and the methods 
employed by the capitalist powers to 
achieve their ends, 3) the extent and na- 
ture of the exploitation of the subordinate 
countries and peoples by the imperialists, 
and 4) the impact of capitalist imperialism 
on the economies and societies of the de- 
pendent areas. In this part, we shall dis- 
cuss the first two topics; the last two will 
be covered in Part II. 

A. Definitions and Stages of Imperialism 

The term imperialism was introduced 
into Marxist theory during the first two 
decades of this century, although it was 
commonly used in England from the mid- 
1870s, and it was also employed to refer 
to the expansionist policies and personal 
rule of Louis Napoleon Bonai>arte (Napo- 
leon III) during the 1850s and 1860s (Wolf- 
gang Mommsen 1980). Friedrich Engels 
used the term in this latter connection and 
also to describe the actions of the Euro- 
pean “civilization-mongers” in China 
(Marx and Engels 1980, Vol. 15). Imperial- 
ism was given international currency by 
the Boer War. 

Broadly speaking, imperialism now 
means the domination by one country or 
group of people over others, in ways that 
benefit the former usually at the expense 
of the latter. Capitalist imperialism, in par- 
ticular, is the exercise of such domination 
by leading capitalist nations and their 
large private corporations, ordinarily ovw 
less-developed areas of the world. Most 
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Marxists and other radicals focus on the 
economic motives that generate capitalist 
imperialism, and most seem to mean by 
“economic domination” that a country 
can profit unduly in markets largely 
shaped by its economic and political 
power. 

For V. I. Lenin (1939, originally pub- 
lished: 1917) — as Giovanni Arrighi (1978), 
Anthony Brewer (1980), Harry Magdoff 
(1969, 1978), and others point out — the 
new imperialism began around the turn 
of this century; it was marked by war -like 
tendencies among the major capitalist 
countries, which had already divided most 
of the world’s territory among themselves. 
Lenin did not use imperialism to mean 
the scramble for territory, but he did note 
that imperialism was a reality before the 
international trusts had decided which 
countries would “belong” to them. As Bob 
Sutcliffe wrote, the rush for territory “was 
a prelude to imperialism which really be- 
gan partly as a result of the fact that the 
division of the world was complete (Roger 
Owen and Sutcliffe 1972, p. 314). Charles 
W. Lindsey (1982) agrees: “Imperialism 
might remain important in Lenin’s theory 
for the redivision of the world, but not 
its division” (p. 7). Lenin stressed some 
of the main characteristics of the new im- 
perialism: the merger of industrial and 
bank capital into finance capital, the 
growth of capital exports, and a rise of 
military production and militarism. Le- 
nin’s perspective was influenced by J. A. 
Hobson’s treatment of the subject (1965, 
original publication: 1902) but he espe- 
cially followed the analysis of Rudolf Hil- 
ferding (1981, original publication: 1910), 
which designated the new imperialism as 
the era of finance capital and of a growing 
struggle for supremacy among national 
monopolies supported by their states. This 
Hilferding-Lenin viewpoint, which was 
also shared by Nikolai Bukharin (1973, 
1979; original publications: 1917, 1919- 
1920), is often referred to as the classical 


Marxist definition of imperialism, to distin- 
guish it from more contemporary usages. 

Recently, Bill Warren (1980) has de- 
fined imperialism as “the penetration and 
spread of the capitalist system into non- 
capitalist or primitive capitalist areas of 
the world” (p. 3). This suggests not only 
the element of domination but it also em- 
phasizes the imposition of a new mode 
of production on less-developed areas. 
Victor G. Kiernan (1978) sees imperialism 
as “coercion exerted abroad ... to extort 
profits above what simple commercial ex- 
change can procure” (p. i). Magdoff (1969, 
1978) has argued that the meaning of im- 
perialism should be extended to include 
the involvement of, say, U.S. capital in 
Western Europe, because the “antago- 
nism between unevenly developing in- 
dustrial centers is the hub of the imperial- 
ist wheel,” and because U.S. capital “skims 
off part of the cream” of Europe’s past 
and present “exploitation of colonial and 
neo-colonial countries” (1969, p. 16). 

The term imperialism has also been 
modified as old or new and formal or infor- 
mal. The first two modifiers generally 
refer to capitalist imperialism before or 
after 1870-1900, while the last two refer 
to exploitative relations with or without 
direct political control by the dominant 
country over the subordinate one (Arrighi 
1978). Informal imperialism is usually 
identified either with the “imperialism of 
free trade,” as presumably practiced by 
Britain during much of the nineteenth 
century, or with neocolonialism, which 
developed mainly after World War II, 
following the breakup of the capitalist 
empires. As radicals see the issue, neo- 
colonialism focuses on the continuing 
economic domination by the capitalist 
powers over less-developed areas, despite 
their loss of direct political control in these 
areas. Neocolonialism has been called im- 
perialism without colpnies. Eric Hobs- 
bawm (1969, p. 131) has further refined 
these concepts. 
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The old imperialisms were associated 
with commercial capitalism and the early 
stages of industrial capitalism. Magdoff 
(1978) divided these imperialisms into 
three stages; from the late 1400s to the 
middle 1600s, from about 1650 to 1770, 
and from the 1770s to the 1870s. In his 
treatment, the first stage featured Euro- 
pean countries plundering the accumu- 
lated surpluses of non-Europeans and pi- 
rating from each other. During the second 
stage, Britain and other colonial powers 
attempted to refashion economies around 
the world, using much slave labor, so as 
to provide themselves with raw materials, 
food and exclusive markets for their man- 
ufactured goods. During the third stage, 
Britain defeated France and launched a 
campaign for new markets in Asia and Af- 
rica, eventually forming a second empire 
(after losing the .<^merican colonies). This 
stage was shaped by the efforts of Britain 
and others to break up and transform non- 
capitalist areas into the conqueror’s own 
mode of production. 

The new imperialism began towards the 
end of the last century and grew out of 
what is called monopoly or finance capital- 
ism. The prelude to this stage was an 
increasing number of capitalist pow'ers 
vying among themselves for territory in 
Asia, Africa, and the Pacific Islands. A 
struggle then began over the redivision 
of the colonies, sparked by the challenges 
of the emerging capitalist powers (Japan, 
Germany, Italy) to those already estab- 
lished (Britain and France). In these years 
Britain lost her pre-eminent position as 
the leading world power, and a new surge 
of militarism accompanied rising competi- 
tion among the imperialists. 

Neocolonialism came to full flower after 
World War II, but it can be traced back 
to the early 1800s when Latin American 
countries achieved political indepen- 
dence from Spain and Portugal during and 
after Napoleon’s Spanish and Portuguese 
invasions. The defeat of Napoleon re-em- 


phasized Britain’s role as the world power 
and enabled her, for some time, to domi- 
nate much of the world economically, in- 
cluding South America. However, the ma- 
jor waves of decolonization and political 
independence of new nations occurred in 
the past four decades. 

After 1945, the United States became 
the defender of the “free world” (defined 
by radicals as the free-enterprise world, 
with or without democratic institutions) 
and greatly aided in the establishment of 
a system of neocolonialism. Those years 
also saw the rising importance of multina- 
tional corporations, and the “integration 
of military production with the dominant 
industrial sectors” (MagdofiF 1978, p. 110). 
Many radical economists believe that neo- 
colonialism is necessarily associated with 
greater military output, partly because of 
technical advances in weaponry, partly 
because of the threat to capitalism from 
the spread of Marxism around the world, 
and partly because military power is nec- 
essary to maintain the imperialist network 
of trade and investment in the absence 
of direct political control (e.g., Magdoff 
1978, pp. 242-44; Kiernan 1978, Part Six). 
Paul Sweezy (1942) has shown the connec- 
tion between the new imperialism and 
militarism (pp. 308-10). 

Radicals, however, have made insuflB- 
cient efforts to enrich their definitions by 
analyzing why, at any moment of time, 
some capitalist nations are imperialistic 
while many are not, and why, over time, 
these patterns have changed so dramati- 
cally. Closely associated with these ques- 
tions are those regarding patterns of mili- 
tary production among capitalist nations 
and arms sales by them to other countries 
in the first, second, and third worlds. What 
accounts for these patterns and why have 
they changed over time? Moreover, radi- 
cals have devoted little space to the exten- 
sion of definitions of imperialism to the 
aggressive behavior of some socialist 
states — for example, the Soviet Union’s in- 
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vasion of Afghanistan, Vietniun’s takeover 
of Cambodia, China’s forays against Viet- 
nam, and so on. A thorough analysis of 
this “social imperialism” — as the Chinese 
termed Soviet aggression — would do 
much to deepen the meaning of capitalist 
imperialism, neocolonialism, and other 
references to capitalist domination and 
aggression. 

B. The Causes, Aims, and Methods of 

Imperialism 

Theories about the determinants of im- 
perialism fall into four main categories; 
economic, political, social, and personal. 
Although radical economist.s favor the 
economic explanations, there has been 
much disagreement among them regard- 
ing the specific economic factors involved. 
Analysts from other disciplines have 
tended to stress either the other determi- 
nants, usually the political ones, or a com- 
plex mixture of several including the eco- 
nomic explanations. 

1. The Classical Marxist Explanations 
and Others. Although Karl Marx and 
Friedrich Engels did not analyze imperial- 
ism as such, they did discuss capitalist ex- 
pansion around the world. In their view 
(1947, 1955; original publications: 1932, 
1848), modern industry (the stage of capi- 
talism after the “manufacture proper” pe- 
riod) established the world market; it cre- 
ated products in abundance that required 
for their sale constantly expanding mar- 
kets; it required raw materials drawn from 
the farthest corners of the earth; and it 
created new wants “requiring for their 
satisfaction the products of distant lands 
and climes.” Marx and Elngels saw the 
bourgeoisie exporting not only their 
cheap commodities but also their mode 
of production: the bourgeoisie “creates a 
world after its own image.” These authors 
considered capitalist expansion around 
the globe to be brutal but progressive, in 
the sense of advancing capitalism toward 
its socialist future. 


In his most mature work (1967b, origi- 
nal publication; 1894), Marx wrote of the 
“innate necessity” of capitalism to seek 
an ever-expanding market for its money 
and commodity capital, and of the impor- 
tance of declining profit rates at home to 
the expansion of trade and capital exports. 
Marx argued that capital invested in for- 
eign trade by an advanced country can 
earn a higher rate of profit because its 
commodities compete only with those 
produced in other countries with inferior 
production facilities. Therefore, the com- 
modities of the less-advanced countries 
can be undersold, even though prices of 
the commodities from the advanced coun- 
tries exceed their values. Moreover, an ad- 
vanced country’s capital invested in colo- 
nies is likely to yield higher profit rates 
owing to the more backward state of these 
areas (i.e., to a higher ratio of variable to 
constant capital) and to their more intense 
exploitation of slave, coolie, and other 
labor.' In other writings Marx ascribed 
various motives to the British in their im- 
perialist policies in India: “The aristocracy 
wanted to conquer it, the moneyocracy 
to plunder it, and the millocracy to under- 
sell it” (Marx and Engels 1980, Vol. 12, 
p. 218). Later, the millocracy desired to 
profit by developing India. Marx also ar- 
gued that the motives behind the plans 
for English colonization in India were to 
bring English civilization to the natives, 
to “afford a barrier against Russian inva- 
sion,” and to promote trade with Central 

' For Marx, the value of a commodity is the socially- 
necessary labor-time used to produce it, counting 
both present labor-time and the labor-time embod- 
ied in the depreciation of capital goods and the using 
up of inventories (the latter two called constant capi- 
tal, c). The variable capital {v) is the socially-neces- 
sary labor-time required to maintain and reproduce 
labor-power. This labor-power produces not only this 
amount but more, the extra being surplus value (s), 
which is captured by the capitalist owners. The sum 
of c, V, and s is the value of a commodity. The ratio 
of its price (price of production) to its value may 
be greater than, le.ss than, or equal to the average 
of these ratios, depending on the relative amount 
of constant to variable capital used in its production. 
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Asia. However, Marx considered colonial- 
ism to be a dying system, associated with 
early capitalism, and giving way to the 
development of “the world market.” De- 
spite the multiplicity of surface motiva- 
tions behind imperialism, Marx basically 
saw such expansionism as grounded 
within the capitalist mode of production 
itself, as a necessary consequence of the 
capital accumulation process, hence, ulti- 
mately as a progressive force — that is, as 
leading to socialism. As Shlomo Avineri 
(1969) stated: “The need for expanding 
into the non-European world is, thus, an 
immanent feature of bourgeois society” 

(p. 2). 

The post-Marxian radical literature gen- 
erally regards the expansion of the capital- 
ist mode of production and of bourgeois 
society as inherently harmful to the non- 
European world,. owing both to the vio- 
lence accompanying the establishment 
and maintenance of capitalism around the 
globe and to the exploitative nature and 
other inherent evils of this mode of pro- 
duction once established. Marx himself 
saw the global spread of capitalism as both 
destructive and constructive — the former, 
in that European capitalism was brutal in 
dissolving small semibarbarian and semi- 
civilized communities; the latter, in that 
capitalism, with all its evils, was a higher 
economic form and thus enabled mankind 
“to fulfill its destiny.” Marx then added; 
“Then whatever bitterness the spectacle 
of the crumbling of an ancient world may 
have for our personal feelings, we have 
the right, in point of history, to exclaim 
with Goethe: ‘Should this torture then tor- 
ment us/ Since it brings us greater plea- 
sure?/ Were not through the rule of Ti- 
mur/ Souls devoured without measure?’ ” 
(Marx and Engels 1980, Vol. 12, p. 133). 

During the early 1890s, after Marx’s 
death, Engels studied the imperialism of 
his day and concluded that, while such 
endeavors could temporarily relieve capi- 
talist crises back home, they would only 


make the final collapse of capitalism more 
certain in the long run — for they acceler- 
ated the processes of capitalist develop- 
ment, including the concentration of capi- 
tal. 

Although J. A. Hobson was not a Marxist 
he belongs in this narrative owing to his 
influence on Lenin and other Marxists. In 
Hobson’s major work on imperialism 
(1965, original publication: 1902), he con- 
cluded that imperialism was based on 
profit-seeking by commercial, industrial, 
and financial classes, and was made more 
intense by the maldistribution of wealth 
and income, domestically, that produced 
an excess of saving (i.e., a deficiency of 
consumption demand); and, this imperial- 
ism was fostered at home by “masked 
words” (coverup slogans) and by “playing 
upon the primitive instincts of the race.” 
Hobson believed that the “animal lust of 
struggle, once a necessity, survives in the 
blood ...” The cure for imperialism was 
the transfer of unearned incomes of the 
wealthy to the working classes or to the 
national budget. In either case, consump)- 
tion demand would rise, obviating the 
need of capital to seek higher profit rates 
abroad. He thought that this could be 
achieved if a genuine democracy were es- 
tablished, a “popular goveriunent,” in 
place of the existing sham-democracy. 
Hobson approved of imperialism under 
certain conditions: a higher race, he said, 
might forcibly interfere with a lower race 
if this contributed to “the civilization of 
the world.” However, he could find no 
such cases. 

One of the most important contribu- 
tions to classical Marxist thought was 
made in 1910 by Rudolf Hilferding (1981), 
who argued that imperialism was an inte- 
gral part of the latest stage of capitalist 
development, in which “finance capital” 
became the product of the fusion of indus- 
trial and bank capital. Finance capital is 
capital supplied to industrial monopolies 
by financial intermediaries, with thns latter 
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in the dominant position; it is the age of 
indirect finance through intermediaries, 
to use a more modem way of saying it, 
instead of direct finance through stock and 
bond markets and brokers. 

Hilferding argued that the develop- 
ment of capitalism produced monopolies 
and cartels which found it profitable at 
home to support high tariffs, the tariffs in 
turn also contributing to further industrial 
and bank concentration. The resulting in- 
crease in domestic prices (monopoly 
prices), however, while boosting profits of 
the monopolies, also stunted their output, 
denying them the advantages of larger- 
scale production and lower unit costs. To 
capture these advantages, the monopolies 
strove to increase their exports of goods 
and services. At the same time, they ex- 
ported capital to less-developed areas so 
as to establish highly profitable operations 
abroad, where cheap labor, lower rents, 
and special privileges abounded. The ex- 
port of capital ensured that the capital- 
exporting country would be the supplier 
of industrial goods. In short, imperialism 
was the method by which monopoly capi- 
tal, behind tariff walls, reduced its unit 
costs and thus enhanced its profits. 

Unlike trade in commodities, Hilferding 
wrote, capital exports require strong State 
support abroad, especially because “the 
competition for investment produces fur- 
ther clashes and conflicts among the ad- 
vanced capitalist states themselves.” 
While there are some tendencies toward 
cohesion among capitalist powers (e.g., 
each might have investments in one or 
more of the others), Hilferding expected 
rivalry and conflict to set the dominant 
note. In particular, Germany was rapidly 
increasing its industrial development but 
it lacked colonial possessions. “This is a 
situation which is bound to intensify 
greatly the conflict between Germany and 
England and their respective satellites, 
and to lead towards a solution by force” 
(1910, p. 331). 


Hilferding believed that during this age 
of finance capital (or imperialism) class an- 
tagonisms would take a back seat to na- 
tionalist fervor, racism would be intensi- 
fied as a justification for the brutal 
treatment of “natives”; and liberalism 
would wither in the face of warring states. 

A few radicals have criticized some as- 
pects of Hilferding’s analysis. For exam- 
ple, Paul Sweezy (1942, p. 269; 1972) ar- 
gued, and others agree, that the period 
of finance capital proved to be a passing 
phase, because it developed into one that 
featured internal finance from the grow- 
ing surpluses of ever-larger corporations. 
More generally, it is claimed that the role 
of the banker is less powerful today than 
it was in Hilferding’s time. (Michael Bar- 
ratt-Brown 1970). Since Lenin relied 
heavily on this aspect of Hilferding’s anal- 
ysis, the criticisms are also directed to him. 
Moreover, the heavy emphasis that Hil- 
ferding placed on a rising spiral of tariffs 
and protectionism in accounting for mo- 
nopolies’ high profits and for the fragmen- 
tation of the world market has not been 
carried over with any zeal into more re- 
cent radical analysis. Further, Hilferding 
argued that the collapse of capitalism 
would come through political and social, 
not economic, factors, and it would come 
gradually, not through violent revolu- 
tion — these views, too, run against the 
grain of mainstream Marxist analysis. Nev- 
ertheless, the principal thrust of Hilfer- 
ding’s account of monopolies, imperial- 
ism, and the resulting conflicts among ma- 
jor capitalist powers set the stage for 
Lenin and others. Since Lenin’s time, 
however, radicals have not made notable 
progress in advancing imperialist theory. 

Rosa Luxemburg (1951, original publi- 
cation: 1913) argued that imperialism is 
caused by the inherent impossibility of 
capitalism selling all of its production prof- 
itably within the bounds of capitalist rela- 
tions of production. If there is to be ade- 
quate aggregate demand, capitalists must 
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sell part of their output (especially that 
representing reinvestable surplus value) 
to “outsiders” or precapitalist buyers, who 
may be within or outside of the nation 
in question. Ultimately, Luxemburg 
thought, sales will have to be made 
abroad — to pre-capitalist areas, which are 
largely self-sufficient and thus must be 
forcefully brought into the commercial re- 
lations demanded by capitalism. These ne- 
cessities lead to imperialist activity. The 
argument, in short, is that capitalism must 
have a noncapitalist environment in 
which to grow, whatever the stage of capi- 
talist development. Luxemburg believed 
that imperialism was the historical stage 
that prolonged the life of capitalism. And 
it is “the political expression of the accu- 
mulation of capital in its competitive 
struggle for what is still left of the non- 
capitalist regions of the world” (p. 446). 
She also alleged that capitalism’s profit re- 
quirement led it abroad in search of new 
sources of productive forces, particularly 
labor power and raw materials. These 
searches were accompanied by force, 
fraud, and state power — by a growing mil- 
itarism. 

The flaws in Luxemburg’s analysis have 
been widely recognized in radical circles. 
She assumed constant consumption de- 
mand by workers and, based on this, the 
folly within a closed capitalist system, of 
continued capital accumulation by capi- 
talists out of their profits (more properly, 
surplus value). Hence, her conclusion: use 
the profits to produce goods that are sold 
outside of the system. But, if wages and 
consumption grow in a developing sys- 
tem, further capital accumulation could 
grow, too, with purpose and profit. Nikolai 
Bukharin pointed this out in 1924, Sweezy 
in 1942, as did many others in between 
and since. 

Bukharin (1973, original publication: 
1917) was one of the most interesting 
thinkers on the topic of imperialism. Al- 
though he borrowed much from Marx and 


Hilferding, he consolidated their analyses 
in instructive ways, extending them and 
producing some insights into the nature 
of the imperialist drive. He defined impe- 
rialism as the policy of finance capital, the 
policy being to expand the territory of the 
state. Imperialism is a policy of conquest — 
by finance capital, which is characteristic 
of a definite stage of capitalist develop- 
ment. The basic contradiction, within this 
stage of capitalism, had become that be- 
tween expanding productive forces inter- 
nationally and continued national appro- 
priation of surplus value. 

Bukharin was concerned to show that, 
while the world economy could become 
better organized and less chaotic, as world 
productive forces continued to grow, it 
was not likely to become less conflictive — 
in fact, it probably would be the reverse. 
Thus, Karl Kautsky’s vision of capital be- 
ing transformed into a single world orga- 
nization, a universal world trust, was possi- 
ble theoretically, but not practically — ^for 
such an organization to be stable all ele- 
ments within it had to be and had to re- 
main equal in all imp>ortant respects. Be- 
cause this was quite unlikely, a universal 
world trust (Kautsky’s ultra-imperialism) 
could not be formed; or, if formed, would 
quickly be undermined by the national 
group that considered itself superior to 
the others in productive forces, state 
power, or in some other imp>ortant re- 
spect. 

Lenin also took much from the work 
of Hilferding, as well as from that of Hob- 
son. Lenin (1939, original publication: 
1917) defined imperialism as the monop- 
oly stage of capitalism, which began in Eu- 
rope during the early 1900$. He ascribed 
growing capital exports, a principal mark 
of the new imperialism, to “the fact that 
in a few countries capitalism has become 
‘over-ripe’ and (owing to the backward 
stage of agriculture and the impoverished 
state of the masses) capital cannot find a 
field for ‘profitable’ investment" (p. 63). 
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He also stated other reasons for capital 
exports; “In these backward countries 
profits are usually high, for capital is 
scarce, the price of land is relatively low, 
wages are low, raw materials are cheap'’ 
(p. 63), He declared that the imperialists 
desired to gain control of sources of raw 
materials, or at least to prevent others 
from gaining such control. Lenin believed 
that the drive for colonies was abetted by 
the politics and ideology associated with 
monopoly capital, as well as by the desire 
of one imperialist nation to undermine the 
hegemony of others. 

He argued that imperialism speeded up 
the growth of the backward countries, 
spreading capitalism with alacrity, but 
that it tended to retard development in 
“the countries which are richest in capital 
(England)” (p. 114). A tendency to decay 
and stagnation, which is characteristic of 
monopoly capital, is pronounced once 
competition is eliminated and monopoly 
comes onto center-stage. 

A number of criticisms of Lenin’s treat- 
ment of imperialism have appeared. 
James O'Connor (1971) discusses several 
of them as does Lindsey (1982), who also 
advances some critiques of his own. Radi- 
cal and other critics have challenged Le- 
nin’s link between monopoly capitalism 
and imperialism, his analysis regarding 
the timing and importance of capital ex- 
ports in the imperialist drives, his asser- 
tion that there were important qualitative 
differences between British expansionism 
in the first and second parts of the 19th 
century, his German bias (Peter Karl Kresl 
1973), and other aspects of this most fa- 
mous of all theories of imperialism. It has, 
owever, stood up well despite these at- 
:acks. 

Although Joseph Schumpeter did not 
mow of Lenin’s essay when he wrote his 
own work on imperialism (1951, original 
publication: 1919), it has become one of 
he most patent challenges to Lenin and, 
more generally, to all imperialism theories 


arising out of capitalism, including those 
of Hilferding and Otto Bauer against 
whom Schumpeter’s work was written. Al- 
though not a Marxist himself, Schumpeter 
drew on his deep knowledge of Marx to 
present an alternative formulation of im- 
perialism within a historical and analytical 
framework that could not easily be dis- 
missed by Marxists. 

Schumpeter surveyed many of the im- 
perialisms of past centuries, from the an- 
cient Egyptians, to the Arabs, to Louis 
XIV, to Catherine II of Russia. He found 
that commercial and economic interests 
were generally not the principal motiva- 
tions for such aggressive behavior (with 
a few notable exceptions); rather the im- 
perialisms were rooted in the “dark pow- 
ers of the subconscious,” in “powerful 
drives by virtue of long habit,” and in “in- 
stincts of war and power.” Personal whims 
and personal interests (e.g., Alexander the 
Great, Catherine) also were important. 
Coming to the modern era, Schumpeter 
argued that capitalism was basically op- 
posed to wars and conquests. This was true 
of both the capitalists and the workers 
(“The type of industrial worker created 
by capitalism is always vigorously anti-im- 
perialistic” p. 94). Consequently, if capital- 
ism developed imperialist tendencies it 
was owing to alien elements within it that 
were atavistic, rooted in the past auto- 
cratic state. Although these precapitalist 
elements continued to have great vitality 
in capitalist societies, “in the end the cli- 
mate of the modern world must destroy 
them” (p. 129). Capitalism itself repre- 
sented a new social order that exhibited 
tendencies of peaceful compromise, cos- 
mopolitanism, and non-hostile interna- 
tional exchanges. Monopoly capitalism — 
a departure from capitalism’s true com- 
petitive path, arising as it does from politi- 
cal causes — could lead to imperialism, 
Schxunpeter thought, but the advance of 
democracy and competition would under- 
mine this aberration. And similarly for 
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raise monopoly profits and invite noneco- 
nomic, even military, responses. But pro- 
tective tariffs do not automatically grow 
from the competitive system, so that they, 
too, are destined to disappear. 

2. More Recent Economic Explana- 
tions. In spite of Schumpeter, most radi- 
cal economists today have continued to 
find the determinants of imperialism in 
the necessities of the capitalist mode of 
production. These “necessities,” it ap- 
pears, are of three general types: those 
associated with a host of factors causing 
rates of profit at home to decline or to 
appear comparatively low, those linked 
with the advanced capitalist countries’ 
needs for relatively scarce raw materials 
and natural resources, and those associ- 
ated with advanced capitalism’s urge to 
fashion and control the economic develop- 
ment of the less-developed countries. 

If capitalists were swayed by the first 
group of factors, they would presumably 
seek new markets for their goods, addi- 
tional investment opportunities, cheaper 
sources of raw materials, and cheaper la- 
bor power. These efforts would be stimu- 
lated either by poor domestic per- 
formance or by attractive foreign op- 
portunities for profitmaking, or both. If 
capitalists were influenced by the second 
set of factors, they would attempt, through 
their state, to gain control over foreign 
sources of the vital goods, not only to raise 
rates of profits, but also to enhance the 
chances for the continuation of capitalism 
itself. If they responded to the third set 
of determinants, they would attempt to 
draw less-developed countries into the 
global capitalist system and to impose on 
them a division of labor that would re- 
dound to the benefit of the center coun- 
tries. Of course, all three drives may be 
operating simultaneously, and many of 
the explanations of capitalist expansion as- 
sign varying positive weights to all of 
them. 

Taken as a whole, the neo-Marxist view 
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proach but places less weight on the role 
of surplus capital in the center countries 
and on the role of finance capital, as a 
stage in capitalism’s evolution, in modern- 
day imperialism. At the same time, more 
weight is given to the role of multinational 
corporations in imperialist activities. 
These multinationals, though, are some- 
what different from the international car- 
tels that played such an important role 
in Lenin’s analysis. The latter were na- 
tional monopolies combined into interna- 
tional super-monopolies; the former are 
national corporations operating in a num- 
ber of countries. Some analysts emphasize 
the multinationals rather than the state: 
“. . . it is of secondary importance 
whether the monopolies make use of state 
power to assert their interest at the pe- 
riphery, or whether they rely chiefly on 
the informal but effective weapon of their 
disproportionate economic superiority” 
(Mommsen 1977, p. 125). Another neo- 
Marxist argument is that decolonization 
has meant a change only in the tactics of 
capitalism and not in its strategy or princi- 
pal aims. 

Although Harry Magdoff (1969, 1978) 
has offered a bewildering list of causes of 
imperialism, he, like almost everyone else, 
apparently views the most basic determi- 
nants as coming from the imperatives of 
monopoly capitalism — but, at times, as 
coming from the imperatives of capitalism 
in general, whatever its stage of develop- 
ment. He wrote that there is an inner 
drive within the capitalist system leading 
to imperialism. “The entire mechanism of 
a market economy — competition, fluctua- 
tions in consumer demand, uneven devel- 
opment of complementary industries, 
technological changes, the accumulation 
of profits — force a restless drive of capital 
to expand” (1969, p. 24). At other times, 
the inner drive is associated witih the de- 
velopment of monopoly enterprises, of 
multinational corporations. 

In discussing these directives, Magdoff 
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need of capitalism to control scarce and 
vital raw materials and natural resources. 
Likewise, Norman Girvan (1976) has 
looked at imperialism in terms of minerals 
and raw materials needed by the center 
capitalist countries. Paul Baran (1957) 
noted "the drive of monopolistic and oli- 
gopolistic firms (and the financial groups 
related to them) to invest abroad . . .” (p. 
112). His reference is to the drive for prof- 
its, a demand that grows directly out of 
the commands of the capitalist system. 
About a decade later, Baran and Sweezy, 
in a major work, argued that postwar U.S. 
militarism is based on the aim of contain- 
ing and eventually wiping socialism off the 
face of the earth (1966, pp. 187, 191). The 
reason for this aim is that the spread of 
socialism reduces the profits of corpora- 
tions by preventing them ‘‘from doing 
business with and in the newly socialized 
area” (pp. 192-93). Their conclusion is 
that an American empire adds to the prof- 
its of corporations, that the empire is in 
danger from the spread of socialism — 
hence, profits are, also — and that the mili- 
tarization of America is for the purpose 
of containing and eventually eliminating 
socialism in the world. Their analysis sug- 
gests that, before the advent of socialism 
and its global spread, imperialism was on 
the offensive in its search for profitmaking 
opportunities. Since then, it has been 
much more defensive, attempting to con- 
tain socialism. However, U.S. imperial- 
ism’s aim remains the same: to maintain 
and, if possible, to extend the empire. 
These authors add that "... policing the 
empire and fighting socialism are rapidly 
becoming, if they are not already, one and 
the same” (p. 206). (For a summary of radi- 
cals’ views regarding U.S. imp)erialism in 
Vietnam see Gurley 1980.) 

Kieman (1978) has taken a long view 
of American imperialism. He has traced 
this imperialism from the conquest by the 
United States of native Americans and 
Mexicans to its military incursions into the 


Caribbean, Hawaii, Guam, the Philip- 
pines, and China; to its domination of Cen- 
tral America; and to its multiple post- 1945 
military invasions in Central America, the 
Near East, Africa, and Asia. Much of this 
aggression, he concludes, imposed a net 
cost on the United States but yielded net 
benefits to particular classes. 

Over forty years ago, Sweezy (1942), in 
what is now at least a minor classic, wrote 
that monopolies breed tariffs and protec- 
tion from foreign competition, and they 
also restrict the field for capital accumula- 
tion and so heighten the interest of the 
monopolies in overseas investment (the 
Hilferding theses). “Consequently in the 
matter of colonial and territorial policy 
monopoly capital is expansionist and an- 
nexationist” (p. 302). At the same time, 
a strong ideology of nationalism is neces- 
sary for the imperialist struggle. In gen- 
eral, Sweezy argued that capitalism is in- 
herently expansionist, for it is always faced 
by the threat of declining profit rates and 
underconsumption tendencies, which 
‘‘put evergrowing obstacles in the path of 
accumulation” (p. 304). Imperialism is a 
solution to these problems. 

The new wave of imperialism during 
the final quarter of the 19th century, 
Sweezy wrote, was due to the heightened 
national rivalry, the emergence of monop- 
oly capital, and the maturation of contra- 
dictions within the accumulation process, 
such as the tendencies for rates of profit 
to fall and underconsumption to slow the 
forward momentum (p. 299). As we previ- 
ously noted, Sweezy disputed Hilferding’s 
emphasis on finance capital, alleging that 
he “mistakes a transitional phase of capi- 
talist development for a lasting trend” (p. 
267). The dominance of bank capital, 
Sweezy stated, comes during the transi- 
tion between competitive and monopoly 
capital, but it is a passing phase (p. 268). 

Samir Amin (1976, 1977), one of the 
more innovative but obscure writers in 
the fields of imperialism and dependency 
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(the analysis of the impact of imperialism 
on the LDCs as seen by the LDCs), has 
argued that, during the era of competitive 
capitalism, up to the 1880s, capitalism’s 
inherent tendency toward declining rates 
of profit was generally overcome by a rise 
in the rate of exploitation. However, this 
led to production outrunning consump- 
tion and hence to crises. These in turn 
were partially overcome by capitalist ex- 
pansion into the peripheral areas of the 
world. From the 1880s to World War II, 
monopoly capital became capable of ex- 
porting capital, with the aid of the state, 
and furthermore was induced to do so by 
rising real wages and a consequent fall in 
the rate of exploitation. During the “post- 
imperialism” phase, after 1945, state mo- 
nopoly capitalism organized the absorp- 
tion of surplus capital, which was done 
partially through militarism and waste 
and partially through capital exports 
(which, however, elicited offsetting in- 
flows of capital) and the unequal exchange 
existing between center and peripheral 
countries (below: pp. 1113ff). 

Amin has also pointed to class struggles 
as the basic cause of declining profit rates. 
Consequently, the roots of imperialism 
can be traced to the struggle of classes, 
including the working class, opposed first 
to commercial and later to industrial capi- 
talists, for these struggles have served to 
reduce capitalists’ profits, compelling 
them to search for higher returns else- 
where. These searches have led to impe- 
rialistic behavior, which Amin defines as 
the perpetuation and expansion of capital- 
ist relations abroad by force or without 
the willing consent of the affected people. 
Thus, according to Amin, capitalism re- 
quires imperialism to overcome the ad- 
verse effects on profitmaking that the foes 
of capitalism have imposed on it. The 
advanced capitalist countries, however, 
engage voluntarily in the accumulation 
process, but they impose “extraverted 
accumulation” on countries in the periph- 


ery. The latter countries, accordingly, not 
having the development process in their 
own hands, find their economies becom- 
ing distorted (“disarticulated”) and re- 
shaped for the benefit of the center coun- 
tries instead of their own working classes. 
What is found in these economies is a 
blockage of capitalism and the enervating 
co-existence of several modes of produc- 
tion. 

One of the most unconstrained critiques 
of Amin comes from Charles Barone 
(1982). He reproves Amin for his excessive 
eclecticism — throwing in every explana- 
tion of imperialism, over the various 
stages of capitalist development, almost 
indiscriminately and certainly inconsis- 
tently. Amin’s treatment, Barone con- 
tends, is based on the thesis that capital- 
ism, over time, has undergone a series of 
profound transformations, each of which 
altered its essential nature. This view- 
point, according to Barone, is probably 
false but undoubtedly accounts for the 
many different theories of imperialism 
that Amin has strung together. Moreover, 
Barone believes that Amin’s dejjendency 
analysis of the LDCs moves mostly on the 
surface, that he fails to penetrate the 
mode of production in the peripheral 
countries, and so fails to integrate his anal- 
ysis with the transformation of class struc- 
tures and the changing nature of the capi- 
tal accumulation process. For Barone, 
j\min is, in short, an inconsistent Marxist. 

Richard Wolff (1970) attributed the im- 
perialism of modern capitalism to the 
need of capitalist enterprises or dieir gov- 
ernments for access to essential imports, 
markets for their manufactured goods, 
and spheres for capital investment. Wolff 
alleged that these demands create anxi- 
eties associated with possible changes in 
market variables. ’The anxieties can be re- 
duced if corporations or governments gain 
control over supplies, and imperialism is 
one way to do this. Ellsewhere, Wtrfff 
(1974) has discussed the basic aims of Brit- 
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ain in Kenya, from 1870 to 1930, which 
were to protect “the existing international 
economic relations, mainly those with In- 
dia,” and to reduce Britain’s dependence 
on markets, sources of food and raw mate- 
rials from outside the empire (p. 146). The 
first factor suggests that one imperialist 
action can lead to another, if the first has 
to be protected. That is, the Suez canal 
was needed to secure safe lines of commu- 
nications and trade with India. Egypt was 
required to protect the canal. The Anglo- 
Egyptian Sudan, British Somaliland, and 
British East Africa (Kenya) could then be 
justified as necessary to protect the Red 
Sea and Indian Ocean approaches to 
Suez — sort of a rising domino effect. 

In this same vein, Hamza Alavi (1964) 
found that the driving force of modern- 
day imperialism was not capital exports 
to exploit cheap labor abroad but rather 
the capitalists’ need to dominate all mar- 
ket outlets and sources of supply of raw 
materials. 

Several scholars, such as James O’Con- 
nor (1971) and Tom Kemp (1972), place 
heavy weight on the role of multinational 
corporations in the imperialist endeavor. 
O’Connor’s thesis is that the continued 
concentration and centralization of capi- 
tal have produced giant U.S.-based multi- 
national corporations, capable of seeking 
control of assets abroad and profiting from 
them, with the active participation of state 
capital in international investment. All of 
this is backed by a global foreign policy 
in the interest of the multinationals. 

3. Noneconomic Explanations. Capi- 
talist imperialism has been explained by 
a variety of noneconomic factors, all of 
them more or less opposed to the neo- 
Marxist economic approaches, and most 
of them oflFered by nonradicals. These al- 
ternative theories are principally political, 
social, or personal; however, they often 
comprise a mixture of explanations, even 
reserving a few minor roles for the eco- 
nomic factors. 


functions of imperialism in terms of na- 
tional or empire security, national pres- 
tige, national rivalries, or the desire to 
spread democracy and human rights (Ben- 
jamin Cohen 1973; E. Badian 1968; Win- 
fried Baumgart 1982; David K. Fieldhouse 
1967 and 1982; John Gallagher and Ron- 
ald Robinson 1965; and Gallagher, in 
Roger Owen and SutcliflFe 1972). The so- 
cial explanations base imperialism on so- 
cial problems at home that can be over- 
come by overseas expansionism. The most 
notable explanation along these lines is 
that of Hans-Ulrich Wehler (in Owen and 
Sutcliffe 1972). The personal theories as- 
sign imperialism to the failings in our- 
selves, to the whims of one or two national 
leaders, or to the aggressive drives that 
arise from the innate characteristics of hu- 
man beings (Cohen 1973; Lloyd Reynolds 
1981; E. Stengers, in Owen and Sutcliffe 
1972; and Badian 1968). 

C. The Role of Economic Factors in 

Imperialism 

Radicals argue that economic factors 
either loom large in the foreground or are 
grey eminences in the background of al- 
most all useful theories of imperialism. 
The neo-Marxist and other radical ap- 
proaches clearly place economic factors 
at center-stage. Even the so-called social 
theories of Wehler and others believe that 
economic as well as social and political dif- 
ficulties at home are responsible for impe- 
rialist actions. Moreover, Wehler’s analysis 
begins with the irregularity of economic 
development in the industrial countries 
as the basic source of imperialism. Irregu- 
larities are moderated by the economic 
gains of overseas activities. Further, even 
King Leopold, whom Stengers claimed 
was solely responsible for Belgian imperi- 
alism in the late 1800s, had profits from 
colonialism constantly in mind. It would 
seem that only if imperialism is explained 
by our own individual aggressiveness, or 
by the aggressiveness of certain leaders 
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alone — do the economic variables recede. 

The political explanations of imperial- 
ism would appear to be more troublesome 
for neo-Marxist interpreters. But even in 
some of these theories economic factors 
are heavily represented. In the account 
of Gallagher and Robinson (1965), for in- 
stance, Britain’s incursions in much of Af- 
rica were for the purpose of protecting 
India — presumably a security-political fac- 
tor. But Britain’s possession of India itself 
involved prospective economic gains in a 
substantial way, as several radicals have 
pointed out. Again, in Fieldhouse’s analy- 
sis (1967, 1982), while problems arising 
from peripheral insecurity and instability 
contributed to further imperialist actions, 
the original acquisitions of colonies may 
have been encouraged by economic con- 
siderations, and subsequent difiBculties, 
as Fieldhouse acknowledged, may have 
grown out of the economic problems cre- 
ated by the imperialists. With regard to 
nationalism, Sweezy (1942) has noted that 
a nationalist ideology is necessary for the 
imperialist struggle and that imperialism 
fosters nationalism. Thus, as Sweezy and 
others see it, this political factor must ac- 
company the economic determinants of 
imperialism. 

Imperialism is sometimes seen as a reac- 
tion to the spread of communism (i.e., 
Marxism) in the world, hence as politically 
rather than economically determined. But 
radicals have noted that the new imperial- 
ism far predated the advent of communist 
nations; the pattern of this imperialism 
was established in the late nineteenth cen- 
tury and it continued in much the same 
way after the October 1917 revolution in 
Russia. In this view, therefore, the spread 
of communism can be considered, not as 
the root cause of capitalist aggression in 
the world, but simply as another — a most 
important — force threatening the capital- 
ists’ economic gains from their global op- 
erations. Moreover, as Magdoff and others 
have noted, the economic forces that lie 
flfr th** hp^rt of irnnori li‘;m are underlined 


by capitalism’s acceptance of military dic- 
tatorships and other anti-democratic re- 
gimes as members of the “free world,” 
provided these nations are open to foreign 
investment and other capitalist incursions 
into their economies. As far as radicals are 
concerned, that observation caps the ar- 
gument. 

However satisfied radicals might be 
with the present state of their theories of 
imperialism, there are a number of ques- 
tions that have not received persuasive 
answers from them. Is it not true, as 
Schumpeter alleged, that very often capi- 
talists can gain more by peaceful trade 
than by war, conquest, and expansion? 
Why are not all capitalist countries impe- 
rialistic? Why are some socialist countries 
expansionist? Is this not a form of imperial- 
ism? Why have many large countries been 
imperialistic down through the ages, 
whatever their mode of production? Ap- 
parently some aggressive nations and 
even their ruling classes have not gained, 
on balance, by colonialism and imperial- 
ism. Why, then, do they persist? What 
room should there be in imperialism theo- 
ries for ineptitude, errors, blunders, 
chance, personal idiosyncracies? Inas- 
much as religious fervor, nationalism, and 
the desire for democratic rights have 
probably become increasingly stronger 
than class loyalties during this century (if 
not before), why do radicals continue to 
use class analysis so exclusively as the cen- 
terpiece in their theories? Radicals have 
addressed these questions, it is true, but 
we do not believe that the issues have 
been widely-enough recognized, much 
less satisfactorily resolved. 

II. World Capitalism and Third World 
Countries 

Marx and Engels (in Avineri 1969), 
paved the way for radical analyses — now 
called dependency theory — regarding the 
impact of world capitalism on less devel- 
oped countries, though most contempo- 
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rary Marxists depart dramatically from 
their mentors’ views. Marx and Engels saw 
European colonial expansion, which, they 
argued, was an inevitable outgrowth of 
the development of capitalism, as brutaliz- 
ing and plundering the peoples of the 
colonized areas and disrupting or destroy- 
ing their livelihoods. Despite all of this, 
they believed that colonial expansion was 
necessary to push many of the backward 
countries off dead-center so as to implant 
in them the seeds of capitalist develop- 
ment. That development would bring 
progress to these lands, but at the same 
time it would drag masses of people 
“through blood and dirt, through misery 
and degradation.” Capitalism, like all so- 
cial processes, developed dialectically. 

A century later, Paul Baran (1957) ar- 
gued that the British, while enriching 
themselves, “systematically destroyed all 
the fibres and foundations of Indian soci- 
ety” (p. 149). Supporting Nehru’s assertion 
that the British were responsible for the 
later “tragic poverty of the people,” Baran 
proposed to demonstrate that these ex- 
ploitative relationships and their conse- 
quence of persistent impoverishment 
epitomized the entire peripheral struc- 
ture of world capitalism. This challenged 
the ideas of Marx and Engels. Along the 
same lines, Paul Sweezy (1968) claimed 
that “capitalist development inevitably 
produces development at one pole and 
underdevelopment at the other”; a propo- 
sition, he emphasized, that applies not 
only to relations between the advanced 
capitalist countries and the colonial and 
semicolonial countries, but also within 
both these parts. 

This thesis, first propounded by Otto 
Kuusinen (1928, pp. 102-03), was general- 
ized by Andre Gunder Frank (1966, 1967, 
1972), who alleged that capitalism had 
long ago entered every nook and cranny 
of the satellite world in such a way as to 
make global capitalism an integrated 
structure of metropoles and satellites that 


bound nations, regions, and urban-rural 
areas into dominant-dependent relation- 
ships. The millions of peasants and work- 
ers at the base of this capitalist structure 
continually produced economic surpluses 
that were captured by the exploiters 
above them, but these exploiters, in turn, 
were exploited by those still higher in the 
structure, and so on. The result was devel- 
opment around the top and underdevel- 
opment at the bottom. During wars and 
depressions, when the higher metropoles 
were fully engaged, the exploitative ties 
were temporarily loosened, allowing a 
type of development to take place in the 
satellites. When the ties were later 
strengthened, underdevelopment was 
again resumed. Frank (1972) also asserted 
that “the greater the wealth [that was] 
available for exploitation [in the past], the 
poorer and more underdeveloped the re- 
gion today; and the poorer the region was 
as a colony, the richer and more devel- 
oped it is today” (p. 19). His definition of 
capitalism as production for profits in the 
market has come under severe attack for 
being too inclusive and non-Marxian. (See, 
e.g., Ernesto Laclau 1971.) 

Samir Amin (1976) has also endorsed the 
polarization thesis. Amin believes that all 
peripheral or satellite countries have four 
main characteristics: the predominance of 
agrarian capitalism; a local, mainly mer- 
chant, bourgeoisie that is dominated by 
foreign capital; the growth of a large bu- 
reaucracy, which substitutes for the lead- 
ership of an urban bourgeoisie; and masses 
of poor peasants, urban unemployed, and 
marginal workers who have not devel- 
oped completely into a proletarian class. 
As a result, the peripheral countries can- 
not achieve development out of their own 
momentum but are, instead, reduced to 
“an incomplete and extraverted develop- 
ment of local capitalism.” The center 
countries, moreover, impose an "unequal 
exchange” between themselves and the 
periphery, in which “exploitation through 
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trade” occurs (Arghiri Emmanuel 1972). 
Amin claims that the dominance of for- 
eign capital in the peripheral areas means 
distorted development toward export ac- 
tivities and excessive development of the 
tertiary sector and light industry. It also 
means that the satellite economy develops 
unevenly, that it is incohesive, that it is 
unable to develop cumulatively, and that 
it tends to incur excessive debt to the cen- 
ter countries. (These summaries are based 
on Gurley, 1979.) 

We shall now consider most of these 
propositions in more depth. 

A. Underdevelopment in a Historical 

Context 

Baran, Frank, and others argue that 
underdevelopment arose from the way 
the third world was incorporated into an 
international ecopomic and political sys- 
tem, dominated initially by Europe and 
later by the United States. This Western 
hegemony, however, encountered contin- 
uous resistance, and after decades and 
even centuries of struggle by local peas- 
ants, workers, and other nationalists the 
old colonial and imperial regimes virtually 
disappeared. In their place a system of na- 
tion states has emerged. The scores of 
countries which comprise these new na- 
tions enjoy at least nominal independence 
and often a considerable measure of sover- 
eignty over their internal affairs. Notwith- 
standing this, it is claimed, relations of de- 
pendency and unequal exchange and the 
network of international institutions es- 
tablished after World War II seriously re- 
strict the room for maneuver of the new 
states. 

It has long been contended by national- 
ists in the third world and by radical econ- 
omists and other social scientists in the 
West that underdevelopment is not an 
original state of nature but a product of 
historical forces. Thus, for radicals, Europe 
did not “discover” the underdeveloped 
countries; on the contrary she created 


them (Griffin 1969; R. C. Dutt 1963; J. S. 
Fumivall 1967; Malcolm Caldwell 1968; 
A. Moorehead 1966; Carl Ortwin Sauer 
1966; Frank 1966, 1967, 1972). Radical 
economists almost always mean this in its 
strongest version: Europe turned some 
countries that were “developed” for their 
time into underdeveloped ones. In a 
weaker version, subscribed to by only a 
few, it means that Europe, finding under- 
developed countries, created conditions 
that prevented their later development. 

The impact of imperialism took various 
forms, differing from one place and one 
time to another, and it is an unfinished 
task of modern scholarship to write the 
history of the colonized people, as op- 
posed to the history of the colonizing pow- 
ers. Britain in India and Africa, France 
in Indochina and Africa, Holland in In- 
donesia, Belgium in the Congo, Spain in 
Latin America, Portugal in Africa and Bra- 
zil, Japan in Korea, the United States in 
the Philippines pursued different policies, 
which had different consequences, and, 
moreover, these policies and conse- 
quences changed over time. But it is part 
of the radicals’ conventional wisdom that, 
in most parts of the world, ordinary' peo- 
ple — farmers and fishermen, artisans and 
small traders — either gained little or lost 
much from being conquered. The civnliz- 
ing missions of Europeans and others, rad- 
icals aver, were a myth invented to soothe 
the consciences of the conquerors, not the 
wounds of the conquered. 

In many regions of the world the expan- 
sion of Europe resulted in a sharp decline 
in population, partly as a result of the im- 
portation of alien diseases, partly as a re- 
sult of war, and partly as a consequence 
of the destruction of the pre-existing social 
structure (Colin Clark 1967). Notable ex- 
amples where this occurred are the An- 
dean region of South America, Mexico and 
Central America, Australia and the South 
Pacific (Sauer 1966; Moorehead 1966; 
Stanley Stein and Barbara Stein 1970; also. 
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see Kiernan, 1978 for the impact of Amer- 
ican imperialism on native peoples). In Af- 
rica, from Guinea to Angola, the capture 
and trade in slaves did much to depopu- 
late large regions (Anthony Hopkins 1973; 
C. R. Boxer 1973; Walter Rodney 1981; 
Ruth First 1963) and to transform the 
economy from one based on settled agri- 
culture back to long-fallow agriculture 
and nomadism. During the colonial pe- 
riod, forced labor was used in many areas, 
notably in the Belgian, Portuguese, and 
French colonies, while elsewhere the 
combination of head taxes and the alien- 
ation of African lands resulted in the cre- 
ation of a large, impoverished labor force 
that had no alternative but to work on 
European-owned plantations, farms and 
mines (Charles Van Onselen 1977; Colin 
Bundy 1979; Stanley Trapido 1978; Colin 
Leys 1975; Arrighi 1970; Francis Wilson 
1972; J. B. Knight and G. Lenta 1980). 
Africa is widely regarded in the West as 
the most “traditional” of underdeveloped 
regions, yet there is nothing that is truly 
traditional about rural Africa, if by that 
term one means pre-imperial and pre-co- 
lonial. Land use and land tenure systems, 
population densities, the organization of 
labor and the patterns of migration, even 
many of the crops that are grown — all 
these things were shown by radical schol- 
ars to have been profoundly affected by 
European penetration into the continent. 

Analysts believe that China represents 
a rather different case because the coun- 
try was never wholly colonized. Instead, 
China was incorporated into a nefarious 
trading arrangement against her will and 
forced to import opium in exchange for 
useful products. Indeed, the country was 
defeated in three successive Opium Wars 
within the span of twenty years, namely; 
1839-1842, 1856, and 1856-1860. The 
consequence of these disasters, according 
to Victor Lippit (1980) and many others, 
was widespread drug addiction, the par- 
tial transfer abroad of her economic sur- 


plus which could have been used for capi- 
tal accumulation and growth, partial co- 
lonization and conquest, the payment of 
indemnities and the granting of special 
privileges to foreigners, the weakening of 
her indigenous social structure, and, in the 
three decades before the revolution of 
1949, a sharp decline in the standard of 
living for the masses, including, of course, 
most of the rural population. Underdevel- 
opment in China cannot be attributed 
solely to imperialism; it is more likely that 
internal and external forces interacted in 
a process of mutual causation. In the view 
of radical scholars, however, it would be 
implausible to claim that the impact of 
the West (and later Japan) on China was 
wholly or even on balance beneficial. 

Defenders of European, American, and 
Japanese imperialism point to three 
sources of economic benefit to third world 
countries. First, it is argued that colonial- 
ism destroyed feudal or precapitalist eco- 
nomic systems and encouraged the 
creation of a capitalist labor market. 
Presumably this is thought to have been 
of benefit to the rural population since the 
majority of the labor force lived in rural 
areas. Second, the imposition of free trade 
in commodities, even if on a restricted ba- 
sis, permitted the principle of compara- 
tive advantage to operate. Since the advo- 
cates assumed that the third world had 
a comparative advantage in agricultural 
and mineral products, this too should have 
increased the well-being of the rural pop- 
ulation. Third, uninhibited international 
capital flows, largely in the form of direct 
investment in plantations, mines, and 
public utilities, allowed investment and 
growth to occur in capital-scarce underde- 
veloped countries which otherwise would 
have remained stagnant. Thus, as radicals 
interpret the advocates' case, on balance, 
imperialism was good for the conquered 
peoples: it led to a higher level of output 
because of improved allocative efficiency 
and to a higher rate of output growth be- 
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cause of a faster rate of capital accumula- 
tion. 

The historical record, at least on the sur- 
face, provides little support to those who 
defend the colonial regimes; furthermore, 
radical economists and historians take is- 
sue with each of the three points on which 
that defense is based. Some radicals argue, 
first, that labor markets in the third world, 
during the colonial period, were charac- 
terized by coercion, monopsony, and vari- 
ous systems of labor control that were 
designed to reduce the level of re- 
muneration of local people, ensure an 
adequate supply of labor to expatriate- 
controlled enterprises, and prevent both 
occupational and unregulated geographi- 
cal mobility. Formal slavery was the ex- 
ception rather than the rule, but the sys- 
tems of labor control that were devised 
were also harsh and far removed from the 
free labor markets of laissez-faire econom- 
ics. In Kenya, Southern Rhodesia, North- 
ern Rhodesia, and Tanganyika, for exam- 
ple, a cheap, regular African labor supply 
was obtained by sharply reducing the 
amount of land available to Africans, 
thereby creating overcrowded reserves; 
by imposing hut, poll, and other taxes; by 
threatening to conscript Africans into the 
army if they were not working for wages; 
by u.sing tribal headmen to recruit labor; 
by introducing an all-inclusive internal 
pass system in combination with policies 
to encourage immigration from neighbor- 
ing territories; and by using forced labor 
where all else failed (Wolff 1974). Many 
features of these colonial labor markets 
persist today and constitute one aspect of 
the neocolonialism or internal colonialism 
that afflicts so much of the third world 
(Van Onselen 1976; Bundy 1979; Trapido 
1978; Leys 1975; Arrighi 1970; Wilson 
1972; Knight and Lenta 1980; GrifiBn 
1981; E. E. Rich and C. H. Wilson 1967). 

Second, leaving aside “free trade” in 
slaves, addictive drugs, and guns, radicals 
claim it is far from clear that the forcible 


insertion of the third world into a trading 
system dominated by advanced capitalist 
nations operated to the advantage of third 
world countries or, more to the point, to 
the advantage of a majority of the popula- 
tion in third world countries. 

The precise effects on the third world 
of the spread of an integrated interna- 
tional market are the subject of much de- 
bate, but one interesting hypothesis is that 
the imposition of “free trade” and the re- 
sulting growth of primary product exports 
from the underdeveloped countries oc- 
curred “at the expense of industrialization 
of these countries and also at the expense 
of other crops or products primarily 
meant for domestic consumption” (Bagchi 
1982, p. 119). The case of de-industrializa- 
tion in India and Bangladesh is quite well 
established (Bagchi 1976, 1982). The de- 
industrialization of India, for example, 
started in the 1800s, under freer trade, 
when its cotton manufacturers were elimi- 
nated. “Other rural or urban manufac- 
tures were ruined partly by the rise of 
alternative sources of supply and by gov- 
ernment restrictions.” India was opened 
up to a flood of manufactured imports; in 
return India supplied agricultural prod- 
ucts; and it became dominated by “colo- 
nialism, landlordism and usurious money- 
lending interests” (Bagchi 1982, pp. 82- 
88). It is possible that something similar 
but perhaps of lesser magnitude occurred 
in China and other parts of the third 
world. Clearly more research needs to be 
done on this topic, but enough is known 
to cast doubt on the proposition that freer 
trade brought immediate and substantial 
gains to all parties in every instance. In- 
deed, a contrary proposition has been ad- 
vanced; namely, in at least part of the 
third world the results of trade-induced 
changes in the commodity composition of 
output were unemployment, a decline in 
the supply of some foodgrains, and only 
marginal gains for most of the population. 
This entire process of industrial contrac- 
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tion and unemployment, a shift from food 
to cash crops, and a decline in living stan- 
dards of the urban and rural poor is 
summed up by Bagchi in the phrase “ex- 
port-led exploitation,” as contrasted with 
export-led growth (Bagchi 1982, p. 119; 
George Beckford 1972). 

Export-led exploitation is the view of 
imperialism as seen from the periphery. 
Seen from the center, the purpose of mod- 
ern imperialism, in the eyes of many radi- 
cals — as we stated in the previous sec- 
tion — reflects the desire of large capitalist 
enterprises and their governments to se- 
cure essential imports on favorable terms 
(e.g., oil); to obtain protected markets for 
exports (including exports of arms); and 
to obtain unchecked access to third world 
countries for investment. (Wolff 1970; 
O’Connor 1971; Anthony Clayton and 
Donald Savage 1974; Van Onselen 1973; 
R. M. A. Van Zwanenberg 1975; M. Mason 
1978; R. G. Thomas 1973.) This quest for 
economic security and advantage, radicals 
allege, leads inevitably to attempted con- 
trol of foreign economies through direct 
intervention (including covert and overt 
military intervention) or, indirectly, by 
obtaining control over local political au- 
thority. Economic power and political 
power usually go hand in hand. 

Third, a number of writers, radicals 
among them, have begun to argue that, 
far from gaining from international capital 
flows, the growth of third world countries 
was severely damaged because a large 
part of their economic surplus was trans- 
ferred abroad, where it was used to in- 
crease the consumption of the richer 
classes and raise the general level of in- 
vestment abroad. This does not deny the 
obvious fact that some investment flowed 
to the third world and thereby, in the first 
place, helped to increase its economic sur- 
plus. But the net flow of resources, it is 
claimed, was from the underdeveloped 
countries to the developed, not the other 
way round. Orthodox economists may ac- 


cept that there were instances of plunder, 
pillage, unfair bargaining, unequal trea- 
ties, and the like, but these are regarded 
as special cases (Reynolds 1983, p. 956) 
and perverse ones, whereas the radical 
view is that perverse flows of resources 
were and are the norm. 

Convincing evidence on this matter, 
however, still remains to be assembled. 
Nevertheless, modern research has un- 
earthed some examples in which capital 
appears to have flowed from the periph- 
ery to the center, assuming that a surplus 
on merchandise account is indicative of 
a re.source transfer abroad. Thus, Spain’s 
exploitation of Latin America’s mineral 
wealth was reflected in an export surplus 
in Spanish America and higher consump- 
tion on the Iberian peninsula — though this 
was imperialism by merchant capitalists. 
Britain’s possession of most of the West 
Indies resulted in a capital transfer to the 
mother country which is equivalent to 
eight to ten percent of Britain’s entire in- 
come in the closing years of the 18th cen- 
tury, “and probably a larger percentage 
in the period preceding the American 
War of Independence" (Richard Sheridan 
1965). The Indonesian export surplus in 
1876-1880 was more than six percent of 
Indonesia’s income, and the presumed fi- 
nancial counterpart was profits trans- 
ferred back to Holland by the Dutch East 
Indies Company which helped consider- 
ably to raise living standards in the mother 
country. The exploitation of Bengal by the 
British East India Company is, of course, 
notorious. Famine reduced the population 
by over a third during 1769-1771: yet, 
from the mid-18th until well into the 19th 
century five to six percent of Bengal’s in- 
come was siphoned off as unrequited ex- 
ports and locally financed expenditure on 
wars of conquest incurred by the East In- 
dia Company (Bagchi 1982; Baran 1957; 
Sumit 1980; and Damodar Kosambi 1956). 

These figures acquire added signifi- 
cance when set beside Arthur Lewis’ 
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much quoted statement that “the central 
problem in the theory of economic devel- 
opment is to understand the process by 
which a community which was previously 
saving and investing four or five percent 
of its national income or less, converts it- 
self into an economy where voluntary sav- 
ing is running at about twelve to fifteen 
percent” (Lewis 1954). Radicals contend 
that, in retrospect, it now appears that 
many third world countries had no diffi- 
culty reaching and exceeding a savings 
rate of fifteen percent once they became 
independent and acquired greater control 
over their economies. However, such sav- 
ings rates occurred only in recent decades, 
and there is no evidence in radical litera- 
ture that, if these countries had become 
independent in the mid-180Qs or in the 
mid- 1700s, they could have achieved any- 
thing close to those rates. After all, few 
of today’s industrial countries had such 
high savings rates a century ago; none had 
them two centuries ago; and, the Latin 
American countries which did achieve 
political independence in the 19th cen- 
tury were generally unable even to ap- 
proximate such heights. 

Nevertheless, the central problem of 
underdevelopment, as radicals formulate 
it, was that during the era of imperialism 
a high proportion of the economic surplus 
potentially available for domestic invest- 
ment was transferred abroad in the form 
of uncompensated exports or was used lo- 
cally to pay for the cost of colonial admin- 
istration, the maintenance of large stand- 
ing armies and police forces, and the high 
standard of luxury consumption of the ex- 
patriate ruling class. Some of these waste- 
ful expenditures continued in the post-in- 
dependence, neocolonial regimes. Even 
so, savings rates at that time did generally 
rise substantially?. 

Unrestrained capital flows, as a number 
of radical economists have pointed out, 
did little or nothing, on balance, to raise 
investment and growth in the pre-inde- 


pendence period in those countries which 
account for most of the people in the third 
world — that is; undivided India, Burma, 
China, Indonesia, Indochina, Nigeria, and 
Zaire. On the contrary, the net movement 
of financial flows was from the third world 
to the advanced capitalist countries, and 
thus resource transfers constituted one of 
the mechanisms of imderdevelopment. 
Even today, some analysts argue, contrary 
to both neoclassical and orthodox Marxist 
views, the natural tendency within the 
world economic system is for savings to 
flow from capital-scarce poor countries to 
capital-abundant rich countries, because 
the real rate of interest and the return 
on investment (especially in industries 
based on new technology) are higher in 
rich countries than in poor ones (Griffin 
1978; Amin 1974). 

1. Theories of Dependency. As we 
noted previously, theories of dependency 
are concerned with the impact of imperi- 
alism and neocolonialism on the econo- 
mies and societies of third world coun- 
tries, as seen by those countries 
themselves. Radicals require that such 
theories should be able to describe the 
global operation of the capitalist system 
during the neocolonial era while account- 
ing for the persistence of some colonial 
features in third world economies and the 
dependence of these economies for their 
development on economic impulses origi- 
nating outside their borders. One analyst 
stated that dependency arises because 
"some countries can expand through self- 
impulsion while others, being in a depen- 
dent position, can only expand as a reflec- 
tion of the dominant countries, which may 
have positive or negative effects on their 
immediate development” (Theotonio Dos 
Santos 1970, pp. 289-90). Dependency 
theorists inquire into the reasons for such 
economic dependency when these coun- 
tries have political independence. 

Just as international relations are ana- 
lyzed by radicals in terms of a hierarchy 
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of states (center and periphery, first for- 
mulated carefully by Raul Prebisch in 
1950), between which there is relatively 
little mobility but much inequality and 
conflict, so too society, for most depen- 
dency theorists, is analyzed in terms of 
social stratification, class conflict, and ex- 
ploitative relations. On a national plane, 
these relations typically give rise to vio- 
lence and repressive governments. Histor- 
ically, radicals claim, Central and South 
America and, more recently, Africa, illus- 
trate the political consequences of depen- 
dency. According to radical thought, these 
consequences often include a military 
takeover because the combination of neo- 
colonialism-dependency has retarded and 
distorted the development of a strong in- 
digenous ruling class, leaving an uneasy 
and unstable balance of social forces 
within these societies. One solution to this 
problem has been military rule. 

An early theory which, however, does 
not meet all the requirements of a depen- 
dency theory (nor do its authors meet all 
the requirements of radicals) was that of 
structuralism. This school of thought 
emerged largely and appropriately in 
Latin America where political indepen- 
dence was achieved early. It was con- 
cerned with an explanation for the un- 
steady, incomplete, and inflation-ridden 
development in peripheral countries, es- 
pecially in South America. It found a good 
part of the explanation in demand and 
supply rigidities and in certain inappropri- 
ate institutional arrangements. Economic 
growth in the periphery was often accom- 
panied by the growth of imports that ex- 
ceeded the growth of exports; the latter, 
consisting mainly of primary products, 
were income inelastic and at the same 
time subject to a secular deterioration in 
terms of trade with industrial imports. To 
continue growth, therefore, many periph- 
eral countries were compelled to practice 
import substitution, which raised domes- 
tic prices and often sparked a general in- 


flation. The inflation pain could be eased 
only by slowing the growth rate of output. 
But slower growth itself heightened social 
tensions, threatening class warfare. More- 
over, structuralists postulated, exports 
lagged and domestic supplies suffered be- 
cause of the inelasticity of agricultural pro- 
duction, which responded sluggishly to 
price and other stimuli owing in part to 
defective patterns of land tenure. These 
patterns were .survivors of precapitalist re- 
lations of production, in which bonded la- 
bor, absentee management, autocratic 
labor relations, and monopoly power 
aborted sensitive responses to market 
forces and favored instead the mainte- 
nance of the economic and social status 
quo. Economic growth, therefore, was 
likely to be accompanied by increases in 
food prices, which would touch off wage 
increases and force the monetary authori- 
ties, if they wished to avoid social up- 
heaval, to increase the growth rate of the 
money .supply. The result would be infla- 
tion. The structuralists contended that 
monetary policies could not correct these 
structural weaknesses; hence, they could 
not be employed successfully in periph- 
eral countries (Prebisch 1959, 1962; Hans 
Singer 1950; Gunnar Myrdal 1957; Dud- 
ley Seers 1963; Hollis Chenery 1975; Celso 
Furtado 1979; Joseph Grunwald 1961; Da- 
vid Felix 1961). Structuralism has been 
criticized on the grounds that much em- 
pirical data are inconsistent with the pos- 
tulates of this theory; some of the rigidities 
are owing to nothing more than govern- 
ment and other interferences with mar- 
ket processes; land tenure systems have 
been misinterpreted; excessive monetary 
growth, not structural factors, cause infla- 
tion; and that, at best, the model applies 
only to Chile (Roberto de Oliveira Campos 
1984; Alain de Janvry 1981). 

The more genuine theories of depen- 
dency were developed by Baran (1957), 
Frank (1966, 1967, 1972), Furtado (1964, 
1966, 1970), Fernando Cardoso (1972) and 
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others (Dos Santos 1973; Stein and Stein 
1970; Osvaldo Sunkel 1973; P. O’Brien 
1975). The thrust of their argument, 
which turned Marx on his head, was that 
capitalism is a powerful engine of growth 
in the center, but in the peripheral coun- 
tries it tends inevitably to produce under- 
development and poverty. 

This is partly because of the “uneven 
development” of capitalism, in three 
senses. First, capitalist development has 
occurred, historically, in cycles or long 
waves. In the downward phase of the cy- 
cle the countries on the periphery have 
been disproportionately aflFected: their 
terms of trade deteriorate; the volume of 
exports falls; their capacity to import capi- 
tal goods and, hence, their overall rate of 
investment declines; consequently na- 
tional product falls, often sharply. This 
clearly happened jn the depression of the 
1930s and to a lesser but still significant 
extent in the recent downturn of 1979- 
1982. Poor, developing countries that are 
tied to major boom-and-bust economies 
are necessarily pulled increasingly into de- 
pendent relations. 

Second, while initial stimulants to 
growth sweep through an integrated 
economy in ever-widening ripples and so 
benefit capitalist countries in the center, 
initial stimulants often peter out or are 
even turned into “backwash efiFects” (also 
called backsetting efiFects) in the periph- 
eral countries. As Gunnar Myrdal (1984) 
put it: 

If left to take its own course, economic develop- 
ment is a process of circular and cumulative 
causation which tends to award its favours to 
those who are already well endowed and even 
to thwart the efforts of those who happen to 
live in regions that are lagging behind. The 
backsetting effects of economic expansion in 
other regions dominate the more powerfully, 
the poorer a country is [p, 499]. 

The backsetting efiFects, which tend to halt 
growth or even reverse it, emanate from 
the low levels of social mobility, communi- 


cations, and education; the small degree 
to which values are shared throughout the 
society; sectors and industries especially 
vulnerable to general growth in the econ- 
omy; rigidities in demands, supplies, and 
markets; population surges that wipe out 
the per capita benefits of growth; and so 
on. Harvey Leibenstein (1957), a nonradi- 
cal writer, also made an early analysis of 
what he called the income-depressing 
forces that might offset the income-raising 
ones in developing economies. Included 
in his list of depressants were demon- 
stration efiFects, during an initial surge of 
growth, that boosted consumption and 
luxury imports. Leibenstein postulated 
that, in many cases, the depressants would 
overwhelm the stimulants if the stimu- 
lants were employed gradually and mod- 
erately. The depressants could be over- 
come only with some “critical minimum 
eflFort”— or a big push, as P. N. Rosenstein- 
Rodan (1963) called it. The presence of 
indivisibilities and complementarities was 
a key argument supporting the necessity 
of a major, integrated efiFort to overcome 
backwardness. Amin (1976, 1977), Fur- 
tado (1979), and others have also analyzed 
the difficulties of growth in the periphery, 
in the face of the types of characteristics 
of these societies as outlined by Amin 
(above, pp. llOOfiF). 

Third, dependency writers contend 
that the third world is impoverished be- 
cause of the appropriation by the center 
of part of the economic surplus generated 
in the periphery. This last feature, which 
we have already discussed, also figures 
prominently in the analysis of the efiFects 
of colonialism; in fact this is one of the 
points at which the literature on depen- 
dency and imperialism merge. 

Paul Baran’s (1957) central point is that 
the principal obstacle to rapid economic 
growth in countries of the third world is 
the way in which their potential economic 
surplus is utilized, not so much the size 
of it. This economic surplus is. the dififer- 
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ence between potential output and essen- 
tial consumption. He argues, first, that 
much of the potential economic surplus 
is not realized; second, much of the real- 
ized economic surplus is misused by those 
who appropriate it. A large part of it is 
dissipated in the form of unemployed la- 
bor and excess industrial capacity; in 
workers employed unproductively; in 
wasteful expenditure, including consump- 
tion of tobacco, alcohol, and other drugs 
stimulated by consumption patterns, im- 
ported from the West, often through the 
activities of transnational corporations; 
and through luxury expenditures by the 
landlord and capitalist classes. These in- 
clude landowners, moneylenders, and 
merchants — that is, the classes formed 
during the imperial era which inherited 
the state at the time of political indepen- 
dence. It also includes the state itself and, 
among other things, its heavy expendi- 
tures on police and military forces — ex- 
penditures which, it is argued, are neces- 
sary to preserve internal security and 
maintain control over the mass of the pop- 
ulation. In addition, much of the realized 
surplus is transferred abroad in the form 
of profit repatriation by foreign capitalists 
or service payments on the foreign debt, 
or as capital flight by the local elite, who 
hold deposits overseas “as hedges against 
the depreciation of the domestic currency 
or as nest eggs assuring their owners of 
suitable retreats in the case of social and 
political upheavals at home” (Baran 1957, 
p. 177). Finally, if against all the odds, a 
third world country tries to overcome its 
underdevelopment, it is likely to find its 
efforts are frustrated by the “animosity [of 
imperialism] towards all genuine initiative 
at economic development on the part of 
the underdeveloped countries” (Baran 
1957, p. vii). The center tries to keep the 
periphery firmly in its grip. 

Baran’s insights have had an enormous 
influence on radical economists. The focus 
on the potentially large economic surplus 


has encouraged writers to explore the pos- 
sibility of self-reliant development, to cast 
doubt on the importance of foreign aid 
and foreign borrowing, to measure the 
sizes of the surpluses (Lippit 1974), to in- 
vestigate ways in which the surplus is si- 
phoned off to the rich countries, and to 
examine links among the domestic class 
structure, international dependency, and 
capital accumulation (Frank 1972; Amin 
1976). 

The dependency theorists have been 
criticized, within radical circles, for: defin- 
ing capitalism in terms of the “circulation 
sphere” (instead of the more fundamental 
production sphere) and, hence, in seeing 
capitalism everywhere, even during its 
early stages; overemphasizing the role of 
surplus extraction by the center from the 
periphery in the underdevelopment of 
the periphery; posing the conflict be- 
tween the periphery and the center more 
in geographic terms than in terms of social 
classes; and supposing, one-sidedly, that 
capitalism is incapable of initiating devel- 
opment in the periphery. On this last 
point, dependency theories, by and large, 
and Baran’s in particular, lead to the con- 
clusion that peripheral countries are 
doomed to stagnation, so long as they are 
integrated into world capitalism; and that 
the center, based on its appropriation of 
the periphery’s surpluses, can generate a 
growth that stands in dramatic contrast 
to that of exploited regions. Yet, radical 
critics have pointed out that, during the 
1970s, the evidence seemed to throw 
doubt on both observations: many of the 
third world countries were growing rap- 
idly, even within the context of capitalism, 
while most of the center countries were 
encountering difficulties with increasing 
unemployment, declining growth, and ris- 
ing rates of inflation (de Janvry 1981, pp. 
18-22; Robert Brenner 1977; Geoffrey 
Kay 1975; Charles Bettelheim, in Emman- 
uel 1972; Ernest Mandel 1975; Warren 
1973; Sanjaya Lall 1975; Gabriel Palma 
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1978; Patrick McGowan 1976; O’Brien 
1975). These criticisms, however, do not 
apply across the board to each and every 
dependency theorist, but they are fairly 
directed to the school as a whole. 

Even if it is assumed that world capital- 
ism generates wealth and growth in the 
center and poverty and stagnation in the 
periphery, the dependency theories can 
be faulted for not having presented con- 
vincing explanations of the market forces 
(the “plain forces” are clear enough!) that 
achieve this biformity. More generally, 
they have failed to specify thoroughly how 
wealth and poverty are both generated 
by the same capitalist processes, whether 
within a given country or between coun- 
tries. A persuasive explanation of the po- 
larization process should begin with the 
fundamental mechanism of exploitation of 
labor by capital. According to Gurley: 

the explanation would then include the process 
that makes the reserve army of labor a nece.s- 
sary element of the capitalist mode of produc- 
tion and an analysis of how the expansion of 
this mode dispossesses and impoverishes previ- 
ously self-sufficient producers. The explanation 
would also include an analysis of how the capi- 
talist mode necessarily builds on efficiency, 
which is often antithetical to equity; of how 
it builds on specialization, which increases the 
vulnerability of people and areas to adverse 
developments; and of how it transfers wealth 
from poor areas to wealthy ones, via the price 
mechanism. It would then go on to discuss the 
values and behavior patterns, engendered and 
supported by the capitalist mode, which com- 
pel individuals to seek success even at the ex- 
pense of others’ welfare and which encourage 
and reward cheating and extortion of the poor 
by the rich. Finally, the explanation would 
show how poverty, once established, feeds on 
itself — the poor lack capital, information, edu- 
cation, and so on — and how wealth, once estab- 
lished, also feeds on itself [1979, p. 206-07). 

This remains to be accomplished, al- 
though, as we shall now see, some progress 
has been made. 

2. Theories of Unequal Exchange. 
Many radical economists have argued that 
third world countries, particularly the 


smaller and poorer ones, have become in- 
corporated into an international economic 
system in which they specialize in the pro- 
duction and trade of primary products for 
which the income elasticity of demand is 
low. In consequence it is maintained that 
there is a long-run tendency for the net 
barter terms of trade to decline and this, 
in fact, is one of the ways by which the 
economic surplus is transferred to the ad- 
vanced capitalist countries. 

Neoclassical economists, applying stan- 
dard trade theory, contend that, if the rel- 
ative price of primary commodities should 
fall, countries can be expected to alter the 
composition of output by shifting re- 
sources from primary commodities to 
other activities enjoying more favorable 
relative prices. That is, the change in 
prices would signal a change in compara- 
tive advantage and this would lead to a 
change in the pattern of production, con- 
sumption, and trade. Radicals reply that, 
in small countries with specific natural re- 
source endowments, factors of production 
may be highly immobile, hence the com- 
position of output cannot adjust quickly 
and without heavy cost to a country’s 
terms of trade. Moreover, once a particu- 
lar structure of production has been estab- 
lished, for whatever reason, labor and cap- 
ital tend to become relatively immobile 
because they become incorporated into 
the productive process in the form of du- 
rable and specific skills and equipment. 
Adjustment to changes in the terms of 
trade occurs not by shifting given re- 
sources from one sector to another but 
by investing in those sectors where profit 
prospects have improved. Thus, it is the 
rate of capital accumulation and the gen- 
eral pace of development that is crucial 
in determining the ability of a country to 
respond to a change in prices. In small, 
slowly-growing underdeveloped countries 
a decline in the terms of trade is a serious 
matter. 

The thesis of the declining terms of 
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trade was first put forward by Raul Pre- 
bisch (1962) and Hans Singer (1950). The 
long debate that ensued concentrated on 
statistical issues; the limitations of the orig- 
inal data, use of the inverse of terms of 
trade of the United Kingdom as a proxy 
for terms of trade of primary products, 
the role of falling transport costs in the 
c.i.f. value of imports, improvements in 
the quality of manufactured goods, and 
the introduction of new manufactured 
products. These doubts led most econo- 
mists to believe that the Singer-Prebisch 
thesis was false or at best not proven. Re- 
cent work, however, has shown that, over 
the seventy years down to World War II, 
there was a deteriorating trend in the rela- 
tive price of primary commodities but 
that there was no such trend over the pe- 
riod from 1945 to 1975 (John Spraos 1980). 
Since 1975, there has been a sharp fall 
in the terms of trade of most third world 
countries, apart from oil exporters, as a 
result of the world depression and other 
factors. 

Meanwhile, the debate’s focus shifted 
to a concern with the distribution of the 
gains from trade. The relevant concept 
of the terms of trade in this case is not 
the net barter terms of trade but the dou- 
ble factoral terms of trade. It has been 
maintained on theoretical grounds that 
the double factoral terms of trade of third 
world countries would tend gradually to 
decline over time and hence that the dis- 
tribution of the gains from trade would 
favor the rich countries. If true, this would 
tend to increase inequality in the distribu- 
tion of the world’s income between the 
poorest primary-producing countries and 
the advanced industrial or recently indus- 
trializing countries (Albert Berry, Fran- 
cois Bourguignon, and Christian Morris- 
son 1983). 'The reason the double factoral 
terms of trade tend to decline is that tech- 
nical advances are concentrated in the 
center, in the rich industrialized coun- 
tries, and consequently labor productivity 


rises more rapidly there than elsewhere. 

The argument turns, then, not just on 
the natural resource specificity of many 
third world countries nor even on the low 
rate of investment in many of the poorest 
countries, but on the low level of expendi- 
ture on research and development in the 
third world. Radicals assert that, because 
their expenditure on research is small, 
third world countries are responsible for 
very few product and process innovations 
and, consequently, have few opportunities 
to reap the quasi-rents which accrue to 
those on the frontiers of technology. 

The concentration of technical change in a few 
countries, industries and firms constantly re- 
creates a monopolistic organization of industry 
and enables innovating enterprises to price 
their products in such a way as to include a 
substantial element of rent. The rent element 
in prices, in turn, ensures that value exchanged 
through trade will favour the rich countries 
(where innovation occurs) and prejudice the 
development of poor countries (whose exports 
frequently, but not always, are sold on competi- 
tive markets) [Griffin 1978, p. 26 and ch. 5]. 

Empirical evidence to test this proposi- 
tion has been scarce, but John Spraos 
(1983) has recently shown that the data 
available do indeed lend support to the 
view that the double factoral terms of 
trade probably have contributed to grow- 
ing inequality. A very different analysis 
of unequal exchange based on differences 
in wage rates is put forward by Arghiri 
Emmanuel (1972). 

Emmanuel’s thesis is that “unequal ex- 
change’’ mainly accounts for the growing 
inequality among nations — that poor na- 
tions trade products containing more for 
less labor-hours with rich nations. To ar- 
rive at this conclusion Emmanuel makes 
two assumptions; first, capital is mobile in- 
ternationally whereas labor is not; second, 
the ratio of the wage rate to the marginal 
product of labor is lower in poor countries 
than in rich. His first assumption ensures 
that profit rates (allowing for risk differen- 
tials) are equalized throughout the world; 
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his second assumption ensures that wage 
rates in the third world, even in sectors 
which use the most advanced technology, 
will be lower than in rich countries. As 
a result, poor countries will receive lower 
prices for their exports relative to the 
prices they must pay for imports from rich 
countries. In Marxist terminology, there 
is a transfer of surplus value from the poor 
to the rich nations. 

Bettelheim, in an appendix to Emmanu- 
el’s book (1972), criticizes Emmanuel’s 
analysis as largely confined to the sphere 
of circulation or exchange, which thus ne- 
glects the more fundamental sphere of 
production. Bettelheim claims that Em- 
manuel’s error comes from ignoring the 
fact that wage differentials are grounded 
in the production sphere — in the uneven 
development of productive forces across 
nations — and should not be “given” as an 
independent variable. That is, differences 
in wage rates among countries are due 
to differences in labor productivity and 
these differences in turn reflect differ- 
ences in the extent of mechanization and 
in the skill and training of the labor force 
throughout the economy. Inequality be- 
tween two countries arises primarily from 
the degree to which the forces of produc- 
tion have been developed and it is mis- 
leading to characterize trade between 
those two countries as “unequal” or ex- 
ploitative. 

Exploitation arises not so much between 
one country and another as between 
classes. According to Bettelheim, Emman- 
uel’s analysis of poor nations versus rich 
nations ignores the primary contradiction 
in the third world by covering up the class 
struggles within each underdeveloped 
country. It is only through such struggles 
that radical changes in the relations of pro- 
duction can occur, i.e., in property rights, 
in ownership of the means of production, 
and in the organization of work. Yet 
changes in production relations are neces- 
sary to remove the inhibitions preventing 


full development of the forces of produc- 
tion. In the nonsocialist countries it is the 
world domination of capitalism, through 
colonialism, imperialism and its after- 
math, which is responsible for the re- 
tarded development of the poor countries, 
hence, for their low wages and living stan- 
dards. That is, retardation is one conse- 
quence of a particular system for orga- 
nizing production; it is not a consequence 
of exchange within that system. 

Thus, unequal exchange cannot be ex- 
plained by differential wage rates, Bettel- 
heim maintains, for these have a more 
fundamental, objective basis. The domi- 
nant countries benefit from the interna- 
tional capitalist system, but that very sys- 
tem helps to retard the development of 
poor countries. Retardation, of course, is 
only relative. The great majority of third 
world countries have experienced an in- 
crease in average living standards in the 
last 35 years and many, particularly the 
better-off third world countries, have en- 
joyed growth rates of income per head, 
at least comparable to those achieved in 
the advanced capitalist countries. The 
poorest countries, however, which ac- 
count for about two-thirds of the popula- 
tion of the third world, have lagged far 
behind the rest and show no signs of re- 
ducing the vast gulf which exists between 
them and the rich nations of Western Eu- 
rope and North America. The issues, then, 
are not whether dependency or unequal 
exchange prevents growth (clearly they 
do not) but whether they accentuate in- 
ternational income inequality and, if so, 
whether for most impoverished third 
world countries the socialist option would 
be preferable. Radicals such as Bettelheim 
argue that most third world countries can- 
not escape from their subordinate status 
as long as they remain within the capitalist 
system. The dominant countries under- 
stand this perfectly well, he says, and go 
to great lengths to entice or compel the 
third world to stay within the fold. 
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Emmanuel has been criticized by many 
radicals, including Krishna Bharadwaj 
(1984), who claims that he has placed the 
entire burden of his analysis on exchange 
relations (surface phenomena), has re- 
duced all differences among countries to 
the relatively trivial one of rich (high 
wages) and poor (low wages), and has 
largely confined himself to a static analysis 
with too many important variables taken 
as given. Others have charged that Em- 
manuel’s assumption of unrestricted capi- 
tal movements leading to equal rates of 
profit would imply faster rates of growth 
in the periphery and the elimination of 
the wage gap between center and periph- 
ery. Still other criticisms have been re- 
corded: de Janvry 1981; de Janvry and 
Frank Kramer 1979; Mandel 1975. (For 
a defense of Emmanuel, see Bill Gibson, 
1980.) 

B. Foreign Aid and International 

Financial Agencies 

Most liberals support foreign aid and 
the international agencies that purvey it 
on the grounds that it accelerates develop- 
ment and reduces world poverty. Radicals 
contest this. They argue, first, that most 
foreign aid is not used ultimately to in- 
crease the rate of capital accumulation 
and growth; it is used to increase private 
consumption or recurrent public expendi- 
ture, including military expenditure (Mo- 
hammad Rahman 1967; Rahnutn 1968; 
Thomas Weisskopf 1972; Grififin 1978, 
1984). Second, much of the additional in- 
vestment that does occur has a low eco- 
nomic rate of return; its purpose is not 
so much to increase output as to be a mon- 
ument to the generosity of the donors 
(Grififin 1978). Third, as a result of these 
two effects, the net impact of foreign aid 
on a country’s long-term rate of growth 
often is negligible and may even be nega- 
tive (Grififin 1984). 

Even if growth does not accelerate, 
however, poverty may nevertheless de- 


cline because of the effects of aid on the 
distribution of income. However, within 
some third world countries, inequality ap- 
pears to be increasing rather than dimin- 
ishing and radicals argue, fourth, that for- 
eign aid and the policies that accompany 
it reinforce this tendency. Finally, looking 
at the third world as a whole, it is clear 
that aid is distributed highly unequally; 
in fact, in the majority of bilateral and 
multilateral aid programs a country’s per 
capita income and the amount of aid re- 
ceived per capita are positively associated 
(Douglas Dacy 1975; Grififin and Frances 
Stewart 1973). Thus, as many radicals see 
it, foreign aid accentuates inequalities in 
the distribution of per capita income 
among third world countries — unless, as 
we must add, the net impact of foreign 
aid on a country’s long-term growth rate 
is negative. 

Aid is given to governments. It does not 
follow from this that the country con- 
cerned benefits from aid, much less that 
the poorest people in the country benefit. 
On the contrary, radicals maintain, much 
foreign aid is used to prop up military re- 
gimes and other authoritarian govern- 
ments which repress the poor (Seers 
1983); aid programs in such countries are 
more likely to harm those at the bottom 
of the economic ladder than to help them 
(Michael Scott 1979; Frances Moore 
Lappe and Joseph Collins 1978; Lappe, 
Collins, and David Kinley 1980). It is 
hardly surprising that radicals believe aid 
is of little benefit to the poor because most 
bilateral foreign aid programs are in- 
tended to promote the political, commer- 
cial, and industrial interests of the aid-giv- 
ing countries; they are generally not 
designed to eradicate poverty in the pe- 
riphery. Thus, at best, economic develop- 
ment in the third world could only be a 
by-product of bilateral aid programs. 

Turning to the multilateral agencies, 
radicals consider the IMF, World Bank 
and their sister institutions to be, essen- 
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tially, agents of international capital. The 
ultimate purposes of their policies are to 
preserve and extend the system of capital- 
ism, to establish a favorable environment 
for the penetration of international invest- 
ment and profitmaking by transnational 
corporations, and to integrate third world 
countries as closely as possible into the 
network of world capitalism. This integra- 
tion, according to radical interpretations, 
subordinates the less developed countries 
to the dominant industrial powers within 
the hierarchical structure of international 
capitalism and leaves them open to exploi- 
tation. 

Teresa Hay ter (1971) sees foreign aid 
as a weapon of foreign policy in the hands 
of the donor countries. Aid is also “a con- 
cession by the imperialist powers to ena- 
ble them to continue their exploitation of 
the .semi-colonial countries” (p. 9). It is in- 
tended to preserve the capitalist system 
in third world countries. Further, she says 
that foreign aid is a subsidy for transna- 
tional corporations paid for out of general 
taxes — because it raises the demand for 
their products, finances overhead capital 
facilities in the third world, and finances 
the repatriation of profits and interest 
from these countries. Aid is used to avert 
potentially disruptive crises. In fact, Hay- 
ter claims, stability has often been sought 
by aid agencies at the expense of develop- 
ment (see also Rosemary Thorp and Law- 
rence Whitehead 1979). Finally, and most 
important, aid is employed to exert “le- 
verage” for the purpose of changing or 
influencing the policies of third world 
countries in sp)ecific ways. She notes that 
this is a strategy not only of the U.S. 
Agency for International Development 
but also of the World Bank and the IMF. 

Cheryl Payer (1974) considers the IMF 
as an agent of fransnational corporations 
and international capital which, them- 
selves, are enemies of the independence 
of third world countries. She makes this 
charge on the basis that an aim of the IMF 


is to integrate third world countries into 
the world capitalist system and such inte- 
gration makes the poorer countries de- 
pendent on the more advanced ones. The 
specific policies of the IMF are directed 
toward achieving free markets and equi- 
librium prices, including exchange rates; 
control of the money supply and budget 
deficits; denationalization of industries; 
control of wage rates; and so ample invest- 
ment openings, stable economic and fi- 
nancial environments, and profitable pros- 
pects for foreign private investment and 
the later repatriation of profits. The IMF 
policies favor stability over growth, and 
by so doing lead to rising unemployment, 
lower living standards for large numbers 
of people, and ever-rising foreign indebt- 
edness. These results, in turn, generate 
unrest among workers, discontent among 
the middle class, and the impKJsition or 
strengthening of authoritarian regimes 
(see also Felix 1983). With regard to inter- 
national debt. Payer argues that the IMF 
package includes loans from the Fund to 
the third world countries and, later, loans 
from others — for the purpose of allowing 
LDCs to pay interest and principal on past 
debts and to finance the growth of imports 
coming from import liberalization poli- 
cies: “. . . the Fund does not advise na- 
tions on how to reduce their imports and 
stand on their own feet economically, but 
coaches them on how to qualify for in- 
creased quantities of new credit” (p. 46). 

Thus, third world countries are led into 
a "debt trap” in which they must borrow 
still more in order to meet payments on 
their previous borrowings. This process. 
Payer claims, is especially vicious when 
borrowing coincides with a world capital- 
ist depression (which comes periodically 
but inevitably) and there is a consequent 
decline in the export earnings of third 
world countries that are needed to service 
the debt. Countries that become en- 
meshed in this trap are easily manipulated 
by capitalist powers and their agencies. 
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Her conclusion is that, if third world coun- 
tries wish to develop rapidly, they must 
“withdraw from an exploitative system 
and suffer the dislocations of readjust- 
ment,” which is nonetheless superior to 
petitioning “the exploiters for a degree 
of relief” (p. 214). 

In a later study of the World Bank, 
Payer (1982) charges that it “deliberately 
and consciously used its financial power 
to promote the interests of private, inter- 
national capital in its expansion to every 
corner of the ‘underdeveloped’ world” (p. 
19). The Bank seeks this aim through a 
panoply of policies, all leading, however, 
to the promotion of multinational corpora- 
tions (especially, for a time, the interna- 
tional oil companies) and to the preven- 
tion of nationalists and socialists gaining 
state power. The Bank, she alleges, gener- 
ally will not loan to revolutionary, anti- 
capitalist governments — unless as others 
have added, the loans serve to weaken, 
even more, the cohesion of world social- 
ism. A theme of Payer’s study is that Bank 
policies result in higher profits and lower 
wages in the LDCs, hence, in perpetuat- 
ing poverty. But the real purpose of the 
Bank is not to eradicate poverty; rather, 
it is to serve the markets of advanced capi- 
talist countries. “The Bank has been obe- 
dient to the wishes of the U.S. executive 
branch ever since it was founded” (p. 42). 
And, of course, she adds, every president 
of the Bank has been an American. 

Even assuming that an aim of the Bank 
is to help the poor, its policies and recom- 
mendations have been criticized as inef- 
fective. A. J. M. van der Laar (1976, 1979) 
charges that they are highly unrealistic be- 
cause they are based on an assumption 
that technological solutions will suffice and 
social relations can be ignored. Instead of 
viewing the poor in terms of “structurally- 
determined dependent relationship vis-a- 
vis the rich,” the Bank has chosen to re- 
gard the poor as “isolated groups of the 
population which the development pro- 


cess has simply passed by” (1976, p. 15). 
As a result of this approach even those 
Bank projects ostensibly directed toward 
the poor have been largely unsuccessful 
in alleviating poverty. 

Studies, by radicals, of the World Bank’s 
operations in specific countries are in- 
tended to lend support to the general 
analyses above. For example. Payer in- 
cludes in her work case studies of several 
countries and a large number of Bank 
projects. Hayter also looks at Bank, Fund, 
and AID projects and policies in four 
South American countries. Likewise, a 
study of the World Bank’s objectives in 
the Philippines (Walden Bello et al. 1982) 
concludes that a paramount (but unstated) 
goal was political: namely, to defuse urban 
and rural unrest, even though Bank poli- 
cies were advertised as economic pro- 
grams. Another unstated objective was to 
“thoroughly integrate the Philippine 
economy into the international capitalist 
order dominated by the United States” 
(Bello et al. 1982, p. 15). The latter objec- 
tive was sought by opening the economy 
to foreign capital and “liberalizing” the 
foreign trade sector by engineering a shift 
from import-substituting industrialization 
to the promotion of primary commodity 
and manufactured exports. The Bank it- 
self publicly set out to overcome economic 
stagnation by fostering growth-inducing 
measures. There were some initial suc- 
cesses, “followed by a protracted stale- 
mate, then spectacular collapse” (p. 41). 
According to the authors, the basic failure 
of the Bank’s explicit policies arose not 
from trying to impose a particular compo- 
sition of output upon the country but from 
its assumption that the productive forces 
of the economy could be increased with- 
out changes in the social relations of pro- 
duction. For most radicals this really 
means the mistake was in thinking that 
growth could occur under capitalism, 
when in fact it was possible only under 
socialism. 
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The authors ask, “how could an agency 
supposedly devoted to development con- 
tribute instead to underdevelopment, to 
the creation of an economic disaster?” (p. 
200). The answer they give has three 
parts. First, the Bank’s principal goal is 
to serve international capital, while the 
goal to achieve economic development in 
the third world is only of secondary impor- 
tance. It would be pure coincidence if the 
best policies for attaining the principal 
goal were also the best development poli- 
cies. Second, they believe that decision- 
makers in the Bank do not have a realistic 
view of the world. They avert their gaze 
from problems of class conflict and exploi- 
tation; instead, they see a series of techni- 
cal problems — ineflBciencies and scarci- 
ties — to be overcome. Finally, officials of 
the Bank are technocrats who work within 
an elitist institutign. Apparently they be- 
lieve that the economies of the third world 
can be managed and directed from above, 
in the same way that the Bank itself is 
managed. This is possible, however, only 
as long as “politics” do not interfere. Thus, 
the Bank has an interest in keeping poli- 
tics at bay and this can be transformed 
easily into a tolerance for repressive re- 
gimes and a general advocacy of “firm 
government.” 

A fundamental assumption of radicals 
in these studies of international finance 
is that the integration of LDCs into the 
world capitalist system would reduce, per- 
haps even eliminate, their development 
possibilities. Another fundamental as- 
sumption is that LDCs could achieve de- 
velopment only within a socialist mode 
of production — and, as many radicals see 
it, only within a self-sufficient socialism. 
There are, however, several well-known, 
striking counter-examples to each of these 
propositions and, generally speaking, radi- 
cals have not faced up to them. Although 
the Filipino economy is not one of these 
counter-examples, it is nevertheless true 
that more progress has been made there 


in the past two decades or so than the 
book title by Bello and his associates (De- 
velopment Debacle) would indicate, or 
than the many “failures,” “crises,” and 
“spectacular collapses” discussed in the 
text would suggest. After all, from 1960 
to 1982 the Philippines’ GNP per capita 
grew at the annual rate of 2.8 percent; 
life expectancy at birth, in 1982, rose to 
64 years; the crude death rate per 1000 
fell from fifteen in 1960 to seven in 1982; 
and education at all levels became more 
available to the population (World Devel- 
opment Report 1984, pp. 218, 256, 266). 
This is not to deny the many economic 
and social failures of the Marcos regime; 
rather, it is to assert that radicals, like ev- 
eryone else, can be misled by the initial 
propositions that they take for granted. 

We will note in Part III, from the stand- 
point of the economy as a whole, that 
some radicals have argued that policy 
“mistakes” are in fact purposeful and ra- 
tional when seen from the perspective of 
ruling-class interests. It is possible, there- 
fore, that when the IMF advises the elimi- 
nation of such policies, usually involving 
interference with free markets and prices, 
it is working either in the interest of the 
economy or in the interest of international 
capital and against that of a ruling class. 
Also, it is possible that some LDCs have, 
in fact, carried out errant policies from 
almost anyone’s point of view in the econ- 
omy, the correction of which by the IMF 
or the World Bank would be a service to 
the population at large. Lastly it is quite 
possible that as long as an LDC operates 
within the capitalist mode of production 
its economy would “work better” if its 
leading class were invigorated with prom- 
ises of higher payoflFs for capital formation, 
risktaking, and the like. Once again, this 
does not deny that radicals have a strong 
case against many IMF and World Bank 
measures (as viewed by the LDCs’ work- 
ing classes); rather, it pleads for a more 
balanced presentation, the depiction of a 
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more complex multi-toned canvas which 
is truer to reality than black and white 
would be. 

III. Domestic Class Structures and the 
State 

Most peasants are scarcely conscious of 
international forces that impinge upon the 
third world. They probably know little 
about how their own society is organized 
and are unaware of the connections 
among social organization, political struc- 
ture, and government policy. On the 
other hand, the peasantry understands 
very well the organization and mode of 
operation of the economy and society 
where they live and work. 

Radicals believe that neoclassical econo- 
mists mostly ignore the complexities of 
class societies, and that they simplify their 
analysis to the point of caricature by con- 
centrating so single-mindedly on the be- 
havior of individuals in a classless uni- 
verse. On the contrary, economists of a 
more radical persuasion often assume that 
society is divided into identifiable groups 
or classes which have diflFerent and fre- 
quently competing interests. This clash of 
interests occurs not only in the market- 
place, as when rural trade unions and 
plantation managers confront one an- 
other, but above all in the political arena, 
where the outcome of the struggle to con- 
trol state and government policies deter- 
mines the distribution of income, level of 
accumulation, rate of production growth, 
and much else. 

A. Class Analysis 

Those writing in the Marxist tradition 
usually identify classes by their relation- 
ship to the means of production. In capi- 
talism, for instance, a capitalist class owns 
the capital goods, controls the production 
process, acquires the conunodities pro- 
duced by workers and, in the end, appro- 


priates part of the value created by labor. 
This part is distributed as industrial profits, 
interest, and rent — to industrial, financial, 
and landed capitalists, respectively. The 
working class owns its own labor power, 
and little else, which it sells on labor mar- 
kets as a commodity, receiving wages in 
return. Other classes are similarly identi- 
fied by their roles in this particular mode 
of production, for example peasants, who 
may be small rural capitalists, tenants, 
share-croppers, or landless agricultural 
workers (Marx and Engels 1947, 1955; 
Mao Tse-tung 1965). 

Class analysis has proved to be a pow- 
erful tool to understanding problems 
ranging from political macro-dynamics to 
economic micro-issues. Radicals do not 
find it surprising that they can illuminate 
areas in which conventional economists 
founder, inasmuch as the latter are alone 
in trying to understand human phenom- 
ena exclusively in terms of the behavior 
of isolated individuals. No historian, sociol- 
ogist, political scientist, or anthropologist 
would systematically ignore all social for- 
mations larger than the nuclear house- 
hold. 

The richness of class analysis can be il- 
lustrated by citing a few studies in which 
it has been used to enlighten a wide range 
of issues. Barrington Moore in his 1966 
classic has used it to study the origins of 
the modern political system in England, 
China, Japan, India, and elsewhere. For 
example, Moore analyzed the origins of 
communism in China in terms of peasant- 
incohesiveness, the weak links between 
it and the upper classes, and the “margin- 
alization" of many peasants — a land-short 
peasantry. The social origins of fascism in 
Japan and Germany had strong similari- 
ties: 

In both countries, regimes emerged whose 
main policies were repression at home and ex- 
pansion abroad. In both .cases, the main social 
basis for this program was a coalition between 
the commercial-industrial Elites (who started 
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from a weak position) and the traditional ruling 
classes in the countryside, directed against the 
peasants and the industrial workers. Finally, 
in both cases, a form of rightist radicalism 
emerged out of the plight of the petty bour- 
geoisie and peasants under advancing capital- 
ism [p. 305]. 

Some economists working in Latin 
America have sought to explain sustained 
rapid inflation in terms of a struggle 
among groups to increase their shares of 
the national income, or at least to prevent 
their shares from declining as a result of 
strongly pressed demands by others (Ma- 
rio Simonsen 1964; Tom Davis 1963). In 
India, Ashok Mitra (1977) has employed 
class analysis to examine the terms of 
trade between agriculture and industry. 
Many radicals have invoked classes to clar- 
ify particular instances of imperialism 
when it was otherwise inexplicable in 
terms of the nation as a whole. 

In a remarkable study, Alain de Janvry 
(1981) has invoked classes to explain the 
genesis of complicated sets of economic 
policies in Latin America. He explains that 
in most Latin American countries today 
the industrial bourgeoisie has formed an 
alliance with the "junker landed elites” — 
semifeudal elites who own capitalist agri- 
cultural enterprises that hire wage labor- 
ers. The junkers provide agricultural 
exports and industrial raw materials 
necessary to sustain import-substituting 
industrialization. The urban capitalists, in 
turn, protect the junkers’ profits by re- 
stricting imports of competing products, 
imposing low taxes, and investing heavily 
in technical agricultural change while en- 
suring that surplus rural labor helps to 
keep wages low. The rural labor force, 
whether employed on junker estates or 
as peasants in the traditional sector, is 
more proletarian than agrarian; conse- 
quently, for the msgority of the rural work- 
ing population the availability of employ- 
ment and the wage rate are more 
important in determining economic wel- 


fare than output per hectare on their small 
plots. 

Much debate now centers on the phe- 
nomenon of “interlinked factor markets” 
and the related fact of “market isola- 
tion” — which refer to classes and power 
relations instead of to individual behavior 
in efiBcient markets. The former term sig- 
nifies a situation in which a single transac- 
tion specifies the prices and quantities of 
several factors of production. This can oc- 
cur, for instance, when a landowner simul- 
taneously rents land to his tenant, pro- 
vides him with credit, and hires the tenant 
or members of his family part time for 
wages. In such a situation, factor prices 
are not necessarily market-clearing prices, 
nor do they reflect the balance of supply 
and demand in the normal sense. The 
price paid for a factor of production varies 
widely even within a restricted geographi- 
cal area. This is what is meant by market 
isolation. 

Neoclassical economists have set out to 
explain interlinked factor markets and 
market isolation as responses to market 
imperfections, a desire to spread risk or 
reduce uncertainty, and the imperfect 
availability of information. That is, these 
phenomena are seen as having arisen in 
order to make markets function more efiS- 
ciently than would otherwise have been 
possible (Kaushik Basu 1983). Radical ap- 
proaches to these phenomena, however, 
place them firmly within a class context 
and regard changes in contractual ar- 
rangements as responses to changes in 
economic, legal, technological, and politi- 
cal circumstances which afiect the bar- 
gaining power of contracting parties. A 
typical case would be a conflict of interest 
between a landlord and his sharecropping 
tenant, but the method of analysis is quite 
general and can be used, for instance, to 
explain the response of landowners to 
“usury” laws or to legislation prohibiting 
share tenancy, the introduction of new 
technology and the need to have guarait- 
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teed supplies of labor at particular times 
of year (Amit Bhaduri 1973; Ajit Chose 
and Ashwani Saith 1976; P. K. Bardhan 
and A. Rudra 1978; P. K, Bardhan 1980; 
Kalpana Bardhan 1983). The emphasis, 
then, is not on efficiency of the market 
in allocating resources but on the ability 
of those who control resources other than 
labor and own most of the productive as- 
sets to take full advantage of their eco- 
nomic power. 

Even for those who are reluctant to em- 
ploy a conflict model of society in analyz- 
ing the major issues of development, class 
analysis has helped to call attention to the 
fact that the poor are not a single class 
but a heterogeneous collection of people, 
one group difiFering from another in terms 
of its geographical location, demographic 
characteristics, occupation, and so on. The 
interests of these various poor groups do 
not necessarily coincide and in many cases 
policy measures which help some of the 
poor actually harm others (Griffin and 
James 1981). The rich, of course, also are 
heterogeneous and divided. They may be 
split by language or religion, or among 
competing regional blocs; they may have 
differing economic interests based on agri- 
culture, manufacturing, or trade and com- 
merce; they may be divided along clan, 
tribal, or family lines. Despite this frag- 
mentation into squabbling factions, radi- 
cals insist that, in most countries for most 
of the time, the commonality df interests 
among the rich as against the ^or is suffi- 
ciently well perceived to keep them from 
undermining their control of the state by 
internecine struggle. 

The state, in radical literature, is an in- 
strument in the hands of the governing 
class. Radicals claim that it is usually used 
to further the interests and protect the 
advantages of the ruling class. It may also 
be used by the governing class as an in- 
strument for all-round development, or to 
satisfy some demands of an increasingly 
strong subordinate class that can no longer 


be ignored. Often the state has been em- 
ployed to favor: particular ethnic groups 
(as with the Sinhalese in Sri Lanka or the 
Malays in Malaysia), the urban population 
at the expense of the rural (Ghana), a caste 
of military officers (Pakistan), an authoritar- 
ian monarchy (Morocco), the dominant 
position of a group of large landowners 
(Nepal and Guatemala), or the interests 
of large industrialists (Brazil). The pursuit 
of class interests may lead to economic 
growth but in many third world countries, 
radicals believe, it has also led to growing 
inequality and sometimes to further im- 
poverishment of significant sections of the 
population. Radicals point out that this, 
in turn, is associated with the intense and 
perhaps rising social and political unrest 
throughout much of the third world, in 
Kenya, Chad, Chile, El Salvador, Peru, the 
Philippines, Bangladesh, and elsewhere. 

The problems of poverty, especially ru- 
ral poverty, and of social unrest underline 
the necessity for purposeful government 
intervention. But given the class basis of 
the state, a question arises about the possi- 
bility of effective action. It is this question 
that we consider next. 

B. The State and Domestic Policy 

Economists seem to agree that domes- 
tic policies are one of the basic causes of 
poverty in the third world, in both urban 
and rural areas. Orthodox economists, 
however, assume that the state is essen- 
tially an even-handed institution which at- 
tempts to maximize a “socail welfare func- 
tion." If welfare is not in fact maximized, 
this must be because policy mistakes have 
been committed, and it is the job of the 
economist to point out these mistakes to 
government so that they may be cor- 
rected. The most commonly used tool in 
this type of policy analysis is applied wel- 
fare economics. 

Radical economists, on the other hand, 
as we have just indicated, have quite a 
different point of departure, that of class 
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analysis. (See Bob Jessop 1977; David 
Gold, D. Lx) and Eric Wright 1975 for sur- 
veys of theories.) In some third world 
countries (for example, Latin America) the 
groups who control the state are well en- 
trenched, the class structure is well de- 
fined, and the political system (but not 
necessarily an individual government) is 
relatively stable, until it is overthrown by 
a revolution, as in Cuba and Nicaragua. 
In other countries, the class hierarchy is 
in flux, as various groups struggle against 
one another to fill the power vacuum cre- 
ated by departing colonialists. In some 
cases, notably in Africa, a military and bu- 
reaucratic elite has taken power, whereas 
in other cases, including parts of Asia, po- 
litical power has accrued to those who 
dominate the productive sectors of the 
economy, namely: large landowners and 
industrialists. 

What the orthodox economist regards 
as a mistake, therefore, the radical econo- 
mist is likely to regard as a deliberate at- 
tempt to improve the position of particu- 
lar interests. Using class analysis, the 
radical economist is less inclined to pre- 
scribe policies to governments than to try 
to explain why the policies in question 
were first introduced and to discover who 
has benefited from them. (The role of the 
state, in a variety of situations, is demon- 
strated in; Baran 1957; Eugene Genovese 
1965; Eric Williams 1966; Nicos Poulant- 
zas 1973, 1979; Ralph Miliband 1969, 
1977; Suzanne de Brunhoff 1978; Frank 
1972; Andreas Papandreou 1972; Kiernan 
1978; and G. Kitching 1980.) 

The difference in approach is well illus- 
trated by disequilibrium prices. Conven- 
tional economists, surveying the “dis- 
torted” prices prevalent in the third 
world, advocate the use of “shadow” 
prices in selecting investment projects; 
the shadow prices are determined by esti- 
mating social costs and benefits, or else 
they advocate actually changing the er- 
rant prices into true market prices. Radi- 


cals respond that governments may wish 
neither to alter actual prices nor to intro- 
duce an effective system of shadow prices 
because they know that if they were to 
do so the class distribution of benefits and 
burdens would be altered in a way that 
is unfavorable to the classes in power 
(Stewart 1975). 

For example, in many countries ex- 
change rates are overvalued; the conse- 
quent excess demand for foreign ex- 
change, to purchase imports, typically has 
been contained by introducing import 
permits and other trade controls. The 
combination of an overvalued exchange 
rate and import controls then enables the 
government to bestow favors upon its sup- 
porters in the form of import licenses, fe- 
vers which result in large income gains 
in the form of scarcity rents. Similarly, the 
price of finance capital often is less than 
its opportunity cost, and real interest rates 
sometimes are negative. Therefore, credit 
must be rationed and anyone who suc- 
ceeds in obtaining the rationed credit is 
assured large profits. It is well known that 
when credit is allocated by administrative 
devices those who succeed in obtaining 
it tend to be the large and well-established 
enterprises, not small and new borrowers. 
That is, the system is biased in favor of 
those who control the major means of pro- 
duction (the “rich”) and discriminates 
against those who do not (the “poor”), If 
the poor get any credit at all, they must 
rely on moneylenders and the informal 
or parallel credit markets. Again, policies 
may, in any of several ways, deny available 
land to the peasants, resulting in much 
imemployment. These measures may ap- 
pear wrong-headed to the uninitiated, but 
be perfectly sensible from the standpoint 
of a rural or urban bourgeoisie that profits 
from the immediate availability and 
cheapness of labor, especially during sea- 
sonal peaks (Edward Boorstein 1968, 
ch. 1). 

It is for these reasons, radicals charge. 
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that the orthodox prescription of social 
cost-benefit analysis is fundamentally mis- 
conceived: it is unwanted by the rich and 
powerful classes who do well out of a “dis- 
torted” system, and it is unhelpful to the 
poor and powerless classes who are the 
victims of that system. 

Similar problems arise in the realm of 
social expenditure. Health expenditure in 
the third world has been concentrated in 
the major cities, in large capital-intensive 
hospitals, and on curative medicine. Yet 
the majority of the population lives in the 
countryside, needs simple clinics and a 
network of paramedical personnel, and, 
above all, would benefit enormously if em- 
phasis were placed on preventive rather 
than individual curative medicine, includ- 
ing the provision of clean water supplies 
and adequate sewage disposal, the eradi- 
cation of malnutrition, and the control of 
epidemic diseases. Indeed, it is becoming 
recognized that even in the advanced in- 
dustrialized countries the major improve- 
ments in health were due not to conven- 
tional medical interventions but to 
improvements in the environment and in 
living conditions (Thomas McKeown 
1979; Alastair Gray, Oct. 1983). The po- 
tential benefits of such policies in the third 
world are widely acknowledged and, in 
fact, the WHO and UNICEF have man- 
aged to secure agreements from govern- 
ments to promote (PHC) “primary health 
care” (WHO/UNICEF 1978, WHO 1979). 
Why, then, are medical resources allo- 
cated in the way they are? Either govern- 
ments are inept, which is the implicit an- 
swer of the orthodox economist, or else 
they are not maximizing social welfare in 
any meaningful sense but, instead, are 
maximizing the benefits of the urban rul- 
ing class, including the urban-based medi- 
cal profession. As Malcolm Segall makes 
quite explicit (October 1983): 

The reshaping of the health sector in the direc- 
tion of PHC inevitably encounters opposition 
from the main beneficiaries of the existing situ- 


ation. On the consumer side these comprise 
. . . the urban rich . . . On the producer side 
are the health care professionals, especially the 
doctors, and private capital in the form of the 
pharmaceutical and medical equipment indus- 
tries, and those private hospitals and health in- 
surance companies that are profit-making. This 
is a formidable enough alliance [p. 32]. 

The same sort of problem occurs in edu- 
cation. In most third world countries a dis- 
proportionate amount of the resources 
available is allocated to university (more 
generally, tertiary) education at the ex- 
pense of primary and secondary educa- 
tion. Moreover, the net private benefits 
of tertiary education often exceed the net 
“social” benefits by a wide margin. The 
reason for this is that the private benefits 
reflect large government subsidies per 
student in tertiary education and great ed- 
ucation-related wage dififerentials, often 
inherited from the social values of the co- 
lonial regime, which persist in the face 
of market pressures. To the orthodox 
economist, it would seem sensible to re- 
duce the wage differentials, reduce the 
subsidy to tertiary education, and increase 
public-sector support for primary and sec- 
ondary education. The problem is that 
none of these things is likely to happen 
because the present “misallocation” of re- 
sources strengthens the elites who domi- 
nate most third world countries. That is, 
from the point of view of those who con- 
trol the government, there is no misalloca- 
tion of resources. 

Radicals claim that the logic of their ap- 
proach can be applied to questions of ma- 
cro-economic development strategy. Ap- 
plied welfare economics declares that 
third world countries ought to follow a 
policy of modified free trade (Ian Little, 
Tiber Scitovsky, and Maurice Scott 1970). 
Class analysis suggests that countries fol- 
low the policies they do, not because they 
misunderstand the logic of the principle 
of comparative advantage but because of 
the interests of those who control the 
state. The pro-industry, anti-agriculture. 
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and anti-free trade policies followed by 
Pakistan and Bangladesh, for example, 
highlight the fact that in both countries 
the ruling class consists of a coalition of 
industrialists, urban bureaucrats, and the 
military. In Argentina, the twists and turns 
of policy are the outcome of a struggle 
between a rising industrial class and an 
older, large landowning class that exports 
primary products and is now in relabve 
decline. If the strategy of import-substitut- 
ing industrialization were to disappear, it 
is improbable that it would be replaced 
by free trade and laissez faire. More likely 
there would be even greater efforts to 
form an alliance of third world nationalist 
and populist forces and greater pressure 
to institute a (NIEO) New International 
Economic Order. (The quest for a NIEO 
was initiated by third world countries in 
1974 in an attempt to alter the distribu- 
tion of wealth and power between the 
North and the South. A radical assessment 
of the NIEO is given by Frank 1980; Fur- 
tado 1979; and an overall analysis by Cline 
1979.) Conventional economic analysis 
usually misses this political dimension of 
economic policy. Some liberal economists 
even claim that the enthusiasm of the 
third world “for some of the New Interna- 
tional Economic Order items seems 
scarcely explicable, except in terms of bad 
advice” (Little 1982, p. 373). 

The crucial division between conven- 
tional and radical economists would seem 
to center on distributive issues, but the 
actual situation is rather complex and 
even paradoxical. Many radicals do want 
more equal distributions of income and 
wealth for their own sake. At the same 
time, they seemingly agree with Marx 
that, once the issue of who owns and con- 
trols the means of production is settled, 
income and wealth distributions will fall 
into place; questions of distribution, for 
Marx, were secondary. Moreover, radicals 
frequently affirm that there is no neces- 
sary conflict between faster growth and 


a more equal distribution of wealth and 
income. And this seems to be buttressed 
with evidence from some countries. But 
many of this persuasion also recognize 
that, if the capitalist mode of production 
remains intact, a redistribution of income 
away from the capitalist class might well 
slow down the accumulation and growth 
process. Furthermore, it seems to be 
widely agreed among radicals that, given 
capitalist relations of production and the 
nature of the capitalist state, any signifi- 
cant redistribution of wealth and income 
toward the dispossessed is out of the ques- 
tion. Consequently, radicals have a long 
way to go before their position on this is- 
sue is sharpened and freed of contradic- 
tions. 

Radicals believe that orthodox econo- 
mists usually give priority to increasing 
production first while putting equity on 
a back burner; orthodoxy postulates a 
trade-off between growth and equity. 
While there is much truth in this observa- 
tion, many orthodox analysts have more 
sophisticated views on this issue, noting 
that some third world countries, such as 
Taiwan and the Republic of Korea, have 
achieved simultaneously both growth and 
greater equity. Moreover, as Simon Kuz- 
nets (1968) has shown, growth may be ac- 
companied in its early stages by rising in- 
equalities but, in its later stages, by the 
opposite. However, these conclusions 
have been disputed by Charles Wright 
(1978). 

Nevertheless, in recent years, a consid- 
erable body of evidence from a number 
of countries indicates that the domestic 
economic and social policies that were fol- 
lowed have resulted in greater inequality; 
indeed, in some instances, they accentu- 
ated poverty. Rene Dumont (1966) 
pointed to former-French West Africa 
where there are rapidly growing dispari- 
ties between impoverished peasants and 
high-living urban elites. He blamed most 
of these on the colonial legacy without, 
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however, excusing the African leaders 
who slavishly followed European values 
and policies. In some cases (Chad, Zaire, 
Uganda, Somalia, Madagascar, Niger, Su- 
dan, Ghana, and Senegal) the incidence 
of poverty has increased primarily be- 
cause national income per capita has 
fallen (World Bank 1984, which covers 
1960-1982). In other countries, however, 
the incidence of poverty failed to decline, 
and quite possibly rose, despite growth in 
aggregate output per head. This view was 
first put forcefully by the ILO in a study 
which covered rural poverty in the Philip- 
pines, Indonesia, Malaysia, Sri Lanka, Ban- 
gladesh, Pakistan, and the Indian states 
of Tamil Nadu, Bihar, Uttar Pradesh, and 
the Punjab (ILO 1977; GrifiGn and Azizur 
Rahman Khan, March 1978). A later study 
suggests that in Nepal, too, the rural- 
poor’s standard of living has declined (Riz- 
wanul Islam, Khan and Eddy Lee 1981). 
A similar phenomenon seems to have oc- 
curred in several African countries, not- 
withstanding the growth they have expe- 
rienced, namely: Tanzania, Sierra Leone, 
Zambia, Malawi, and most likely the Ivory 
Coast (Dharem Ghai and Lawrence 
Smith, August 1983). 

These findings have been disputed by 
a number of orthodox economists. Some 
assert it is not true that poverty has in- 
creased or merely: “in a sense, there are 
no facts” (Little 1982, p. 210). Others be- 
lieve that the case is not proven, the data 
being unreliable or not comparable over 
time (Sudhir Anand 1983). Still others, 
that the phenomenon aflFects only a few 
countries or has occurred only over lim- 
ited periods. Or, alternatively, that the 
problem is not serious and can be cor- 
rected by larger doses of present policies 
leading to faster growth (Montek Ahluwa- 
lia 1976, 1978); modified trickle-down ap- 
proaches are also advocated. 

The present evidence is not extensive 
or solid enough to resolve the issue, to 
everyone’s satisfaction, of whether growth 


of income per capita in some third world 
countries has been accompanied by the 
further impoverishment of some groups. 
It is perfectly clear, though, that economic 
growth in much of the third world has 
not done a great deal, if anything, to allevi- 
ate large areas of poverty. Radicals chalk 
up these dreary results to capitalism. They 
point out that China, Cuba, and other so- 
cialist countries have mopped up the 
worst forms of destitution, so progress 
along both the growth and equity fronts 
is possible. They have been reluctant, 
however, to face up to the fact that some 
third world countries, capitalist to the 
core, have done much the same thing. 
How can this diversity of results across a 
number of countries with widely different 
class structures and social relations be ex- 
plained? This is another item for the fu- 
ture agenda of radicals. 

IV. The Transition to Socialism 

In this final part we shall discuss some 
of the controversy among radical econo- 
mists regarding problems of countries in 
transition from pre-capitalist or capitalist 
to socialist economies. This survey in- 
cludes issues associated with the question 
of alternative paths to a socialist society. 
It also covers some of the literature con- 
cerned with whether the Soviet Union, 
China, and a few other socialist countries 
are in fact socialist. 

A. Background 

If the main prediction of Marx and En- 
gels had come true, socialism would have 
been built on the high and sturdy founda- 
tions of advanced capitalist societies. 
These foundations would have included 
a generous supply of productive forces, 
a large and knowledgeable urban indus- 
trial working class, a capitalist class that 
was mostly without function, and a highly 
concentrated industrial structure of huge 
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enterprises and financial firms. Proleta- 
rian revolutions would have occurred in 
these societies because of the increasing 
failure of capitalism to utilize properly its 
productive forces, including, especially, its 
army of labor power and because of the 
continuing exploitation of workers by an 
increasingly parasitical capitalist class. 
The victorious working class would have 
constructed a socialist society by radically 
transforming capitalist relations of pro- 
duction to socialist forms, establishing a 
dictatorship of the proletariat over the for- 
mer ruling classes, and releasing the 
underutilized and misallocated, but am- 
ple, productive forces to meet the rising 
needs of the people (Marx 1978; Marx and 
Engels 1947, 1955). 

As it turned out, however, socialism 
arose in the less-developed areas of the 
world where capitalism was still imma- 
ture, urban industrial workers were a 
small proportion of the labor force, stan- 
dards of living were often abysmally low, 
and where only an undeveloped (or un- 
derdeveloped) structure of economic in- 
stitutions and practices existed. Socialism 
had to be constructed on the foundations 
of poverty. Most radical economists ex- 
plain this turn of events along Leninist 
lines; after Marx’ day, capitalism became 
a world system consisting of a global hier- 
archy of exploiting and exploited nations, 
with each nation exploiting those below 
it and being exploited by those above it. 
Those countries at the bottom, which 
were most exploited and most oppressed, 
became the weakest links in the global 
system, and these links were broken by 
nationalist and socialist revolutions against 
the capitalist imperialist nations at the top 
of the pyramidal edifice (L. S. Stavrianos 
1981). 

B. Paths to Socialism 

This chain of events has raised many 
problems about the feasible paths to so- 
cialism from a precapitalist or immature 


capitalist base. An instructive exchange on 
some of these problems took place fifteen 
years ago between Sweezy and Charles 
Bettelheim (1971), which involved the 
meaning of socialism, the theory and prac- 
tice of the transition process, and an analy- 
sis of backsliding by some erstwhile social- 
ist countries to some form of state 
capitalism. Much of this discussion was in- 
fluenced by previous work of Marxist 
economists on the transition from feudal- 
ism to capitalism (Maurice Dobb 1963; 
Sweezy and Dobb 1967). 

Both Sweezy and Bettelheim (1971) 
came to the more recent debate having 
been favorably moved by China’s experi- 
ences under Mao Tse-tung (Mao Zedong) 
especially by the Cultural Revolution and 
unfavorably influenced by Soviet experi- 
ence. Despite this common ground, seri- 
ous differences developed between the 
two analysts. The most basic was whether 
central planning could be identified with 
socialism and the reliance on markets 
identified with capitalism. Sweezy at first 
wrote as though this were so (a position 
also taken by Nicolaus, 1975), but Bettel- 
heim denied these associations, claiming 
that “plan” and “market” were simply 
surface forms behind which lay the real 
social relations, the class structure of soci- 
ety. Bettelheim proposed that socialism 
should be defined as a society in which 
the immediate producers (i.e., the work- 
ers) dominate the conditions and results 
of their productive activity. The crucial 
question, therefore, in judging whether a 
society is on the road to socialism is politi- 
cal: namely, does the working class hold 
power? It is true, Bettelheim acknowl- 
edged, that central planning is conducive 
to the retention of such working-class 
power, while the reliance on markets 
(commodity relations) would tend to un- 
dermine it. However, since both the bom*- 
geoisie and the proletariat can engage in 
planning, and since both will use market 
processes to some dififerent degree, the 
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important question is not plan versus mar- 
ket but proletarian power versus bour- 
geois power. 

Sweezy and Bettelheim (1971) raised 
the question of what constitutes the prole- 
tariat “in the kind of underdeveloped 
countries in which most of the anti-capi- 
talist revolutions of the twentieth century 
have taken place” (p. 49), Sweezy 's own 
reply to this was that the proletariat was, 
in effect, a “substitute proletariat,” which 
had arisen “through prolonged revolu- 
tionary warfare involving masses of peo- 
ple” (p. 52). This substitute proletariat 
consisted of people “with essentially 
proletarian attitudes and values even 
though [they] may not [have been] the 
product of a specifically proletarian expe- 
rience” (p. 52). But their revolutionary ex- 
perience molded them into a revolution- 
ary force for the overthrow of the old 
system and the building of the new one. 

Bettelheim answered Sweezy ’s ques- 
tion by proclaiming that: 

The proletarian character of a revolution, in 
fact, depends more on the dominant role of 
the proletarian ideology and of the party which 
embodies this ideology, than on the ‘numerical’ 
strength of the proletariat. The dominant role 
of the proletariat in the revolution, therefore, 
is primarily ideological and political [1971, p. 
69], 

Thus, according to Bettelheim, anyone 
can take either the capitalist or the social- 
ist road because class positions are not 
“rooted in a class situation circumscribed 
by the process of production” (p. 71) — that 
is, because “proletariat” and “bourgeois” 
are not fully formed at the time of the 
revolution — so, anyone can be trans- 
formed by the ideological class struggle. 
But there must be, in all of this, leadership 
by a Marxist-Leninist party that incorpo- 
rates the “theoretical and practical lessons 
drawn from the struggles of the world pro- 
letariat” (p. 72). Such a party must remain 
the servant of the masses; it must be a 
power instrument of the workers. 


Hence, Sweezy and Bettelheim con- 
cluded, a poor country is on the road to 
socialism if its working class has political 
power, which is exercised by a Marxist- 
Leninist party that is an instrument of the 
workers and which enables them to domi- 
nate the conditions and results of their 
productive activity. This underlying 
power will be reflected on the surface by 
the increasing domination of planning 
over markets. The roles of revolutionary 
movements and proletarian ideology are 
crucial in poor countries that largely lack 
an authentic proletarian class, for a substi- 
tute proletariat must be fashioned from 
such experiences. 

With regard to the role of ideology in 
the transition to socialism, radical econo- 
mists have been much influenced by the 
writings of Antonio Gramsci (1957, 1971). 
He stressed how important it was for the 
proletariat in a capitalist society to de- 
velop its own culture and ideology prior 
to its assumption of power so as to over- 
come, after the revolution, bourgeois 
ideology that was bound to remain strong 
for some time. Gramsci believed that the 
proletariat had to become “philosophers,” 
with a critically coherent conception of 
the world. It should not mouth and act 
out the philosophy of the dominant class. 
He reminded the proletariat that correct 
ideas could have the power of material 
forces. But these proletarian elements of 
the superstructure have to be consciously 
and purposely developed, for they do not 
appear from “a haphazard and sporadic 
germination” (1957, p. 187). In this con- 
nection, the Communist Party has an im- 
portant role in the elaboration and propa- 
gation of proletarian ideology, for most 
working people do not have “a clear theo- 
retical consciousness of their actions” 
(1957, p. 66). 

Although, in a poor country, after a suc- 
cessful revolution, the working classes 
may have political power, control over the 
conditions of their work, and the makings 
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of a proletarian ideology and culture, im- 
portant economic problems remain. One 
is whether the new government should 
attempt to attain socialism by first empha- 
sizing gains in production (productive 
forces), changes in relations of production 
(institutions and practices most closely as- 
sociated with work, including class struc- 
tures), or both. This problem presents it- 
self in an exigent form because of the 
material poverty from which the country 
starts. How should it proceed? 

These issues have been raised by a num- 
ber of radicals, including Gurley (1978, 
1983, 1984). There are certain advantages 
to changing the relations of production 
immediately after the revolution, such as 
carrying out land reforms, nationalizing 
some key industries, and beginning a cen- 
tral planning agency. These and other 
measures would qualify in satisfying the 
revolutionists’ immediate demands for 
progress toward socialism and in meeting 
minimum equity standards and the most 
urgent social needs. (But Bukharin, 1979, 
insisted that production was bound to 
fall during the immediate transition pe- 
riod.) 

Beyond those early actions, there are 
several strategies that combine, in varying 
degrees, the development of a country’s 
productive forces, on the one hand, and 
the transformation of its relations of pro- 
duction, on the other. A strategy that gives 
priority for some time to the former, while 
the latter is changed less quickly, is based 
on the belief that “socialist institutions and 
practices are unsustainable if they are not 
supported by higher levels of production” 
(Gurley 1983). The opposing view is that 
such a strategy runs the risk of sooner or 
later undermining whatever gains have 
been made toward a socialist society. This 
is because, in a transition society, capitalist 
incentives, values, and institutions would 
be relied on heavily to achieve the pro- 
duction gains. A second strategy gives 
immediate priority to the radical trans- 


formation of the society’s relations of 
production, while productive forces move 
ahead more slowly. This strategy is 
founded on the belief that “the immediate 
establishment of socialist institutions and 
practices is necessary to eliminate the pre- 
socialist forms that supported the privi- 
leged positions of the old ruling classes — 
thereby getting rid of the old ruling classes 
themselves — and to release the oppression 
exerted on the working classes by these 
feudal and capitalist forms” (Gurley 1983, 
p. 111). This is the strategy generally fa- 
vored by Mao Tse-tung, who believed that 
it would, at the same time, greatly pro- 
mote production gains, as peasants and 
others were released from their chains. 
The opposing view, as previously indi- 
cated, is that socialist institutions cannot 
be sustained in the absence of a highly 
productive economy — a view that as- 
sumes, contrary to Mao’s behef, that the 
two tasks are trade-offs, not complements; 
that the active pursuit of one goal tends 
to endanger the attainment of the other. 

Radicals seem sharply divided on this 
issue, or at least much puzzled by it. Most 
would probably agree with Sweezy and 
Bettelheim (1971) that the paramount 
consideration during the transition to so- 
cialism is to insure that workers possess 
political power. But whether that power 
can be retained by pursuing, for some 
time, primarily production gains (as China 
is presently doing) is a question unre- 
solved, indeed hardly discussed, in radical 
literature. Similarly, there has been little 
discussion of the other strategy that may 
employ “leaps” (rapid and coordinated 
changes in relations of production), the 
counterpart to the “big pushes” on the 
production side. Some of these issues have 
been addressed recently by Victor Lippit 
in a thoughtful analysis of the dynamics 
of the transition process (Selden and Lip- 
pit 1982), and Bettelheim, in all of die 
works cited, has treated these issues his- 
torically and analytically. 



1130 Journal of Economic Literature, Vol. XXIII {September 1985) 


C. Backsliding 

There has been much discussion and 
a great deal of disagreement among radi- 
cals regarding whether the Soviet Union, 
the countries of Eastern Europe, and 
China are socialist societies in the Marxian 
sense. The debate has necessarily involved 
the meaning of Marxian socialism, as well 
as analyses of those societies’ conformity, 
or lack of it, to the Marxian principles. 
As would be expected, the Soviet Union, 
Eastern Europe, and China have their de- 
fenders, but also their detractors, among 
the radicals. 

An early indictment of the Soviet Union 
was that of Leon Trotsky (1972, originally 
published: 1937) who, in the mid-1930s, 
claimed that the Soviet Union was a “tran- 
sitional society,” not yet a sociaUst one. 
Trotsky alleged that socialism requires 
a substantial buildup of the productive 
forces and, in an underdeveloped country, 
international proletarian help, neither of 
which occurred during the 1920s in the 
Soviet Union. He believed that Stalin’s 
radical policies at the end of the 1920s 
and the beginning of the 1930s were intro- 
duced too suddenly and without adequate 
political preparation. Since then, he noted 
in 1937, the country had made impressive 
economic gains but at tremendous costs — 
lagging labor productivity, gross imbal- 
ances, poor quality of goods, terrible man- 
agement, growing inequalities and privi- 
leges, and a huge bureaucracy. The last, 
according to Trotsky, resulted from the 
isolation and backwardness of the Soviet 
Union; the bureaucracy arose from the de- 
feats of the European working classes in 
the 1920s and the decimation of Soviet 
workers in the civil war of 1918-1920. 

Trotsky pointed out that socialism is not 
automatically attained by public owner- 
ship of the means of production, for such 
juridical forms have different social con- 
tent at different levels of the productive 
forces, A “true socialism,” he said, re- 


quires the spread of democracy, freedom, 
greater equality, central planning, and 
revolutionary internationalism in foreign 
policy. Socialism cannot be slowly built in 
one country, from a level of impoverish- 
ment and surrounded by enemies. Any 
such socialism will be deformed, distorted, 
and truncated — a caricature of the society 
that Marx visualized. 

Sweezy analyzed the state of Soviet soci- 
ety forty years later. He believes that the 
Soviet Union does not come near to living 
up to the principles of a Marxian-socialist 
society, but that it is not a capitalist soci- 
ety, either (Nov. 1967, Nov. 1974, Jan. 
1975, Mar. 1976, and May 1977a). On the 
first point, Sweezy writes that the USSR 
has a ruling stratum composed of political 
bureaucrats and economic managers, 
which is steadily hardening into a new rul- 
ing class. Consequently, workers are di- 
vorced from the power centers and, in 
fact, according to Sweezy, the entire soci- 
ety is depoliticized and nonrevolutionary. 
This has turned individuals’ concerns in- 
ward toward themselves and their families 
and away from social problems generally, 
and it has required increasing use of pri- 
vate-material work incentives rather than 
collective-moral incentives. Sweezy views 
Soviet society as containing large dispari- 
ties in incomes and privileges and as vio- 
lating socialist principles of equality in its 
distribution of consumer goods. He specu- 
lates that the Soviets could have made dif- 
ferent decisions during the 1920s, thereby 
taking a different path to a socialist soci- 
ety, but, once the wrong path was chosen, 
the future was mostly determined by the 
past (Oct. 1977). The mistakes were Sta- 
lin’s in subordinating almost everything 
to rapid economic growth, in fostering 
inequalities in income and status, in en- 
couraging the erection of a huge bureau- 
cracy and the creation of a labor aristoc- 
racy and a managerial elite, and in failing 
to rely on the masses in building a socialist 
society. Sweezy thinks that, without the 
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continuing participation of the workers in 
building socialism, the planning system 
necessarily became inefficient and un- 
wieldly and work incentives had to take 
increasingly bourgeois forms. 

In Bettelheim’s (1976b, 1978) two vol- 
umes on the USSR, which cover the period 
1917-1930, he contends that the Bolshe- 
vik Party very early succumbed to “eco- 
nomism” — an interpretation of Marxism 
that subordinates the transformation of so- 
cial relations to the development of pro- 
ductive forces. Economism shuns class 
struggles in the belief that the bourgeoisie 
can be overcome without them. The re- 
sult, according to Bettelheim, was that so- 
cial relations of production and distribu- 
tion were largely unchanged. The reasons 
for this were that the Bolsheviks had a 
very narrow — and narrowing — revolu- 
tionary base, with hardly any influence in 
the countryside, they lacked an under- 
standing and the experience to overcome 
the complex problems facing them (war 
and civil war, foreign interventions, eco- 
nomic disasters, isolation in the world), 
and they did not have the resources to 
replace the bourgeois bureaucracy and 
the bourgeois industrial managers. Bettel- 
heim emphasizes that proletarian political 
power, nationalization, and other new ju- 
ridical relations do not automatically pro- 
duce socialism. That requires protracted 
class struggles, which the Bolsheviks did 
not carry out. As a consequence, a new 
ruling class emerged, a state bour- 
geoisie. 

Bettelheim also shows that Stalin’s and 
other Soviet leaders’ decisions to replace 
Lenin’s New Economic Policy, begun in 
1921, with all-out collectivization of the 
countryside was based on erroneous rea- 
soning: that the kulaks were mainly re- 
sponsible for die slowing of agricultural 
progress, and that the potentialities of ag- 
riculture under existing arrangements 
were exhausted. Thus, the Soviet leaders 
failed to carry through the NEP, incor- 


rectly blamed elements of the NEP for 
problems arising in the late 1920s, and 
mistakenly struck out on a radically differ- 
ent path. The leaders did not adhere to 
NEP because they did not imderstand the 
potential of the peasants and they wanted, 
through industrialization, to expand an ur- 
ban proletariat. 

Rudolf Bahro (1981) has written a pow- 
erful analysis of Eastern Europe, including 
the Soviet Union, but his policy recom- 
mendations appear either irrelevant to 
the analysis or border on utopianism. 
Bahro contends that this geographical 
area is following, not a Marxist path to 
socialism, but a “non-capitalist road” to 
industrialization. He characterizes the 
Eastern European societies in still other 
ways: an “actually-existing socialism,” 
“protosocialism,” and “socialism in an em- 
bryonic stage.” It is clear that he does not 
consider these societies to be genuinely 
socialist. Because they started out on the 
noncapitalist road to industrialization 
from a position of underdevelopment, ac- 
cording to Bahro, a strong bureaucratic 
state assumed the tasks of development, 
because no social class was mabire enough 
to lead this march. On top of powerful 
state bureaucracies, party bureaucracies 
were erected, the entire structure becom- 
ing quasi-theocratic and deadening. More- 
over, in these societies, workplaces were 
organized hierarchically, those giving or- 
ders separated from those obeying them. 
Consequently, at the workplaces and in 
government and in the party, the working 
class did not play, and was incapable of 
playing, the leading role in these societies. 

Bahro claims that bureaucratic rivalry 
is the only driving force in noncapitahst 
societies, a counterpart to the profit mo- 
tive under capitalism. However, while 
capitalist competition eliminates the 
“dead wood,” bureaucratic rivalries do 
not. “The laws of bureaucratic behaviour 
time and again take precedence over eco- 
nomic rationality” (1981, p. 222). At al- 
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most every level in these societies, it is 
the people against functionaries. 

Bahro examines the policy implications 
of his analysis by first specifying what he 
calls the two most crucial problems of the 
age; alienation (i.e., powerlessness, impo- 
tence) and the dangers of environmental 
destruction. He calls for a cultural revolu- 
tion to alter radically the awareness of 
people about these problems, and he 
warns that ever-rising material needs 
must be stopped. If they continue to grow, 
he states, society will always be too poor 
for communism — because there then can 
be no “leap into freedom,” as Marx prom- 
ised, beyond the realm of work. Socialism 
is not needed for higher living standards, 
he concludes, but for the reconciliation 
of humans to nature and for the full devel- 
opment of human beings. These are the 
directions in which capitalism is incapable 
of moving, but the bourgeois societies will 
not be vanquished, as Marx prophesied, 
through the continued development of 
productive forces; instead, they will be ov- 
ercome through a change in the con- 
sciousness of the masses. 

While Sweezy and Bettelheim believe 
that the Soviets departed from the path 
to genuine socialism as far back as the 
1920s, other leftist critics of the Soviet Un- 
ion claim that the turn onto the wrong 
path occurred with Khrushchev’s rise to 
power in 1956. This position was taken 
by the Chinese Communist Party under 
Mao Tse-tung’s leadership, and it was the 
view adopted by many Marxists around 
the world who subscribed to the Chinese 
analysis of the USSR. 

The Maoist position was that the Soviet 
Union’s mode of production is state mo- 
nopoly capitalism, which is led by the bu- 
reaucrat-monopoly bourgeoisie and is run 
as a brutal fascist dictatorship. The econ- 
omy of the USSR, according to the Chi- 
nese, is on a war footing, and that aggres- 
sive country desires to take world 
hegemony away from the United States. 


The Soviet Union, in short, has moved 
from capitalist restoration to social-impe- 
rialist policies — that is, imperialist in 
deeds but socialist in words. 

Maoists admitted that the Bolsheviks 
had a terribly rough time in their early 
post-revolutionary years, which com- 
pelled them to compromise with capital- 
ism. These compromises, however, 
became so deeply embedded in the 
economy that, in attempts to eliminate 
them, the Bolsheviks adopted such harsh 
measures as to damage severely social- 
ism’s concern for the people’s welfare. In 
addition, the Maoists alleged, later on Sta- 
lin made many errors, especially in over- 
stressing the role of the productive forces 
and ignoring class relations. This led him 
to promote bourgeois incentives, to toler- 
ate growing inequalities, and to create se- 
rious imbalances in the economy. He ig- 
nored the masses and concentrated power 
at the top. 

Nevertheless, the Maoists claimed, Sta- 
lin did not restore capitalism. This was ac- 
complished when the Khrushchev-Brezh- 
nev group captured party and state 
power, changed the nature of the owner- 
ship of social wealth, and so began to ap- 
propriate much of the surplus value cre- 
ated by the working people of the country 
(Social Imperialism, reprints from the Pe- 
king Review, 1977, and Mao Tse-tung 
1977). 

These themes have been taken up by 
the radical groups identified with the te- 
nets of Maoism. The Revolutionary Union 
(1974), for example, has stated how capi- 
talism was restored by Khrushchev in the 
Soviet Union and then extended by 
Brezhnev and Kosygin. The RU’s analysis 
points to an extension of private markets, 
the undermining of rural collectives, the 
rising importance of the profit motive in 
resource allocation and the retention of 
more profits by the individual enterprises, 
the introduction of sharper wage hierar- 
chies, the acceptance of growing inequali- 
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ties and bourgeois culture, and the pursuit 
of imperialist goals. The Soviet economy 
is a “planned state capitalist” economy, 
according to the RU and other radicals. 
“With the rise to power of Khrushchev, 
the bourgeoisie managed to seize control 
of the Communist Party . . . and from this 
position turn the state into an instrument 
of bourgeois dictatorship and begin the 
restoration of capitalism” (1974, p. 53). A 
new state-financed bourgeoisie, compris- 
ing high party and state officials, became 
the ruling class. The Soviet Union has be- 
come, as this analysis would have it, an 
imperialist power, an arms merchant, and 
counter-revolutionary. These and similar 
views are also expounded by the editors 
of The Communist (1983). 

Other radicals aligned with Soviet 
views, such as Jonathan Aurthur (1977), 
argue that the Soviet Union is still follow- 
ing the socialist path because its industries 
are state-owned, its farms are collectives, 
its central planning system is intact, and 
the workers have political power through 
their vanguard Party. Others add that the 
Soviet economy does not generate busi- 
ness cycles, it has no reserve army of labor, 
it creates no excess surplus value pressing 
for imperialist activation — in short, it does 
not act like a capitalist society, as Marx 
analyzed such a society (Capital, vol. 1, 
1867). 

David Laibman (1983) states that the 
Soviet Union is a socialist society, that it 
has not become either a “state capitalist” 
or “a bureaucratic mode of production.” 
State capitalism, in itself, does not de- 
scribe a social formation because the state 
“derives its social function and power 
from those of the dominant class.” State 
capitalism makes sense only where there 
is “an entrenched capitalist social struc- 
ture complete with all necessary institu- 
tional proximate forms and capable of its 
own reproduction, which then transmits 
to the state sector the social relations that 
are part of its own functioning” (p. 15). 


Similarly, “bureaucratic-exploitation” is il- 
lusory, inasmuch as the power of bureau- 
crats is derivative, depending on the na- 
ture of the dominant class. And Laibman 
claims that a capitalist social structure 
does not exist in the Soviet Union. He cites 
as evidence the various sources of work- 
ers’ power; the absence of a market in 
labor-power, the lack of unemployment, 
and an expanding social security system. 
He also notes the trend toward greater 
economic and social equality and the lack 
of evidence that there is a reproducible 
ruling class or that business cycles have 
been generated. “The overwhelming 
weight of the evidence establishes the ab- 
sence of all the necessary conditions for 
the existence of a ruling upper class” (p. 
29). 

Albert Szymanski (1983) has criticized 
the Maoist view that the Soviet Union is 
no longer socialist. This view, in his opin- 
ion, confuses socialism with communism, 
and anarchism and syndicalism with so- 
cialism. Socialism means workers’ power 
over the economy and state, with income 
distribution according to work, writes Szy- 
manski, and these criteria are compatible 
with material incentives, decentralization 
of decisionmaking, some economic and so- 
cial inequalities, and much else usually as- 
sociated with capitalism. The evidence 
shows that there is no state bourgeoisie 
exploiting the working class. Moreover, 
workers do have ultimate economic and 
political power, even though they may not 
exercise it on a day-to-day basis. Labor 
power is not a commodity, for there is 
no reserve army of labor and wages are 
not set on markets. The economic position 
of the working class has improved mark- 
edly, with higher incomes, greater equal- 
ity, and more social consumption. Also the 
Soviet Union, according to Szymanski, 
does not act as an imperialist power — that 
is, there is no pressure to export capital 
or to invest overseas for profit. In fact, 
Soviet overseas investments are not tmly 
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miniscule but serve largely to facilitate So- 
viet exports. The Soviets do not benefit 
disproportionately from trade with or eco- 
nomic assistance to other countries. 

Ernest Mandel (1979, 1981, 1982) rep- 
resents a position between that of the 
Maoists and that of the radicals taking the 
Soviets’ views. Mandel argues that all “so- 
cialist” countries are in fact societies in 
transition between capitalism and social- 
ism — that is, in the phase of the dictator- 
ship of the proletariat. Beyond socialism, 
the second phase, lies communism. The 
transitional society has relations of pro- 
duction specific to it, not to capitalism or 
socialism. Planning and markets collide in 
the transitional society. The Soviet Union, 
Mandel claims, is “a bureaucratically de- 
generated workers' state,” the bureau- 
cracy being “neither a legitimate repre- 
sentative of the proletariat . . . nor a new 
class” (p. 38), Nevertheless, the Soviet Un- 
ion, too, is in the transition or first phase, 
but its progress is blocked. This bureau- 
cratic barrier can be overcome only by 
a new political revolution. Mandel’s ap- 
proach to this issue was challenged by 
Geoffrey Silver and Gregory Tarpinian 
(1981, 1982) who countered that socialism 
itself is a transition phase between capital- 
ism and communism (hence the “socialist” 
countries may, indeed, be socialist), that 
Mandel’s first phase is devoid of class con- 
tent, and that his notion of socialism is 
ahistorical and utopian. 

The case of the People’s Republic of 
China has also been scrutinized by radi- 
cals, especially since 1976 when Mao died 
and the so-called Gang of Four, his closest 
associates, were deposed and arrested by 
less radical groups. The main questions are 
whether China was on a true socialist path 
during Mao’s reign and whether, since his 
death, the country has set forth on a capi- 
talist road. The position of the Revolution- 
ary Union and other like-minded radicals 
is that Mao’s China, in stark contrast to 
the Soviet Union, was following a Marxian 


path to socialism and communism, and 
that the defeat of the Gang of Four sig- 
naled the triumph of revisionism and an 
abrupt turn down the capitalist road. This 
about-face happened, it is said, because 
it was di£Bcult for the Maoists to rid the 
economy of commodity relations left over 
from the previous society, to weaken the 
spiritual fetters of Confucianism, and to 
shake off the legacy of a colonial mentality 
and a strong nationalist bent. The main 
evidence for the about-face, according to 
this view, is the heavy new emphasis on 
production to the neglect of social trans- 
formation and class struggles, and the 
many bourgeois institutions (e.g., markets 
and private occupations) and practices 
(e.g., monetary incentives and profit crite- 
ria) that have been extended throughout 
the system. Central planning and collec- 
tive activities are giving way to their bour- 
geois counterparts. 

Bettelheim (1978) has written the most 
powerful indictment of the policies of the 
post-Mao regime. He claims that, since 
Mao’s death, China has taken a great leap 
backward from socialism. He supports this 
conclusion with the observations that pro- 
duction and profits now hold sway, domes- 
tic and international markets are increas- 
ingly guiding resource allocation, class 
struggles have been demoted, the masses 
and the workers in particular no longer 
have the initiative as everything is de- 
cided from above, revolutionary con- 
sciousness and the social welfare have 
been pushed to the background by indi- 
vidual interests, socialist institutions are 
being dismantled, and educational, social, 
and economic inequalities have become 
more pronounced. Although Bettelheim 
recognizes errors made, both in theory 
and practice, during the Mao era, he be- 
lieves that Maoist China was clearly on 
the right path and that the “new leader- 
ship . . . can only suffer defeats, as the 
entire history of revisionism shows” (p. 
115). 
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Other radicals demur. Joan Robinson 
(1979a), for example, has questioned most 
of Bettelheim’s interpretations of the new 
policies, alleging either that the policies 
are not really new or that they are not 
incompatible with the pursuit of socialism. 
Other radicals are highly critical of Mao’s 
great leap forward (1958-1960) and the 
cultural revolution (1966-1969, with ele- 
ments continuing to 1976), and they, for 
the most part, applaud the recent turn 
toward what they consider to be a more 
rational set of policies. These analysts be- 
lieve that China has now returned to the 
road leading to a more developed social- 
ism. Mark Selden, for instance, states that, 
during the great leap, Mao pressed the 
system to the point of rupture, that the 
cultural revolution “dimmed the pros- 
pects for further expansion of the pro- 
ductive forces and peasant incomes and 
intensified conflicts among state, collec- 
tive, and individual in ways which strained 
the cooperative fabric to the breaking 
point” (Selden and Lippit 1982, pp. 86- 
87). He believes that Mao, during the late 
1950s, set back the prospects of socialism 
by divorcing policy from economic reality, 
exaggerating rural class struggles, weak- 
ening the democratic and popular founda- 
tions of rural cooperation, unduly increas- 
ing state manipulation of the peasants, and 
in several other ways. Selden approves of 
the renewed emphasis on production and 
economic progress, although he is aware 
of the dangers this might pose to socialism 
if carried out in a one-sided way — that is, 
if social transformation receded too far 
into the background. 

Victor Lippit alleges that Mao’s China 
departed from the “pure socialist model” 
in at least two principal ways: by holding 
almost constant the living standards of the 
peasantry and 'others for too long a time, 
and by allowing hierarchies and excessive 
centralization to develop, especially 
within the state-party structures (Selden 
and Lippit 1982). Although Lippit appre- 


ciates the substantial gains that China 
made under Mao — in health care, income 
security, industrialization, social and eco- 
nomic equality, and in other areas — ^he is 
convinced that China’s lapses seriously 
limited its realization of socialism. In fact, 
he asserts that, if Mao’s extreme policies 
had been “allowed to congeal, there is no 
way China could have effectively carried 
out the transition to socialism” (p. 154). 
Consequently, the policy reversals after 
Mao’s death, Lippit believes, were neces- 
sary for China’s successful pursuit of a so- 
cialist society, even though there remains 
the danger of the new leaders moving to 
extremes opposite of the previous ones. 

Sweezy and Magdoff (1979) have criti- 
cized the tendency of some Chinese lead- 
ers in recent years to rely on “objective 
laws of socialist economic development,” 
which China presumably has to obey, 
come what may. Sweezy and Magdoff ar- 
gue that there are no such laws; there are, 
instead, choices or policy decisions to be 
made at every stage along the way. These 
critics believe that the doctrine of objec- 
tive economic laws of socialism is an exam- 
ple of false consciousness, an ideology. 

The most vigorous defense of post-Mao 
policies, coupled with criticisms of Mao’s 
great leap and cultural revolution, has 
been offered by Xue Muqiao (1981), a Chi- 
nese economist who has held high posi- 
tions in government economic bodies. 
Xue argues that China is in the elemen- 
tary stage of socialism, definitely on its 
way toward a mature socialism and even- 
tually will reach communism. He alleges 
that China’s low level of productive forces 
and the people’s inadequate awareness of 
communist principles (which is itself de- 
termined by the level of productive 
forces) call for compatible low levels of 
social relations. These relations still bear 
the mark of China’s previous society— a 
semicolonial and semifeudal one. Infer- 
ences in the level of productive fbrces» 
Xue claims, account for state enterprises 
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in industry and merely collectives in agri- 
culture; production teams as basic ac- 
counting units in some areas and produc- 
tion brigades in more advanced areas; and 
so on. Xue, in fact, uses China’s economic 
backwardness to justify all sorts of capital- 
ist institutions and practices — free mar- 
kets, private plots, piece-rate wages, pri- 
vate employment, inequalities, decontrol 
of decisionmaking, and much more. 

It requires a lengthy process to rid the 
society of feudal and capitalist legacies 
and to implant fully socialist and ulti- 
mately communist relations. Indeed, Xue 
states, “the period of socialism may last 
several hundred years”! (p. ix). This transi- 
tion from feudal-capitalist to communist 
relations will comprise at least three sub- 
stages: the transition from individual to 
collective ownership, from the latter to 
socialist ownership by all the people, and 
from the latter to communist ownership 
by all the people. The attainment of the 
second sub-stage of mature socialism re- 
quires the modernization of all sectors, the 
transformation of most collectives into 
production units owned by everyone, eco- 
nomic abundance, higher educational 
achievements, and widespread socialist 
democracy (pp. 16-17). 

Xue implies that the test of whether the 
social relations are too advanced lies in 
the performance of real output. If real out- 
put fails to grow, the relations of produc- 
tion are probably too far ahead of the 
productive forces. If, on the other hand, 
real output is growing adequately, the so- 
cial relations are correct or perhaps even 
too backward. 

Finally, Xue cautions against undue 
concern with class struggles. The bour- 
geoisie, he writes, no longer has the mate- 
rial basis for its existence. It is a renmant, 
not a vital, strong force. China’s emphasis, 
therefore, should be on production, even 
though bourgeois ideology lingers on, for- 
eign bourgeoisie oppose China, and small 
producers within the country exist and 
generate petty-bourgeois influence. 


A Final Word 

It is clear that there is much disagree- 
ment and indecisiveness among the radi- 
cals regarding whether the Soviet Union, 
China, or some other country is truly so- 
cialist in the Marxian sense. Although most 
radicals, in testing such a proposition, 
would properly look first at who has politi- 
cal power (i.e., which class controls the 
state — the bureaucracy and the military), 
there is increasing discordance beyond 
that. How much private enterprise (as op- 
posed to social ownership) can a society 
allow and still be socialist? How much reli- 
ance on markets (as opposed to central 
planning)? How much income and wealth 
inequality? How much reliance on the 
capitalist incentive of individual payment 
for individual work (as opposed to moral, 
group, and social motivations, or payment 
according to need)? How much emphasis 
on the capitalist values of winning and 
keeping (rather than participating and 
sharing)? And how much dedication to na- 
tionalist concerns (as opposed to proleta- 
rian internationalism)? 

Why are there such discordant radical 
tones on these issues? Under the best of 
circumstances, these are difficult prob- 
lems, and one should expect sharp difFer- 
ences of opinion. But the basic reason for 
the disarray, it seems to us, is that radicals 
do not have a useful theory of long-term 
global socialist development that informs 
them of the characteristics of socialist soci- 
eties in their early, middle, and later 
stages of development. Radicals do have 
such a theory about capitalist develop- 
ment — that it evolved from a commercial- 
mercantilist to an industrial stage, in the 
latter from competition to monopoly, 
from monopoly capitalism to imperialism 
and a global system, from that to state mo- 
nopoly capitalism and neocolonialism, and 
so on. And in each stage of development, 
capitalism is said to have exhibited certain 
definite traits in its productive forces, rela- 
tions of production, as well as political and 
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cultural superstructure. But when it 
comes to socialist development, it appears 
as though many radicals expect newly- 
formed socialist nations, even in their in- 
fancy, to display right away all the pure 
and perfect attributes of an ideal Marxian 
society. If any does not, it is in effect 
drummed out of the brotherhood. Proba- 
bly for most radicals today there i.s no 
country in the entire world that they can 
proudly call socialist. 

Now, radicals may be right about that, 
but an analytical framework is needed be- 
fore an opinion issuing from personal pref- 
erences can be replaced by a more scien- 
tifically-based finding. This task, too, 
should be high on the agenda of radicals 
over the next few years. 
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I. Introduction 

T DEAS associated with implicit contracts 
originate in the work of Martin Baily 
(1974), Costas Azariadis (1975) — who ap- 
parently coined the term — and Donald F. 
Gordon (1974) though certain pre-Keynes- 
ian views of the labor market such as the 
remarkably enduring work of John R. 
Hicks (1932) and later analyses by Armen 
Alchian (1969) and others are important 
predecessors. This line of research has 
been extremely active in the past decade 
and is notable for bringing microeconomic 
theory to bear on the problem of unem- 
ployment and employment fluctuations. 
Forty years ago Franco Modigliani (1944) 
identified the workings of the labor mar- 
ket as the weak link in understanding 
macroeconomic fluctuations. The promise 
of implicit contract theory lies in taking 
a step toward repairing that deficiency. 
Practical interest in this theory also has 
been promoted by a search for alterna- 
tives to the Phillips’ Curve approach to 
labor market eqmlibrium, which was criti- 
cized for its inconsistencies with micro- 
theory by Milton Friedman (1968) and 
Robert Lucas (1973), and which failed em- 


pirically in the inflationary environment 
of the 1970s. 

The speed with which the term implicit 
contracts has entered the economics vo- 
cabulary is slightly astonishing, but pe- 
rusal of the literature reveals considerable 
controversy and strongly held differences 
of opinion on the meaning of the term 
and its implications. It is natural enough 
that passions tend to be aroused by any 
model purporting to analyze employment 
security and stability, and professional dis- 
agreements in this area undoubtedly are 
not made less intense by intellectual ten- 
sions in the field of macroeconomics to- 
day. These debates will not be joined here. 
My goal is limited to presenting some ele- 
mentary versions of the theory with sufiB- 
cient clarity to reveal its main content and 
its relationship with more conventional 
ways of thinking about labor markets. For 
these reasons as well as the fact that re- 
search in this area is proceeding at a rapid 
pace, it is inevitable that this survey is in- 
complete. Additional material may be 
found in the surveys by Azariadis (1979), 
Azariadis and Joseph Stightz (1983), Oli- 
ver Hart (1983), Takatoshi Ito (1982) and 
Aba Schwartz (1983), which differ in style 
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and perspective from what is presented in observed real wages and prices. But 


here. The following serves as a summary 
and overview. 

(1) Viewing labor market exchange in 
terms of contracts represents an interest- 
ing and novel methodological departure 
from conventional models in which mar- 
ket wage rates decentralize impersonal 
and unilateral labor demand decisions by 
firms on the one hand and labor supply 
decisions by workers on the other. In con- 
trast, contracts are inherently bilateral 
negotiations between partners that are 
disciplined by external opportunities, 
making analysis of the labor market more 
akin to the marriage market than to the 
bourse. Contract markets are supported 
by frictions and specificity of employment 
relationships that tend to insulate con- 
tracting parties from short-run external 
shocks and which take current wage rates 
“out of competition” in allocating labor 
resources. 

(2) A contract is a voluntary ex-ante 
agreement that resolves the distribution 
of uncertainty about the value and utiliza- 
tion of shared investments between con- 
tracting parties. The contract specifies 
precisely the amount of labor to be uti- 
lized and the wages to be paid in each 
state of nature, that is, conditional on in- 
formation (random variables) observed by 
both parties. Wage payments in a contract 
reflect both allocative production deci- 
sions and risk-sharing and income transfer 
decisions jointly determined by both par- 
ties. 

(3) Contract theory neither resolves nor 
illuminates questions of Keynesian unem- 
ployment based on nominal wage and 
price rigidities, money illusion and non- 
market clearing. Explanations for “sticky” 
wages and prices that impede efficient la- 
bor utilization must be sought in other 
quarters. Contracts allocate resources 
through a subtle and “flexible” nonlinear 
pricing mechanism, which sometimes 
gives the outward appearance of rigidities 


these observed rigidities signal little about 
market failure. 

(4) The most important empirical im- 
plications of contract theory follow from 
the hypothesis that contract wages em- 
body implicit payments of insurance pre- 
miums by workers in favorable states of 
nature and receipt of indemnities in unfa- 
vorable states. Contractual income trans- 
fers smooth consumption, which interacts 
with labor utilization by eliminating in- 
come effects. The prominence of substitu- 
tion effects promotes an elastic labor utili- 
zation response to socially diversifiable 
external shocks. Contracts tend to increase 
the volatility of employment, but these 
effects are difficult to detect in structural 
econometric models because observed 
wages reflect more than production/labor 
supply efficiency margins in contract mar- 
kets. 

(5) Only socially diversifiable risks are 
contracturally insurable. Complete con- 
tracts and full risk-shifting imply that all 
ex p>ost aspects of contracts, including pos- 
sible layoffs and unemployment, are “vol- 
untary”: laid-off workers in a firm are no 
worse off than those remaining employed, 
distinctly non-Keynesian. Nondiversifia- 
ble and uninsurable risks, risk aversion of 
firms, information asymmetries and other 
costs that make contracts incomplete are 
needed to create ex post involuntary as- 
pects into contract terms. Incomplete risk 
shifting qualifies the main empirical impli- 
cations of contracts because income ef- 
fects play a more prominent role under 
those circumstances: Consumption varies 
more and labor utilization varies less in 
response to demand shocks than when 
contracts are complete, similar to conven- 
tional theory. 

The paper is organized as follows: The 
next section presents some background 
and contextual discussion of labor market 
contracts. An elementary contract is aiui- 
lyzed in Section III, where employment 
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is modeled as an all-or-nothing affair. This 
model has some simple properties, but its 
special features obscure the relations be- 
tween contract theory and conventional 
theories of labor markets. Section IV pre- 
sents a more familiar model which clarifies 
these relationships. Section V takes up the 
distinction between layoffs and workshar- 
ing viewed as choices at the extensive and 
intensive margins. Section VI sketches 
some extensions to intertemporal prob- 
lems and the relation between contract 
theory and intertemporal substitution the- 
ory. The models in Section II-VII are 
based on common information assump- 
tions. Much research in this area has inves- 
tigated asymmetric information models as 
sources of market failure. Discussion of 
that work necessarily requires more ad- 
vanced methods and appears in Section 

VII. Conclusions are found in Section 

VIII. 

II. Background 

The first substantial treatment of the ef- 
fects of unemployment on a labor market 
is Adam Smith’s discussion of equalizing 
wage differences on unemployment risk. 
Smith recognized that workers exposed 
to such risks, e.g., bricklayers, would re- 
quire higher wages while employed to 
compensate for less regular work patterns 
and to sustain consumption during periods 
of slack demand. An extra premium might 
be needed to compensate risk averse 
workers for bearing earnings risk. 

Refined development of this idea has 
occurred only in recent years, beginning 
with the work of Michael Todaro (1969), 
John Harris and Todaro (1970), Arnold 
Harberger (1971) and Jacob Mincer 
(1976), which is notable for analyzing the 
effects of market controls and minimum 
wages on unemployment, viewed as an 
equilibrium phenomenon. Workers array 
their search activities across markets to 
equate expected earnings in each. If 


wages are constrained as a clearing mech- 
anism, something else must do the job anc 
that is the probability of finding employ- 
ment. In equilibrium workers queue up 
for high wage jobs in the regulated sector: 
greater unemployment and smaller job 
finding probabilities are observed in those 
markets where wages are highest to en- 
force the equilibrium supply condition. 
These models have had some success in 
explaining urban unemployment in less 
developed economies. 

Robert Hall (1970) incorporated some 
novel inventory theoretic ideas into mod- 
els of this type to account for persistent 
spatial differences in unemployment. Cit- 
ies with greater equilibrium unemploy- 
ment rates must pay wage premiums tc 
attract workers. Higher wages support 
longer unemployment spells and more 
frequent transitions between jobs, and 
represent the implicit prices that firms 
must pay for the privilege of drawing on 
an inventory of ready labor. The advan- 
tage of this reserve army of the unem- 
ployed, as it were, lies in greater flexibility 
and quicker responses of employment de- 
cisions by firms facing shifting and uncer- 
tain demands. Robert Topel (forthcoming) 
extended the argument to incorporate in- 
termarket mobility and found evidence 
of equalizing differences on local unem- 
ployment rates when unemployment in- 
surance is properly accounted for. A full 
market equilibrium analysis in this vein 
was attempted, but incompletely realized 
by Hall (1979). 

So far, the most complete micro-analysis 
of equalizing differences in the Smithian 
mode is by John Abowd and Orley Ashen- 
felter (1981, 1984), based on utility theory 
and rationing constraints on hours avail- 
ability. This and related work by Rober' 
Hutchens (1983) and Stephen Bronar. 
(1983) find small, but persistent equalizing 
wage rate differences among jobs, but in- 
significant, if not perverse effects on the 
variability or risk elements. Small effects 
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for mean diflFerences might be expected 
when the value of leisure is taken into ac- 
count, but the unsubstantial effects of risk 
are not consistent with this theory. 

The literature reviewed here concen- 
trates much more on the contractural fea- 
tures of labor market exchange than on 
implicit risk attributes of jobs. However, 
an important link between the two is pro- 
vided in an unpublished paper by H. 
Gregg Lewis (1969) and more recently by 
Tomio Kinoshita (1985). Lewis analyzed 
a deterministic market in which both em- 
ployers and employees care about hours 
worked per employee. The equilibrium 
that emerges out of this analysis looks 
much different than that of a traditional 
market: a single wage does not clear the 
market. Instead, each firm offers fixed 
wage-hours packages, insisting that its em- 
ployees work a- fixed number of hours in 
exchange for a fixed income or seek em- 
ployment elsewhere. A nonlinear equaliz- 
ing wage-hours locus across firms serves 
as the equilibrium concept. There is an 
important sense in which implicit contract 
theory extends these ideas to incorporate 
uncertainty, since a contract specifies 
wage-work package deals for each state 
of nature. 

Professional interest in contract theory 
has been stimulated by a number of recent 
empirical observations on labor market in- 
stitutions. Many features of labor markets 
bear little resemblance to impersonal Wal- 
rasian auction markets. Chief among them 
is the remarkable degree of observed 
worker-firm attachment. Martin Feld- 
stein’s (1975) surprising finding that over 
70 percent of layoffs are temporary, with 
most laid-off workers ultimately returning 
to their original employers, was confirmed 
on similar ag^egate data by David Lilien 
(1980) and by much different methods on 
micro-panel data in a recent study by 
Lawrence Katz (1984). The typical adult 
male worker spends twenty years or more 
on a single job (Hall 1982) and the proba- 


bility of job turnover is a sharply declining 
function of job tenure (e.g.. Mincer and 
Boyan Jovanovic 1981; William Randolph 
1983). Most job changes in a worker’s life 
occur at younger ages, and a person who 
has persisted in the same job for a few 
years is likely to continue employment in 
it for a long time to come. If tenure is 
de jure in academia, it is de facto in much 
of the labor market at large. These find- 
ings can be explained by search theory 
through “job shopping” (William Johnson 

1978) or searching for the best “match” 
between a worker and a firm (Jovanovic 

1979) . 

The rationale for observed employment 
continuity ultimately rests on Gary Beck- 
er’s (1964) concept of firm-specific human 
capital, which formed the basis of the ear- 
lier quasi-fixed cost theory of employment 
fluctuations originated by Walter Oi 
(1962). Robert Hart (1984) presents an up- 
to-date discussion and prior references. 
Quasi-fixed cost theory and implicit con- 
tract theory share many of the same fea- 
tures and assumptions, as demonstrated 
in the recent book by Arthur Okun (1981), 
who attempted an integration of the two. 
Charles Schultze (1985) pursues this line. 
Fixed costs, firm-specific investments or 
match-specific capital create the equiva- 
lent of market frictions that render signifi- 
cant value to enduring employment 
relationships. Maintenance of existing 
employment attachments creates shared 
rents which introduce a wedge between 
the value of a current job and outside op- 
portunities. Rents relax momentary arbi- 
trage constraints between current wages, 
current fortunes of the firm, and general 
labor maket conditions, as in the econom- 
ics of marriage (Becker 1973). Under these 
circumstances it is expected present val- 
ues of wages that matter to firms and 
workers, not necessarily the current wage. 
Wage income is in part an installment pay- 
ment on specific-investments; Hall (1980); 
James R. Millar (1971) presents an inter- 
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esting early model along these lines which 
deserves to be pursued. 

Fixed cost theory focuses on quantity 
adjustments of labor inputs to changing 
demand conditions. Implicit contract the- 
ory potentially provides a more complete 
description of wage adjustments as well. 
For if firm-specific investments are an im- 
portant component of labor market ex- 
change, employment specificity implies 
that the worker is effectively a partner 
in his enterpri.se. But the return on spe- 
cific capital embodied in workers is inher- 
ently stochastic and its joint ownership 
raises deep questions of how this capital 
is utilized and how its risks are shared. 
An ex ante agreement, or contract, re- 
solves these issues of utilization and risk- 
sharing. 

Theoretical research on contracts has 
been propelled by recent developments 
in the economics of uncertainty and infor- 
mation. Feldstein’s (1976) and Baily’s 
(1977) analyses of the U.S. unemployment 
insurance system showed the practical 
relevance of applying insurance principles 
to certain labor market activities. Econo- 
mists’ increasing understanding of state- 
contingent claims theory (Kenneth Arrow 
1964; Gerard Debreu 1959) has played its 
part as well. 

However, the idea of implicit contracts 
goes back to Frank Knight’s (1921) views 
of the entrepreneur as a residual income 
recipient and bearer of risk. Knight’s en- 
trepreneur makes contractual commit- 
ments to input suppliers and earns a risky 
return on the diflFerence between stochas- 
tic receipts and fixed contractual and 
other costs (Friedman 1962). Contracts 
with workers are supported by human 
capital specificity. Occupational selection 
suggests that entrepreneurs are less risk 
averse than the average person (Richard 
Kihlstrom and Jean-Jacques LaflPont 1979, 
1983). Modern analysis also shows that en- 
trepreneurs shift some of these risks to 
the capital market. Nonetheless, a firm’s 
owners m' y h^ve comnarative advant-’Pe 


at risk management through portfolii 
diversification, whereas a worker’s mail 
wealth is nonmarketable human capita 
Specialized human capital, and firm-spe 
cific human capital in particular, is not di 
versifiable and does not collateralize cor 
sumption loans in modern economiei 
Furthermore, there are practical limita 
tions, from moral hazard and adverse se 
lection, on private unemployment insur 
ance markets, because workers anc 
employers share employment and wag 
decisions in any state of nature. The insur 
ance features of contracts therefore mani 
fest the gains from trade between effec 
tively more and less risk averse agents 
and, since employment and earnings deci 
sions are internalized at the firm level 
partially avoid direct monitoring by thirc 
parties. It is these risk-shifting gains frorr 
trade that intermingles insurance anc 
productive efficiency considerations in ot 
served contract wages, and which deter 
mines how risks on shared investments are 
allocated. 

Casting employment arrangements i 
contractual terms leads to a fundamen 
tally different analysis, conceptually, fron 
that of a standard competitive market. Ir 
traditional theory the worker is presentee 
with a market-determined wage and de 
cides how much labor to supply to the 
market at large at that wage. The finr 
decides how much impersonal labor ser 
vices to buy. A contract specifies, up front 
exactly how much labor the worker musi 
supply and exactly what the wage will br 
in various circumstances at some particu 
lar firm. When the state of nature is actu 
ally realized there is no further scope foi 
free choice at some external, market-de 
termined wage rate. Instead, the workei 
supplies precisely the agreed upon quan 
tity of labor (possibly none) at the previ 
ously agreed-upon wage payment, ever 
though he might ex post prefer something 
different. Sometimes the agreement eve 
transfers the rights of employment anc 
hours determin-'Hon to the comnlete di. 
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cretion of a specific employer. These as- 
pects of ex ante bilateral negotiation and 
agreement inherent in a contract system 
have no counterpart in an idealized de- 
centralized competitive market in which 
all decisions are impersonal and unilateral. 
This difference is well expressed by 
Dkun’s (1981) felicitous characterization 
of a contract market as the “invisible 
handshake” rather than the invisible 
hand. 

An employment relationship represents 
a complex interaction of authority, delega- 
tion, personal interactions and monitor- 
ing, so complex that remakably few provi- 
sions are actually written down.‘ Yet the 
economic analysis of implicit contracts 
amounts to working out the details of an 
explicit contract concerning wages and 
employment under uncertainty. Hence 
an implicit contract must be intepreted 
in the “as if” sense of an explicit one, as 
a mutual understanding between worker 
and employer that the invisible handshake 
implies, as in commercial contracts. At 
one level applying this as-if principle is 
no different from most theorizing in eco- 
nomics. At another, we know that con- 
tracts do not contain all contingencies be- 
cause many of them cannot be foreseen 
and there are so many possibilities that 
contracting costs are prohibitive. The ex- 
tent to which format consideration of 
these costs and benefits affects any as-if 
model which ignores them is an open 
question that can be answered only by the 
empirical usefulness of the simpler theory. 

III. Contracts with Layoffs 

The literature on implicit contracts has 
introduced some new language and tech- 

*The common law doctrine of at-will governs 
employment contracts (Clive Bull 1983; Richard Ep- 
stein 1984) and allows termination without fault at 
the will of either party at any time. Union contracts 
and certain Equal Opportunity legislation are major 
exceptions to at-will contracts. Both stipulate for- 
cause provisions and extensive adjudication proce- 
dures. 


nical paraphernalia that sometimes makes 
the fundamental ideas difficult to grasp. 
This section sets out a simple one-period 
model aimed at clarifying the essential 
concepts. Models of this timeless type 
were first introduced by Azariadis (1975) 
and much of the subsequent literature has 
followed in this vein. 

The basic set-up is this: the firm con- 
tracts with a group of workers. For sim- 
plicity, they are assumed to be identical 
in talents and preferences. The firm pro- 
duces an output with a production func- 
tion that depends on the utilized labor of 
its contract employees. This production 
function has conventional properties, ex- 
cept that it is shocked by a random varia- 
ble 6. The stochastic disturbance 6 is 
meant to reflect demand uncertainty and 
shocks to technology or other input sup- 
plies that are produced by external forces 
not controlled by contracting parties. The 
term “common knowledge” refers to the 
assumption that all relevant information 
is available to all parties. The probability 
distribution function of 6 and the actual 
ex post realization of 6 is costlessly ob- 
served and agreed upon by all contracting 
parties. This assumption carries great 
force, for it implies that the contract can 
be conditioned on the realization, that is, 
on the “state of nature” that actually ma- 
terializes ex post. 

The contract is a set of conditions such 
as: “if d turns out to have the value 6i 
then the worker agrees to supply exactly 
xxxx units of labor in exchange for exactly 
xxxx dollars.” Statements of this form 
cover every possible realization of 0. This, 
and the fact that information is complete 
means that there is no economic rationale 
for any ex post renegotiation of terms (no 
“new” information comes in). Of course, 
nature is random, so contracting parties 
might well regret certain ex post realiza- 
tions, similar to the way a poker player 
might have ex post regret, though ^lere 
is nothing to be done about it then. These 
informational assumptions seem severe, to 
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be sure, but they are exactly the same as 
the Arrow-Debreu contingent claims mar- 
ket model. Much work has been and con- 
tinues to be done on models in which in- 
formation is not common in this sense. 
However, the basic ideas are most easily 
seen in the simpler common information 
models. 

The key simplifying assumption in Aza- 
riadis’ model is specifying worker prefer- 
ences in the form u = U{C + mL), where 
C is consumption, L is the fraction of time 
devoted to leisure, and m is a constant. 
Normalize L so that 0 ^ L < 1. The 
worker is assumed to be risk averse: 
U' > 0 and U" <0. This utility function 
has linear indiflterence curves: C and L 
are perfect substitutes, with constant mar- 
ginal rate of substitution m. Alternatively, 
imagine the worker dividing his available 
unit of time between market work and 
the production of an equivalent but non- 
marketable good with production func- 
tion mL. Here, m is the marginal product 
of time in producing nonmarket goods. 
In either case, m is the unique reservation 
price of time supplied to market work. 
The conventional labor supply problem 
has a very simple solution in this case: ei- 
ther the worker supplies his entire endow- 
ment of time to the market or to leisure. 
This feature carries over to a contract as 
well. It is natural to identify a contractual 
provision which stipulates L = 1 in some 
state of the world as a layoff in that state. 

The firm’s production function is as- 
sumed to be of the form x =df (N), where 
N is utilized labor services and f'(N) > 
0 and/''(N) < 0 — ^positive and decreasing 
marginal product of labor. Capital is ig- 
nored. The random variable 0 is distrib- 
uted with known distribution function 
G{d) and density function G'(0) = g(0). 
Its mean is Ed = fi, known at the time 
the contract is struck (alternatively, ft may 
be random, but the contract is condi- 
tioned on it). Because the contract will 
specify either L = 0 or L = 1, for workers 


with preferences such as these, wr 
N = pn, where n is the fixed number 
workers under contract, p is the propc 
tion of them who work, and 1 — p is t 
proportion who don’t work or the lay 
rate. Furthermore, 0 ^ p < 1. Given sorr 
realization of 0, the contract specifies 
wage payment Ci to those employees i: 
structed to work and possibly a layoff pa 
ment C2 to those who are laid off. Wor 
or nonwork assignments are drawn by lo 
represented by the employment probabi 
ity, p. Thus, the contract specifies a se 
of three numbers (Ci, C2, p) for each poss 
ble outcome 0. Another way to describ 
it is by three functions of the outcome: 
C,{0), Ciid) and p(0). 

An employed worker (L = 0) receive 
no nonmarket goods and obtains utilit 
U{Ci(6)) under the contract. This occur 
with probability p(0). A laid off worke 
(L = 1) produces m units of the nor 
market good and has contracted for C2(6 
of market goods, so utility is f7(C2(0) - 
m). This occurs with probability (1 — p(0)' 
Therefore the ex ante, expected utility c 
a worker in this firm is 

£:u = /[C/(Cx(0))p(0) 

(1 

+ UiCiiB) + p(0))]dG(0). 

The contract (Ci(0),C2(0),p(0)) maximize 
the worker’s expected utility (1) subjec 
to an expected profit or utility constrain 
for the firm. It is Pareto optimal b 
construction.* In state 0 the firm produce 
output of value 0/(p(0)n) and incurs cor 
tractual costs of np(0)Ci(0) paid to err 
ployed workers and costs of n(l - 
p(0))C2(0) paid to laid-off workers. Thi 

* The origins of this problem lie in Wassilly Leor 
teif (1946). Contract curve approaches to trade unio 
bargaining have been developed recently by la 
McDonald and Robert Solow (1981), Thomas Mi 
Curdy and John Pencavel (forthcoming) and Orle 
Ashenfelter and James Brown (forthcoming). In 
plicit contract theory substantially differs from thes 
in resolving the uncertainty in the distribution ■ 
utility among parties using the theory of optimal rii 
sharing. 



Hosen: implicit Contracts — A Survey 


managers of the firm have utility function 
v(’) defined over profits, so the expected 
utility of the firm is 

Ev = jv{TT{d))dG 

= iv{ef(p{e)n)- np(e)C,(0) (2) 

-n(i - p(e))C 2 {e))dG{d). 

The equilibrium contract maximizes (1) 
subject to Ev = V and corresponds to one 
point on the Pareto frontier between Eu 
and Ev. 

Think of an economy composed of 
many such firms with the disturbance 6 
independently distributed among them, 
so many in fact that the mean Ed = p. is 
realized with probability 1 (the entire dis- 
tribution G(d) is realized across firms ex 
post— otherwise feasibility requires the 
contract to be conditioned on the sample 
mean). To justify the solution of the con- 
strained maximum problem as a descrip- 
tion of the observed contract, think of 
firms competing for contract workers and 
making their joint investments (not mod- 
eled in this literature) at the beginning 
of the period. Firms compete for workers 
by oflFering favorable contract terms, 
given investments, and, in devising these 
terms, manager /owners diversify their 
risks by trading residual profit claims on 
an asset market. Possible risk aversion of 
firms is justified by some incompleteness 
in risk markets. For example, there may 
be bankruptcy possibilities or agency 
problems between owners and managers 
that make complete managerial diversifi- 
cation undesirable. If managers’ reserva- 
tion utility level is v and they are supplied 
elastically, then the equilibrium contract 
transfers rents to workers and the pro- 
posed solution follows as a competitive 
market equfiibrium. 

Associating a negative-valued multi- 
plier k (from Pareto optimality) with con- 
straint (2), setting up the Lagrangian func- 
tion and differentiating, yields the first 


ilbl 

order conditions for Ci, C2, and p, 
respectively;^ 

U'(Ci) = —knv'iir) 

U'{C2 + m) = —\nv '( tt ) ( 3 ) 

p(l~p)[U(C:)-U(C2 + m) 

—Xnv'( 7 r)(fff’(pn) — Ci + Cz)] — 0 . 

The arguments Ci, C2, p and tt (profits) 
in (3) should be understood as functions 
of 0, but this functional notation is sup- 
pressed to save space. The term in p(l — 
p) in the third condition takes care of the 
constraint 0 < p < 1.^ 

The first two conditions determine opti- 
mal risk sharing among risk averse agents 
as in Karl Borch (1962), Arrow (1971), and 
Robert Wilson (1968): marginal utilities 
between agents are proportional in all 
possible realizations; or, U'(Ciid)) = 
U'{C 2 {d) + m), which in turn implies 
Ci{d) = €2(6) + m and (7(C,(0)) = U(C2{e) 
+ m). Therefore, when the firm provides 
layoff pay (C 2 ) contracts make no ex post 
utility distinctions between employed and 
unemployed workers for any given value 
of 0. Of course workers attached to firms 
with favorable realizations of 0 are better 
off ex post than workers attached to firms 
with unfavorable realizations of 0 (if the 

’ The method may be unfamiliar Think of the inte- 
grals in (1) and (2) as the limits of sums across a 
large number T of discrete possible realizations of 
$ (the relation between a histogram and a continuous 
density). The discrete formulation is a gigantic multi- 
variate optimization problem which, by the logic of 
the contracts, associates specific salues of the C’.s 
and p with each possible realization. These 3T mar- 
ginal conditions are compactly written as (3) in the 
limit. For the third equation in (3), note that a p is 
associated with each value of 6 and that is why there 
are no integrals in these conditions. 5>omc of the liter- 
ature works with the dual problem, but the solution 
is equivalent by Pareto optimality. 

* ^mething equivalent to U-shaped average cost 
curves is required to determine n Contract theory 
adds no insights to the determination of firm size 
and this issue is ignored here. Hajime Miyazaki and 
Hugh Neary (1983) determine n as in a worker-man- 
aged firm. Rosen (1983) does it by a local public goods 
argument. These papers and one by Dale Mortensen 
(1983a) further elaborate models of this type. 
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firm is risk averse and not all risk is 
shifted), but all workers in the same firm 
get the same ex post utility independent 
of employment status. Layoffs are volun- 
tary in this sense, though workers at- 
tached to a low 6 firm may envy those 
in a larger $ firm ex post. 

The third condition in (3) determines 
p(0) according to 

p(e)(l - p(fi))[0/ '(p(0)n) - m] - 0 (4) 

because U{Ci) — U(C 2 + m) = 0 and 
Cl — C 2 = rn from the first two conditions. 
If 6 is such that 0<p<l, then p(0) is 
determined so that the marginal product 
of a unit of labor equals its social opportu- 
nity cost: 6f '(pn ) = m. However, this mar- 
ginal condition does not hold with equality 
at the corners. When 6 turns out to be 
very large, the firm would like to employ 
a great deal of labor, but has contracted 
with only n workers. In this case p = I 
and Of '(n) > m. Similarly, when 6 is small 
enough, the marginal value product of la- 
bor falls short of its opportunity cost, in 
which case the firm shuts down its opera- 
tions and fi/'(0) < m. This is illustrated 
in Figure 1. The elbow shaped curve is 
the firm’s internal supply curve of con- 
tract labor. Labor utilization decisions 
have a reservation property; for 6 2 0*, 
p is set equal to 1, and all of the firm’s 
workers are fully employed. 6* is defined 
by 6*f'{n) = m. For $ < 6**, the firm 
shuts down, and all workers are laid off. 
The condition 0**f'{0) = m defines 6**. 
For 0** <0 < 6*, some of the firm’s work- 
ers are fully employed and others are laid 
off. In this region the employment rate 
p{0) is increasing in 0, and the firm’s layoff 
rate is decreasing in 0. 

Notice that the ex post marginal prod- 
uct of labor is not equated across all firms 
in a contract market. It is equated only 
for the fraction G(6*) — G(d**) which 
have a common shadow price of labor m. 
The marginal product of labor exceeds m 
for those firms experiencing outcomes 



more favorable than 6*. This is not a sign 
of social inefficiency because employment 
specificity makes it too costly to move 
workers from one firm to another. 

Nonetheless, those firms for which 6 > 
6* have ex post demands for temporary 
labor, and one might envision certain la- 
bor market institutions arising to take ad- 
vantage of the situation. One possibility 
is a subcontract market of temporary 
workers (Melvin Reder 1962). The per- 
sonal productivity of such workers would 
not be as large as that of contract workers 
due to less specific human capital, though 
movements across firms would help arbi- 
trage differences in marginal values of la- 
bor across firms. It has been claimed that 
the Japanese labor market makes heavy 
reliance on this type of system, and per- 
haps guest workers in European econo- 
mies (and use of illegal immigrants in the 
U.S.) can be partially explained in these 
terms. A temporary labor maket for laid 
off workers would also serve these pur- 
poses. Further, if workers differ in their 
reserve price of labor m, it is straightfor- 
ward to show that the firm rationally con- 
tracts with several different classes of 
workers. Those with larger values of m 
are used as reserves, and are called to 
work only in the most favorable realiza- 
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tions, similar to the way a power pool 
brings relatively inefficient generators on 
line only in periods of peak demand (Aza- 
riadis 1976; Rosen 1983). Finally, there 
may be incentives for firm mergers or 
product diversification that more easily 
accommodate worker transfers between 
operating units. The limits of the firm 
would then be determined by balancing 
the gains of internal reassignments of 
workers against the usual diseconomies of 
scale and lesser overall productivity of the 
firm’s work force due to lesser labor spe- 
cialization among divisions. This point is 
related to the gains to flexibility and adapt- 
ability in an uncertain environment 
(George Stigler 1939). 

The implications of this model can be 
seen in an especially striking manner 
when firms are risk neutral [v'(tt) =11. 
Then (3) implies complete consumption 
insurance for all workers in all firms. In 
this case the first two marginal conditions 
in (3) are independent of 0 because the 
term in equals unity. Therefore 

Ci(0) and € 2 ( 0 ) are constants for all value 
of 6, given jx. All employed workers in 
all firms receive the same incomes and 
so do all unemployed workers. Further- 
more, the ex post utility levels U(Ci) = 
U{C 2 + m) are independent of 0 and the 
same for all workers. The labor utilization 
condition in (4) remains unchanged. This 
case is, in fact, equivalent to complete and 
costless contingent claims markets in 
which all socially insurable risks are diver- 
sified away, and is identical to the standard 
insurance result that risk averse people 
are completely insured when premiums 
are actudly fair. It is as if firms contracted 
with an actuarially fair insurance com- 
pany, turned over their entire output to 
the common fund and contracted to with- 
draw pro-rata shares. 

To further clarify this strong result, 
write 0 = fie where e is an idiosyncratic, 
independent and identically distributed 
firm-specific random variable with distri- 


bution function Z(c) where = 1 and 
fi is a common economy-wide aggregate 
shock which strikes all firms equally. In 
a one-period model p. is an undiversifiable 
risk. (This is not necessarily true in a multi- 
period dynamic model. See Section VI.) 
Given the information assumptions, all ex 
ante contracts must be conditioned on fi 
as well as on e because of social budget 
constraints: feasible contracts cannot re- 
distribute more market income than is ac- 
tually produced. 

A larger value of p shifts the marginal 
value product curves to the right in Figure 
1 for every possible value of e and a 
smaller p value shifts these curves down 
and to the left. Substituting 0 = pc into 
(4), we see that given some realization p, 
firms for which e > e* = m I fif'(n) fully 
utilize their work force. The value of p 
for firms on the interior of (4) is also in- 
creasing in p. Consequently the utilization 
rate of labor in the work force as a whole 
is increasing in p and the aggregate unem- 
ployment rate is decreasing in p. Finally, 
when v{7r) is linear, (2) defines the social 
budget constraint for feasible contracts, 
given p, as 

M'/«/(p(e/p)n)dZ(e) 

= n/[Cip(c/p) -I- C 2 (l - p(€lfi))]dZ{e) (5) 

= n[C 2 + m/p(c/p)dZ(€)]. 

National income per head (the left-hand 
side of (5) divided by n) is increasing in 
fi through its direct multiplicative effect 
and its indirect effect of increasing p. 
Therefore Ci(p) and Czifi) are increasing 
in p. 

Diversifiable risk c is shifted completely 
in this complete contracts case; consump- 
tion and utility are independent of local 
demand c, suggestive of a form of “real 
wage rigidity” for these types of demand 
shocks. Laid off workers are no M«>rse off 
than employed workers, and layoffs are 
voluntary. However, a contract market 
does not at all imply real wage rigidity 
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for uninsurable risks; the consumption 
and utility levels of workers, be they em- 
ployed or not, are strictly increasing func- 
tions of “aggregate demand” /i. Everyone 
is better oflF ex post when /j, is larger and 
worse off when is smaller.® 

The model sketched above has the un- 
desirable prediction that laid off workers 
fare no worse than employed workers. It 
is the assumption that consumption and 
employment risk can be shifted without 
transactions costs that accounts for much 
of this result. By analogy, a person who 
can buy actuarial no-load insurance buys 
enough to be indifferent to whether his 
house burns down or not. But that is just 
a consequence of a simplifying assump- 
tion. Most people are worse off if their 
house burns because they are not fully in- 
sured. Incomplete insurance is rational 
when premiums are nonactuarial and 
when full insurance implies moral hazard. 
This is also true of the insurance in an 
implicit contract. The point gains greater 
force in this context because workers and 
firms jointly control layoff decisions, pre- 
cisely the type of situation where coinsur- 
ance is known to be desirable. Therefore, 
incomplete insurance, or more generally 
some incompleteness in state contingent 
claims markets, is necessary to get invol- 
untary layoffs into these models. John 
Bryant (1978) was the first to point this 
out; see also, Thomas Sargent (1979), San- 
ford Grossman and Hart (1981), and Bengt 
Holstrom (1981). While the point has cre- 
ated much controversy on the usefulness 
of common knowledge contract models, 
it seems to me that considerable insight 
is gained by analyzing actuarial cases, as 
in more conventional insurance problems. 

“ Nor do contracts imply nominal wage rigidity 
because the price level would be a conditioning vari- 
able. Fixed duration nominal contracts (John Taylor 
1980; Stanley Fischer 1977; and Jo Anna Gray 1976) 
must be rationalized on some other grounds, such 
as contracting costs and lags and errors in observing 
nominal price levels. 


It is by no means obvious how to incor- 
porate nonactuarial elements into a for- 
mal model. The most straightforward way 
is to interpret the contract as a pooling 
arrangement with a risk-neutral, mutual 
insurance company and add an unemploy- 
ment claims processing cost to the compa- 
ny’s budget constraint, similar to the way 
load factors are calculated in conventional 
insurance premiums. Space limitations 
preclude extended development here. 
Consider, instead, an extreme case in 
which costs of providing private insurance 
to the unemployed are so large that none 
is provided at all. This adds the constraint 
Cslff) = 0 to the problem above and is 
exactly Azariadis’ (1975) original formula- 
tion. 

The absence of indemnities to unem- 
ployed persons means that unemployed 
workers receive incomes of m alone, and 
the second marginal condition in (3) is ir- 
relevant. But the first one remains. All em- 
ployed workers receive the same wage Ci 
if the firm is risk neutral (o' = 1) and their 
consumption is fully insured. The wage 
C 1 paid to employed persons must exceed 
m or else no one would be inclined to 
work. Therefore U{Ci) > U{m) and em- 
ployed persons in the same firm are better 
off ex post than the unemployed. Laid off 
workers have drawn the losing hand and 
definitely prefer employment.® 

One might expect incomplete insur- 
ance to affect production eflSciency. The 
third condition in (3) verifies this intuition. 
Substituting for Xnv ' from the first condi- 

• Perceptive readers may have noticed that the 
complete contract could have been equivalently im- 
plemented by having all employees work p percent 
of the time and consume leisure (1 ~ p) percent of 
the time rather than having a fraction p fully em- 
ployed and a fraction (1 — p) completely unem- 
ployed. These same possibilities arise in the incom- 
plete contract, but are definitely not equivalent. The 
virtue of worksharing does not seem to have been 
noticed in this connection. Some factor that gives 
value to the continuity of a worker's employment 
time over the period is necessary to avoid pure 
worksharing solutions. See below. 
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tion in (3) and noting that C 2 = 0 by as- 
sumption, we have, for p > 0 

ef'ipn)> ^ 

This condition holds with equality on the 
interior (0 < p < 1), and with inequality 
for almost all firms whose workers are fully 
employed. It follows directly from risk 
aversion (U" < 0) that the bracketed term 
on the right hand side of (6) exceeds 
Cl — m, the difference in incomes be- 
tween employed and unemployed work- 
ers. The shadow price of labor is the entire 
expression on the right hand and there- 
fore falls short of m when insurance is in- 
complete. The horizontal portion of the 
internal supply curve in Figure 1 now lies 
below m. df'{pn) is compared with a 
smaller supply price in determining p, and 
the firm utilizes more of its contract labor 
compared with complete contracts, m is 
the social opportunity cost for firms with 
0<p<l. There is socially excessive em- 
ployment in the incomplete contract equi- 
librium and social output would be 
greater if more people were unemployed! 

This surprising result is part of a more 
general proposition in the economics of 
insurance. Availability of insurance pro- 
motes the undertaking of socially benefi- 
cial risks by separating the average bene- 
fits of actions from fear of risk. Risk averse 
persons act too cautiously and do not take 
enough good risks when insurance is un- 
available. The only way a risk averse 
worker can partially insure against the 
utility loss of layoff and unemployment in 
this problem is by working in circum- 
stances when it is socially inefficient to do 
so. 

One more comparison must be made 
before concluding this section, and that 
is to a situation where employment rela- 
tionships provide no insurance at all. This 
state of affairs is sometimes called an “auc- 
tion market.” George Akerlof and Miya- 


zaki (1980) showed that an auction market 
can imply more unemployment than a 
contract market. The point is easy to see 
in this model when employers are risk 
neutral. Then workers in the firm must 
go it alone. Any incomes they receive 
must be distributed out of own firm’s out- 
put, because claims on other firms’ outputs 
are unavailable by assumption. In making 
its collective employment decisions, the 
firm could then do no better than to com- 
pare the marginal productivity of its own 
labor with the opportunity cost of its work- 
ers’ time, which is m. Therefore, m again 
becomes the effective shadow price of la- 
bor as in Figure 1, employment decisions 
are socially efficient and identical to the 
full contract model. However, these work- 
ers are bearing consumption and wage 
risks, depending on their own realized 
value of 6, and some of these are socially 
diversifiable. Though efficient in produc- 
tion decisions, this solution is inefficient 
on risk sharing grounds. Clearly it is ineffi- 
cient in the latter respect relative to a 
complete contract. However, it is not ob- 
viously less efficient than the incomplete 
contract, which is inefficient on the pro- 
ductivity account but possibly more effi- 
cient on the risk-sharing account. There- 
fore, no contracts at all may dominate an 
incomplete contract, depending on the 
extent of worker risk aversion. 

IV. Contracts and Labor Supply 

The unusual and unattractive assump- 
tions about worker preferences in the 
model above conceals an intimate rela- 
tionship between contract theory and the 
familiar theory of labor supply. Contracts 
embody an implicit nonlinear pricing 
mechanism that eliminates the income ef- 
fects of insurable risks in the traditional 
consumption-leisure choice problem. 
They thereby smooth consumption which 
interacts with labor utilization and pro- 
motes elastic labor supply responses to ex- 
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temal stimuli. Contracts suggest much 
more volatility of employment to insura- 
ble risks than conventional models do. 

To illustrate these important points in 
the most straightforward way, worker 
preferences in Section III are generalized, 
and the technology is simplified. Assume 
neoclassical worker preferences u = 
U(C,L). The indiflFerence curves of U{C,L) 
are strictly convex and the worker is risk 
averse. As in the conventional labor sup- 
ply problem, the quantity (1 — L) is identi- 
fied with time worked, and remaining 
time L is associated with nonmarket pro- 
duction (partial layoffs if one wishes). As- 
sume that the firm consists of one worker 
(n = 1) with production function x = 
Of (1 — L) where 0 is the productivity 
shock. To .simplify even more, assume/ (1 
— L) is linear. Then the production func- 
tion is X = 0(1 — L) and 0 has the ready 
interpretation of the marginal product of 
the worker’s labor, similar to a wage rate. 
Everything to be said here applies to a 
concave function/ (•), a refinement that 
only adds expository noise to the main 
point. 

Consider, first, the conventional prob- 
lem of labor supply under uncertainty. Na- 
ture draws a ball out of the 0 urn, the 
worker observes 6 and makes the optimal 
labor-consumption decision. If an external 
market does not allow risks to be spread, 
the worker is constrained to consume out 
of own production (the “auction market” 
of Section III) and any source of non- 
earned income, say y. So given 0, the bud- 
get constraint is the standard one, C = 
0(1 — L) + y. The solution is described 
by the budget constraint and the first or- 
der condition 0 = Ul/Vc, which define 
demand functions C = C{0, y) and L = 
L(0, y). Assume that both C and L are 
normal goods and compare two alterna- 
tive realizations of 0. A larger value of 0 
increases C, but has ambiguous eflFects on 
L. The substitution eflPect tends to induce 
greater labor supply (1 — L) but the in- 


come effect works in the other directioi 
and may cause labor supply to fall. Substi 
tuting the demand functions into the util 
ity function yields the indirect utility func 
tion u{0, y). Indirect utility is increasinj 
in 0 (and y) irrespective of the labor sup 
ply response because full income is in 
creasing in 0.’’ 

An economy with many persons open 
possibilities for mutually advantageous so 
cial arrangements that allow risk pooling 
The conventional problem strictly ties ■■ 
worker’s consumption to current produc 
tion, but a contract allows current con 
sumption to be disassociated from curren 
production for any given person if risk, 
are diversifiable. The simplest way tc 
model this is to replace the personal bud 
get constraint with its expectation (ove 
all workers), precisely what an actuarial!; 
fair insurance policy would do. Yet thi. 
is not standard insurance: the contrac 
specifies exactly how much the person ha: 
to work for each possible realization of . 
in order to eliminate adverse effects or 
work incentives that consumption insur 
ance implies. 

Assuming common knowledge, the con 
tract specifies that the worker puts fort! 
(1 — L{0)) hours of work in state 0 anc 
that the wage payment or consumptior 
is C{0) in state 0. Expected profitabilit;, 
of the firm is the difference between ex 
pected output and expected wage (con 
sumption) payments 

\[x{0)-C{0)]dG{0) 

= /[0(l -L(0))-C{0)]dG. 

’ Increasing the spread of the distribution functioi 
G(d) does not necessarily make the worker worst 
off, and Smithian risk compensation is more comple' 
than would appear on the surface. Riskier distribu 
tions decrease welfare on risk aversion grounds, bu 
have benefits in allowing workers to choose laboi 
supply most advantageously in more probable higl 
productivity states. John Hey (1979) summarizes thi. 
approach to uncertainty. Nonearned income is i‘ 
nored in what follows because those issues are bette 
treated in an intertemporal context. 
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Complete contracts (given ja) are analyzed 
in what follows, assuming risk-neutral 
firms, to bring out the connections be- 
tween conventional theory and contract 
theory in the clearest possibly way. Com- 
petition in the market for contracts im- 
plies that the equilibrium contract solves: 

max fU{C{d),Lid))dG{e) 
L{d),C{e) 

subject to 

p(l-L(0))-C(0)]dG(0) = O. (9) 

The Lagrangian for this problem is 
/|t/(C.L) - X[d(l - L) - C]\dG. (10) 

The first order conditions for L{$) and 
C(6) given 6 equivalent to (3) above are 

UciC(e),L{d))^-x ( 11 ) 

ULiC(d),L{d)) = -ex ( 12 ) 

where \ < 0 as before. C and L are solved 
as functions of B and X from equations (1 1) 
and (12). Then the expected income con- 
straint is used to solve for X and hence 
the optimum contract L{B) and C{B). No- 
tice that the conventional problem is com- 
pletely nested in this one. It is feasible 
that C(6) = x(B), but the contract surely 
will not specify equality of consumption 
and output for every realization of B. True, 
(11) and (12) imply Ul/Uc — B — the mar- 
ginal rate of substitution between leisure 
and consumption is equated with the mar- 
ginal product of labor for any 0 in a com- 
plete contract. However, now there is an 
extra degree of freedom: the expected in- 
come constraint allows the marginal util- 
ity of consumption to be equated in all 
states of the world: condition (11) is the 
Borch-Arrow-Wilson risk-sharing condi- 
tion when one of the agents is risk neutral, 
equivalent to optimal choice of insurance 
in the actuarial, no-load case. 

The properties of L{B) and C(B) in the 
contract are implicit in the first order con- 


ditions (11) and (12). Since X does not de- 
pend on B, comparative statics on (11) and 
(12) show directly how C and L respond 
to B in the contract. Equations (11) and 
(12) define marginal-utility-constant de- 
mand functions (Ragnar Frisch 1932), 
which prove useful when preferences are 
additively separable, as they are across 
states-of-the-world here. Martin Brown- 
ing, et al. (forthcoming) contains an ele- 
gant statement of the method and gives 
prior references. DiflFerentiating with re- 
spect to B yields 

UccC'(B) + UcLL'iB) = 0 

UcLC'id) + Uu.L'{B) = -X 
with solutions 

L'{d) = -XUccl^ (13) 

C'(0)-Xt7cL/A (14) 

where A = [UccUn — 1/^?^] > 0, by risk 
aversion. 

From (13) we have L'{B) < 0, since 
Ucc < 0 by concavity and X < 0. d(l — 
L(B))tAB = 1 — L'{B) > 0. The implicit 
contract always specifies that the em- 
ployee works more hours in favorable 
states (larger values of B) and works less 
in le.ss favorable states. There is no ambi- 
guity due to opposing income and substi- 
tution effects in the optimal contract. Neg- 
ativity of L'(B) is basically a result of 
substitution effects. The worker is con- 
strained by the expectation of output, not 
by realized output itself. A favorable or 
unfavorable drawing of B carries no in- 
come effects because the good fortunes 
of one firm are counterbalanced by bad 
fortunes of another for diversifiable risks. 
Therefore, it is always efficient for the 
worker to work more when the marginal 
product of labor is larger (to make hay 
when the sun shines) and to redistribute 
consumption by insurance. If leisure is a 
normal good, contracts result in greater 
variance in hours worked than standard 
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models and intuition based on them sug^ 
^Equation (14) shows that the total wage 

payments — identified with consumption 
u/jfier thc^ cc?r2trnct — aro rising, constant, 

< 

or falling in 6 as Uci. — 0. Only when pref- 
erences are strongly separable in C and 
L it is true that C'{6) — 0 and consumption 
is completely smoothed, as in the perma- 
nent income hypothesis (Friedman 1957). 
Nonzero cross derivatives Ucl strongly 
link consumption behavior with labor 
supply.® 

That a contract with full insurance does 
not necessarily imply full consumption 
smoothing suggests that the connection 
between complete insurance and income 
effects is more subtle than usual. Full in- 
surance does not stabilize consumption 
except when preferences are strongly 
separable. .More surprising, it does not sta- 
bilize ex post utility when leisure is a nor- 
mal good. In this bivariate problem full 
insurance is completely described by con- 
dition (11) that the marginal utility of con- 
sumption is equalized in all states of the 
world, not necessarily equalization of total 
utility. Define u (9) as ex post, indirect util- 
ity given $ in the optimal contract. Then 

u'(0) = UcC’+ UlL’ 

(15) 

^-{Uc/Ucc)[Ua. - {U,JUc)Ucc]L'(e). 

The second equality follows from (13) and 
(14). The bracketed term in (15) is familiar. 

* Notice that consumption i.s positively correlated 
with labor supply only when Ucl < 0 from (14). The 
sign of Ucl is determined by the degree of risk aver- 
sion as well as by the usual curvature restrictions 
in demand theory. A richer specification of non- 
market production yields more interesting implica- 
tions. For example, those on short work schedules 
would substitute nonmarket goods production for 
market goods (Gilbert Ghez and Becker 1975). Mi- 
chael Grossman (1973) and Daniel Hamermesh 
(1982) find these types of predictable difiFerences in 
consumption (e.g., food prepared away from home) 
between the employed and the unemployed. 


It determines the sign of the income ef 
in a conventional labor supply probh 
Ex post utility is completely assured 
the contract only if u' = 0, and this hi 
pens only when the income effect is zer 
or when U(C, L) — U(C + ^(L)) of whicl 
Section III is a special case. But if utility 
is completely assured, consumption C{d', 
cannot be assured for it must compensate 
for the variation in L. The contract doe;, 
not assure utility if the income effect i. 
nonzero. u'{9) is negative when the in- 
come effect is positive.® 

A complete insurance contract makes 
a worker who has “suffered" an adverse 
draw of an insurable risk better off ex post 
than a worker who draws a more favorable 
value except when income effects are neg- 
ative. Contracts underinsure ex post util- 
ity levels only when leisure is an inferior 
good. This strong result is a result of strong 
assumptions. It is not necessarily true 
when the firm is risk averse (then v'{’) 
multiplies the right hand side of (11) and 
(12)) so that risks are shared and insurance 
is incomplete. Nor is it necessarily true 
when information is private or when the 
.shock is not diversifiable. A nondiversifia- 
ble risk affects ja, and has a powerful effect 
on the total amount of consumption pro- 
duced and redistributed. It changes the 
marginal utility of consumption X. Ex post 
utility necessarily increases in p, as it did 
in Section III. 

The consumption smoothing and insur- 
ance aspects of contracts have profound 
implications on the meaning of wage data 
in a contract market. Observed wages do 
two things in a contract: they allocate la- 

*This result is formally identical to a paradox 
found by James Mirrlees (1972) in an optimum spatial 
equilibrium problem. Mirrlees’ paradox arises be- 
cause of the nonconvexity that a person can occupy 
only one location (Richard Arnott and John Riley 
1977). The “nonconvexity” here is that nonmarket 
production must be self-consumed. If it were possible 
to trade leisure on a competitive market then u{8) 
is nondecreasing. 
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bor and shift risks.‘® These roles are best 
described by thinking of the observed 
wage as the outcome of a two-part vari- 
able tariEF. The insurance aspect deter- 
mines the equivalent of nonear ned in- 
come in a conventional labor supply 
problem, conditional on the realized state 
d. For risk pooling and insurance to have 
meaning, it must be that workers experi- 
encing favorable realizations of Q subsi- 
dize those with unfavorable realizations. 
Given these “lump sum” taxes and subsi- 
dies, the contract allows workers to 
“choose” their optimal labor supply at the 
correct “marginal wage” 6, the marginal 
product of labor. 

Define s (d) as the worker’s net debit po- 
sition with the firm: s{d) — C (6) — d(l — 
L{d)) is the difference between the wage 
payment and output in state 6. This equa- 
tion is of the' conventional budget form 
except that $(0) has replaced the usual 
nonearned income term. A worker for 
whom s{6) > 0 is effectively subsidized 
by the contract ex post and one for whom 
5(0) < 0 is efifectively taxed. Substituting 
s(d) into the budget constraint (9) reveals 
that these subsidies and taxes balance each 
other, on average, across all workers in 
an actuarial system. Differentiate s(0) with 
respect to 6 and substitute from (13) and 
(14) 

5'(0) = -(1-L) 

(16) 

- (L7Ucc)[Ucl- {Ul/Uc)Ucc] 

'“The emerging literature on efficiency wages 
(Stiglitz’ 1984 survey) also rests on the proposition 
that the wage performs more than one economic 
function. Multi-part pricing would allocate resources 
efficiently in these models (e.g., a lump-sum bond 
as well as a marginal wage rate in Carl Shapiro and 
Stiglitz' 1984 shirking problem), but two-part pricing 
is ruled out by assumption. Involuntary unemploy- 
ment results because some margin is not satisfied 
when there are not enough prices available to per- 
form all functions. Involuntary layoffs in contracts 
result from imperfections in state-claims markets, 
which is a different way of saying that there are 
not enough prices. 


SO s(d) is decreasing in 6 if leisure is nonin- 
ferior. 

The two-part tariff interpretation of 
contracts is shown in Figure 2. The first 
panel shows the solution to the conven- 
tional problem (assuming zero nonearned 
income). Two budget lines are shown. The 
realized marginal product 0i is assumed 
to be larger than 02 . and comparison of 
equilibrium points involves the usual in- 
come and substitution effects. The second 
panel shows the effects of a contract, as- 
suming UcL < 0. For 01 above the mean 
we know from (16) that the worker is 
taxed and s(0i) < 0. For 02 below the mean 
the worker is subsidized and s( 02 ) > 0. 
The contract acts as if it puts the 0i worker 
“in the hole” by amount s(0i) and lets him 
work out of it by choosing L at (marginal) 
wage rate 0i along the altered budget con- 
straint. The contract acts as if it gives the 
02 worker a subsidy of s( 02 ) and then al- 
lows him to choose hours worked at mar- 
ginal wage rate 02. The heavy curve la- 
beled C(L) is the locus of (C,L) pairs 
satisfying marginal condition (11), and 
C'(L) < 0 when Ua < 0. The familiar 
marginal condition UiJUc — 0 implied by 
(11) and (12) jointly is shown by the tan- 
gencies with the contract budget con- 
straints. It is these adjustments in the 
“lump sum” portions of the two part tariff 
that ameliorate income effects, that pro- 
mote consumption smoothing and elastic 
labor supply responses to diversifiable 
risks. 

Figure 2 is useful for studying the ob- 
servable wage consequences of contracts. 
The observed “average hourly wage rate” 
is measured by dividing total earnings 
(equals C(0) in contracts) by hours worked: 

W(0) = C(0)/(1-L(0)). (17) 

This is how wage rates are measured in 
virtually all available data. Dififerentiat- 
ing (17) and substituting from above 
yields 
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Figure 2 , 


W'(0)/W(0) 

(18) 

= [-(Ucl/CUcc) + (1/(1 - L))]L’{e). 

The sign of this expression is unambiguous 
only when Ucl ^ 0, in which case W{$) 
is actually decreasing in 6, given fi. The 
sign of W'(6) is ambiguous when Ucl < 
0 as in Figure 2. Figure 3 illustrates the 
construction of W(6) for preferences with- 
out income eflFects. Here C(L) coincides 
with an indiflPerence curve because utility 
is constant in the contract, from (15). The 
points marked A and B correspond to 
large and small values of 6 respectively. 
The measured average hourly wage rate 
is given by the slope of the line connecting 
either point with L = 1 and C — 0, from 
(17). The two values of 6 have been chosen 
so that the wage rate is the same, illustrat- 
ing nonmonotonicity of W($). In this case 
W($) is [/-shaped. It is decreasing for 0 
sufficiently small and is increasing for 0 


sufficiently large. Two points follow frc 
this. 

First, there is no presumption that 
measured average wage in a contrac' 
positively correlated with the state 0, 
the [/-shaped pattern in Figure 3 sho\ 
a possibility that could be confused wi 
wage rigidity. This statement refers 
real, average wage rates and to the div( 
sifiable component of the state. If t 
economy experienced an adverse aggi 
gate shock fi, the contract would have 
be recalibrated. The equilibrium indiffi 
ence curve in Figure 3 would be shift 
down and the average hourly wage 
each level of hours worked would 
smaller than indicated. Average houi 
wage rates should be positively correlat 
with noninsurable disturbances in a cc 
tract market. 

The behavior of average real waj 
over the business cycle has been studi 
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for many years. Manufacturing hourly 
wage rates show no obvious relationship 
with aggregate output (Salih Neftci 1978). 
Joseph Altonji and Ashenfelter (1980) sug- 
gest that the manufacturing real-wage 
rate resembles a random walk. However, 
panel and personal survey data indicate 
significant responses of measured personal 
wage rates to local labor market condi- 
tions (John Raisian 1983; Mark Bils, forth- 
coming; and Topel, forthcoming). James 
Heckman and Guilerme Sedlacek (1984) 
show that BLS manufacturing numbers 
may contain selection bias, because less 
productive workers are less likely to be 
employed in manufacturing during busi- 
ness cycle troughs, making measured 
wages fall less than a properly weighted 
index. 

Second, using measured wage rates may 
lead to misleading inferences regarding 
unemployment or overemployment in 
personal surveys. Optimality of the con- 
tract means that ex post Pareto-improving 
recontracts are not possible. There is also 
no possibility of choosing hours worked 
ex post at some exogenously determined 
wage. In Figure 3 the worker is instructed 
to work (1 — Li) hours in the state. 
Total earnings of Ci go along with this, 
so the average hourly wage is Ci/(1 — Li) 
= W. If the worker could freely choose 
hours at an hourly wage rate W he would 
work up to point D rather than stay at 
A. In the 62 state, the contract specifies 
point B. Here the worker would choose 
to work more hours (point D) than the 
contract specifies if hours could be freely 
chosen at wage rate W. A survey respon- 
dent might indicate constraints on hours 
worked under these circumstances. The 
person who drew 62 might say that he 
would like more work than he is getting 
at the “going” wage rate and that he 
is involuntarily underemployed. The 
worker who drew di might respond that 
work hours are excessive and that he is 
involuntarily overemployed. 



All this points out a significant problem 
for empirical analysis. Virtually all work 
on labor supply uses a model that assumes 
point D, that the worker is free to unilat- 
erally choose hours at the measured wage 
rate W, whereas the insurance features 
of contracts disassociate the measured av- 
erage wage rate from both the marginal 
product of labor and from the marginal 
rate of substitution. This point is concep- 
tual and applies even if average wages 
were perfectly measured, so econometric 
techniques for dealing with measurement 
error does not dispose of it. This is not 
trivial because virtually all econometric 
work (in this field and elsewhere) lives or 
dies by the assumption that measured 
prices indicate efficiency margins. Con- 
tracts require that the data be adjusted 
for the lump sum components s{d) to im- 
pute marginal wage rates. Some recent 
studies have attempted to include infor- 
mation on survey responses pertaining to 
whether or not the worker is constrained 
in the choice of hours, but this is generally 
viewed as a ration, not sis an equilibrium 
phenomenon along contract lines (Shelly 
Lundberg, 1984, gives references and a 
related discussion). 

This section concludes with sm interest- 
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ing and surprising comparative static ex- 
periment. Complete contracts imply that 
an increase in diversifiable risk increases 
expected utility of risk averse workers. 

Following Michael Rothschild and Stig- 
litz (1970), parameterize the density func- 
tion as g(0) = ^{6} + ar(6), where ^(0) is 
a density, a is a positive number, and r(0) 
is a step function with properties: 

R{e)==(lr(z)dz 

/? (0) = R ( 00 ) = 0 (19) 

ioR(e}de=-Q 

jlR{z)dz > 0. 

Some reflection reveals that r{d) is positive 
for large and small values of 0 and is nega- 
tive for intermediate values. Therefore an 
increase in a puts more weight in the tails 
o{g(d) and increases the spread of the dis- 
tribution. 

Differentiating the Lagrangian of the 
maximum problem in (8) with respect to 
a and using the envelope property gives 

dEu/da — fu{0)r(0)d0 

-Xi[0a-L)-C]r{0)d0. 

This expression may be signed by integrat- 
ing by parts (twice) and exploiting the 
properties of (19): Peter Diamond and 
Rothschild (1978). Assuming g{0) has 
bounded support, integration by parts 

dEu/da = -f\u '(0) -f X[0L '(0) 

-h C'(0)]\R(0)d(0)+ X/(l -L(0))R(0)d0 

-^\j(l-L(0))R{0)d0 

since the first integral vanishes from first 
order conditions and (15). Integrating by 
parts again gives 

dEu Iba = -X!^fo-L'i0)RiT)dTd0. (20) 

The sign of (20) is unambiguously positive 
because \ < 0, L'(0) < 0, from (13), and 
j^R(z)dz > 0, from (19). Greater diversifi- 
able risk makes the worker better off. 


This result is imexpected in light of ' 
Smithian equalizing differences logic, b 
it is easily explained. Full insurance elir 
nates the adverse, direct consequence; 
risk aversion on expected utility. Incre 
ing spread affords the worker superior 
portunities of allocating work to the m< 
favorable states and linuting losses of un 
vorable outcomes by consuming more 1 
sure. The opportune substitution of wc 
effort toward more productive states i 
a value similar to that of an option: tl 
less work is called for in the less favoral 
states serves to truncate the lower tail 
the 0 distribution. 

V. Layoffs or Worksharing? 

Misconceptions about the nature of t 
price mechanism in contracts has led 
the impression that contracts somehow 
tionalize layoffs through “sticky” waj 
and prices, and nonmarket clearing. Tl 
impression is wide of the mark becat 
it confuses ex post contractual wages ; 
prices with conventional “auction" mi 
ket prices. Section IV clearly demc 
strates that resources in contracts are i 
ally allocated by a sophisticated nonline 
price system. This nonlinear scheme is 
flexible as one ordinarily supposes in co: 
petitive market theory and allocates i 
sources as efficiently as the completen( 
of contingent claims markets permits. T 
true fact is that contracts per se have li' 
to say about the split between chanj 
in hours per head and layoffs. Contri 
outcomes fundamentally depend on pr 
erences and technology, so the quest! 
of layoffs must rest on these same prii 
tives. Section III produced layoffs by a ■ 
culiar assumption about preferences, I 
market and nonmarket goods are perfi 
substitutes. The conventional formulati 
in Section IV is not detailed enough 
decide these issues. 

Basically, there are two ways of int 
ducing layoffs in contract (or any oth 
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models. One links layofiFs to capital utiliza- 
tion decisions based on capital hetero- 
geneity and limited ex post substitution 
between labor and capital (Leif Johansen 
1972). The idea is related to the “marginal 
firm.” Marginal mines shut down com- 
pletely when the price of ore falls because 
their quasi-rents are driven to zero. Pro- 
duction in marginal operations might be- 
gin when demand increases. Restricted ex 
post, capital-labor substitution and fixed 
operating costs create nonconvexities that 
make it advantageous to shut down ineffi- 
cient facilities rather than operate them 
at excess capacity. These ideas could be 
extended to various divisions of a multi- 
product or multiplant firm. The contract 
model must be extended to incorporate 
productivity differences among firms, per- 
haps based on vintage capital ideas (Solow 
1960), differences in site-specific factors 
or in entrepreneurial capacities. This line 
has not been pursued much, and will not 
be developed here. 

The other possibility is to directly intro- 
duce hours and employees (bodies) into 
the firm’s technology (Feldstein 1967; Ro- 
sen 1968; Ray Fair 1969; M. Ishaq Nadiri 
and Rosen 1969; Ben Bernanke 1983), 
which serves to link the models of Sections 
III and IV above. Miyazaki and Neary 
(1983) and Murray Brown and Elmar 
Wolfstetter (1984) have constructed con- 
tract models along these lines. 

Extend the production function of Sec- 
tion III to X == dfipn, h), where h is the 
intensity of work per employed person 
and/(*) is concave. Think of p as the frac- 
tion of contract labor who are employed. 
Then 1 — p is the layoff rate. Alternatively, 
maintain a timing convention in which 
the “period” is a year. Then h can be re- 
garded as the length of the work week 
when employed and p as the fraction of 
the year (number of weeks) of employ- 
ment. h = 0 during nonworking weeks 
spent on layoff. To simplify the presenta- 
tion, I again assume complete contracts 


(of course conditional on the mean p, of 
d) and risk neutral employers. 

Writing the utility function in terms of 
h rather than L, an employed worker re- 
ceives contractual wage payment Ci{$) 
and works h (S) in state 6, receiving utility 
U{Ci{6), h{6)). A laid off worker receives 
payment €2(6) and h is zero, so utility is 
U{C2(6), 0). The probability of these 
events is p and 1 ~ p respectively, so 

£u=/[t/(C„fi)p 

( 21 ) 

+ U{C2, O)(l-p)]dG(0). 

The budget constraint is 

h) 

- n (Cip -f- Cjfl - p))]dG(e) = 0. 

The equilibrium contract lCi(0), €2(0), 
h(d), p(0)l maximizes (21) subject to (22). 
First order conditions for Ci and C* are 
familiar by now 

Uc (C,(0), h (d)) = Uc (C2(0), 0) = -Xn (23) 

and imply that C 2 is independent of d (be- 
cause Xn is independent of 9). Ci depends 
on 9 (unless Uch — 0) only if h does. The 
intensive margin h is (note that Un < 0) 

-p(0)G,(C,(0), h{9)) 

(24) 

= -\9f 2(p(9)n, h(9)) 

or, substituting from (23) and rearranging, 
9/2 Hpn ){—Uh/Uc): the marginal product 
of h in state 9 equals its marginal cost, 
which is the shadow price (— t/„/t/c) per 
employed worker times the number em- 
ployed. The extensive margin p is, assum- 
ing p > 0 (the firm never closes) 

U{Cuh)-U{C2, 0) 

(25) 

- \n[9fi(pn, fi) - (Cl -C 2 )] > 0 

so the shadow price of labor utilization p 
is 

(C, - C 2 ) 

- [C(Ci, h) - U(C2, 0)]/Uc(Ci, h). 
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Further analysis of these conditions is 
neither elementary nor illuminating. At 
this level of generality about all that can 
be said is that dp/dd > 0 and dh/dd > 
0. Yet time-series data on employment 
and hours follow systematic patterns. Ag- 
gregate hours and employment variations 
are positively correlated with output 
growth rates (deviations about trend), and 
hours per week show variation of less than 
two hours peak to trough. Employment 
fluctuations account for the bulk of total 
labor utilization adjustments even in deep 
recessions. Indivisibilities appear neces- 
sary to account for this (Mortensen 1978; 
Kenneth Burdett and Mortensen 1980). 

Consider an example: Assume U(C, h) 
— U{C — <t>(h)) where U" < 0 and <f>(h) 
is an increasing convex function. Then (23) 
implies equal utility in all states — there 
are no income efifects — and Ci(6) ~ Ca = 
<f)(h(d)) — <|)(0). For production assume 
f(pn, h) = F{pny{h)), where y{h) has the 
interpretation of efficiency units of work 
hours. A long tradition of labor market 
research suggests that y{h) may have an 
ogive shape, due to set-up costs (Sidney 
Chapman 1909; Arthur C. Pigou 1920); 
productivity of a worker’s time is small 
at small values of h, rises rapidly after 
some threshold is passed, and finally shows 
diminishing returns when h is very large. 
Indivisibilities due to fixed costs of market 
participation (John Cogan 1980, Giora 
Hanoch 1980) have similar implications. 
Hanoch includes both hours worked and 
weeks worked as arguments of utility 
functions, which generalizes (21). Then 
(24) and (25) become 

ey‘{h)F'{-) = ^'(h) 

dF'(-)>[4»(h)-4>(0)]/y(h). 

When 0 < p < 1, the second condition 
in (26) holds with equality. Dividing the 
two expressions yields 


y'(h)/y(h) = 4>'(h)/[(f>(h)-4,(0)] (■■ 

which gives a unique solution for h, ■ 
h*. At h = h* we must have diminishi 
returns, or y"(h*) < 0. Equation (27) 
independent of both p and $, so h (6) 
h*, a constant whenever any layoffs ■ 
cur. Furthermore we have in this regi 

6F'{pny{h*)) = <l>'{h*)ly'ih*) 

= [cf.(/i*)-4)(0)]/y(h*), ^ 

so the shadow price of labor is [<f)(h*) 
4>(0)]ly(h*), a constant independent of 
(28) defines p(0) when layoff's are positi 
and implies that p(fi) is increasing in 
Fewer workers are laid off in more fav 
able states. Furthermore, wages Ci(6) p; 
to employed workers are rigid and in 
pendent of 6 whenever layoffs are pc 
tive. 

Since p{$) is increasing, there must 
some critical value 9* beyond which , 
1. The firm would like to hire more wo; 
ers than it has contracted with in sta' 
more favorable than this. Therefore, i 
0 > 0* it is h that does all the adjustu 
In this range h(9) is defined by the f 
condition in (26) with p set equal to c 
The firm’s shadow price of labor is <^'{1 
y'{h) here and is increasing in h on ' 
assumptions above. Therefore h(d) is 
creasing for 9 > 9*. Ci{9) is increasi 
here as well. 

The overall solution is pieced toget’ 
in Figure 4. The employment rate dc 
all the adjusting when 9 falls short of i 
h is rigidly set at h * here and the shac 
price of labor to the firm is constant. 

9 > 9*, the shadow price of labor is risii 
p = 1, and hours do ail the adjusting. F 
thermore, the wage paid to employed c 
sons is “rigid” downward; Ci is const 
for 9 ^ 9*. The internal supply price 
labor would be smaller than shown if c( 
tracts did not fully indemnify laid- 
workers, and layoffs would be involunta 
as above. In either case the layoff rate 
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decreasing in jx (the undiversifiable riski 
because 0* is decreasing in fx. 

This example suggests the following in- 
terpretation of hours and employment 
data. In normal times (the mean of d ex- 
ceeds d*) hours per worker account for 
most total manhours variation (hours are 
a leading indicator). Workers are not laid 
ofiF until conditions get sufficiently bad to 
pass beyond the threshold 6*, at which 
point hours per head show downward ri- 
gidity that puts distinct limits on the use 
of worksharing. 

This type of model can account for some 
of the broader features of the data, but 
recent international comparisons present 
interesting and important challenges. 
Robert J. Gordon (1982) compared the 
U.S. with Japan. Both countries exhibit 
about equal variance in total hours 
worked, but hours per worker varies more 
in Japan than in the U.S. and employment 
varies more in the U.S. The widespread 
use of bonuses makes for greater wage 
variability in Japan as well. Models of this 
type account for these differences on the 
basis of differences in preferences and 
technology and surely leave much unex- 
plained. It appears as if some consider- 
ation of differences in firm-specific human 


capital, labor mobility, and quasi-fixed fac- 
tor ideas are required to fully account for 
these differences (Masanori Hashimoto 
1979). 

VI. Intertemporal Contracts 

This survey follows the literature in ex- 
positing timeless single period models. 
There is a parallel intertemporal formula- 
tion, following Baily (1974) who suggested 
that contracts might exploit gains from 
trade due to capital market imperfections. 
The firm’s greater access to capital mar- 
kets allows it to save and dissave on the 
worker's behalf, and eliminates intertem- 
poral uncertainty in consumption (James 
N. Brown 1982) that the worker cannot 
accomplish on his own. The contract again 
specifies consumption (wage payments) 
and labor utilization in each state and each 
time period, conditional on information 
available in that period. It mimics the solu- 
tion to an intertemporal, expected utility 
maximization problem. Now the observed 
wage payments intermingle elements of 
intertemporal savings and dissavings as 
well as the usual productive efficiency 
considerations. Nonetheless, the formal 
analysis has many features in common 
with the one-period model. Under com- 
plete information the contract specifies 
{Ct,Li) pairs conditional on the history of 
state realizations 0, up to the present time 
t. In the leading model the worker has 
an in ter temporally separable utility func- 
tion of the form £SU(Ct, Li)D\ where D 
is the rate of time preference, similar to 
(8), and the firm is risk neutral. The budget 
constraint at time t equates the expected 
present value of future consumption to 
the expected present value of future pro- 
duction, conditional on the observed se- 
quence (drl at t, similar to (9). 

The precise solution depends on the 
properties of {$t ] and the extent to which 
capital consumption allows intertemporal 
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diversification of aggregate disturbances 
(Richard Cantor 1983). Consider the sim- 
ple.st case in which 0 is independently dis- 
tributed over agents with a constant mean 
(Sanford Grossman and Laurence Weiss 
1984). Then the insurance of Section IV 
is achieved by a consumption loan market, 
subordinated through firms. Those with 
adverse realizations borrow on their work- 
er’s behalf and those with favorable real- 
izations are lenders. The loan market is 
cleared at a rate of interest equal to the 
rate of time preference (to satisfy inter- 
temporal marginal conditions) and the 
analysis of Section IV carries through in- 
tact. Here the s(d) terms of Figure 2 are 
the savings and dissavings components of 
observed earnings of workers, personal 
consumption is smoothed and personal la- 
bor supply is accentuated by substitution 
effects. “Capital market imperfections” 
introduce, ex post, involuntary elements 
in contract terms, as above. 

More generally, write Bu = /xi en . Then 
the contract is conditioned on the history 
of the aggregate shock as well as on local 
disturbances. These aggregate shocks are 
undiversifiable if there are no stores of 
nonhuman wealth. An unanticipated ad- 
verse aggregate disturbance increases the 
demand for consumption loans. The rate 
of interest rises to ration reduced supply. 
Smaller aggregate consumption is redis- 
tributed out of the diversifiable risks, as 
before, but observed consumption and 
employment contain elements of Keynes- 
ian income effects. The optimal program 
embodies forecasts of permanent wealth 
to the extent that the fi-process is serially 
correlated and persistent. These redis- 
tribute planned consumptton and labor 
supply over time through direct wealth 
effects and indirectly through their 
anticipated effects on interest rates. In the 
most general formullition, capital allows 
the aggregate disturbeoace to be partially 
diversified through capital accumulation 
in f t/nraW ""r tfi cnnditione and 


through decumulation in unfavorable c 
cumstances (Truman Bewley 1980; W 
liam Brock 1982). These intertempoi 
trading possibilities reduce the incon 
and wealth effects of aggregate shocks « 
consumption and employment behavi 
and accentuate pure substitution effects 
This discussion makes clear that inte 
temporal contract models are closely r 
lated to the intertemporal substitution h 
pothesis (Lucas and Leonard Rappii 
1970). A substantial practical difference 
the role of measured wage rates in unco 
ering the structure of preferences ar 
technology from actual data, because a 
erage wage rates do not index the trv 
marginal product of labor or the margin 
rate of substitution between C and L 
contracts (Section IV). This point is impc 
tant because almost all empirical studi 
of intertemporal substitution assume th 
measured wage rates fully reflect bo 
margins in the data. Two notable exce 
tions are James N. Brown (1982), who j 
tempted to estimate the optimal progra 
directly on functional form restrictior 
and Abowd and David Card (1983), wi 
attempt to estimate the fraction of wor 
ers for whom wage rates reflect margin 
conditions. The methods of Finn Kydlat 
and Edward Prescott (1982) also rest hea 
ily on functional forms and avoid the i 
of market price and wage data. But, ■; 
the conventional assumption, most rece 
estimates of intertemporal substitution ( 
microdata are negligible for prime-a; 
males (MaCurdy 1981; Joseph Altoi 
1982); but they are much larger for tho 
classes of workers, such as marrii 
women, who exhibit regular labor for 
transitions (Heckman and MaCurdy 19£ 
It is worth pointing out that in light 

This general framework strongly links consun 
Hon and labor supply behavior unless one per: 
preferences are strongly separable. Becent reseai 
has found excess volatility of consumption relati 
to permanent Income and interest rates, but the t 
tent to which this volatility can be explained by inh 
' ''t'-ins ^ 'ith ^ V-ir Riinniy h s r-»t 
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the greater labor force and (contractual) 
job attachments traditionally exhibited by 
men, the maintained assumption that ob- 
served wage rates index marginal condi- 
tions is less likely to apply to them. 

Studies by Finn Kydland and Edward 
Prescott (1982), Robert Barro and Robert 
King (1982), Kydland (1984), and Jisoon 
Lee (1984) conclude that the conventional 
intertemporal model cannot explain cer- 
tain comovements in aggregate time-se- 
ries data. The preferred specification is 
controversial and may require nonsepara- 
ble preferences and technology. How- 
ever, contract theory does not depend on 
these special assumptions. A contract can 
be written for any preferences and tech- 
nology, but it always divorces measured 
wage rates from the production efficiency 
conditions of the optimum program that 
it embodies. . 

VII. Contracts with Private Information 

As noted above, it is difficult to incorpo- 
rate transactions costs and incomplete in- 
surance in contract models. Interest in 
asymmetric information models has been 
sustained by their potential for doing this 
in an analytically tractable manner. The 
problem investigated most thoroughly so 
far is identical to that of Section IV with 
one bit of information removed: the firm 
is assumed to observe the realization of 
6 but the worker doesn’t observe it (Guil- 
lermo Calvo and Edmund Phelps 1977; 
Hall and Lilien 1979), Recent work by 
Russell Cooper (1981) and John Moore 
(1984) consider two-sided private informa- 
tion models and cannot be reviewed here. 
Readers are forewarned that this section 
is more technically demanding than the 
rest of the survey. However, it may be 
skipped without significant loss of continu- 
ity. 

The contract cannot be conditioned on 
9 because the worker cannot observe it, 
and since any rational employment deci- 


sion must depend on the marginal product 
of labor, that decision must be delegated 
to the agent with the information, namely 
the firm. The contract takes the following 
form (Jerry Green and Charles Kahn 
1983): the worker and firm agree ex ante 
on a compensation schedule C(L) (equiva- 
lently C(1 — L)). The firm observes 6 and 
instructs the employee to work (1 — L) 
units of time in exchange for contractual 
compensation C(L). Market competition 
takes the form of offering attractive com- 
pensation schedules C(L), so the competi- 
tive contract maximizes expected utility 
of the worker subject to expected firm 
utility (or profit) and information con- 
straints. The nonlinear contract pricing 
schedule C(L) is closely related to the 
multipart-tariffs of Section IV. In fact the 
solution of the problem is formally identi- 
cal to the theory of nonlinear pricing (Mi- 
chael Mussa and Rosen 1978; Eric Maskin 
and Riley 1984). 

Given any schedule C(L), the firm ob- 
serves $ and chooses L to maximize profit. 
The firm’s ex post profit is 7r(0, L) = 
0(1 — L) — C(L) so given C(L) and 0, L 
is chosen to satisfy 

^=-0-C'(L) = O (29) 

so long as 


The firm chooses L in (29) so that the mar- 
ginal product of labor equals its marginal 
cost to the firm. Write the solution to (29) 
as L(0). Comparative statics reveals 

L'(0) = -1/C''<O. 

The worker is always instructed to work 
more in favorable states and less in unfa- 
vorable states. Define C(0) = C(L(0)). 
Then C'{$) = —$L'(d) > 0, and compensa- 
tion unambiguously increases in 9 inde- 
pendently of worker preferences. 
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The method of solution follows an idea 
of Mirrlees (1971). Given C(L), the firm 
exploits its information through (29), 
which holds for every possible realization 
of 6. Therefore (29) may be regarded as 
a differential equation dC/dL = —0, or 
dC ~ —$dL. Integrating by parts will 
yield 

C(d) - C(0) = ~dL + /»L (v)d V (30) 

which is a convenient way of representing 
the information constraint (29). 

The competitive equilibrium contract 
maximizes the worker’s expected utility 
.subject to the firm’s expected utility, as 
before, and to the firm’s exploitation of 
its information (30). Define the transfor- 
mation z($) = /^L(v)dv. Then z'(d) — L(d) 
and (30) becomes 

C(0) = C(0) - 6z '{0} + 2 (0). (31) 

Furthermore, (assuming /(I — L) = 
1 — L simplifies the presentation without 
affecting essentials); 

7r(0) = max 7r(0, L) 

L 

^max 0(1 -L(0))-C(0) 

L 

= 0-0z'-C(O) + 0z'-z 
-0-C(O)-z(0). 

Now the contract can be described as a 
variational problem in z and z '. Recalling 
that Eu ~ jU(C, L]dG, and substituting 
for C from (31), we seek a function z(0) 
and real numbers X and C(0) that maxi- 
mize 

/a(C(O)-0z' + z, z')dG 

(32) 

+ X[t5-/u(0-z-C(O))dGI 

where t;(*) is the utility function of the 
firm. Once z'(0) = L{ff) has been found, 
(3) is used to calculate C(0). Eliminating 
0 from these two expressions implies C(L). 

Two marginal conditions and a bound- 
ary condition characterize the solution. 


Differentiating (32) with respect to C(0), 
yields: 

IWcdG = -Xf^v'dG. (33) 

The average marginal utility of consump- 
tion for the worker is proportional to aver- 
age marginal utility of the firm. Marginal 
utilities are not necessarily equated state- 
by-state. An Euler equation gives the mar- 
gin for z: 

(Uc + Xv')g{d) = eUc)g(d). (34) 

Denote the upper and lower limits of 0 
in G(0) by 0 and 0 respectively. Then mul- 
tiplying (34) through by d0 integrating 
and exploiting (33) yields 

Ut (0) - 0Uc (0) = Ui, (0) - eUc (0). (35) 

The boundary condition sets (35) to zero, 
so the contract is production efficient 
(0 = Ui./Uc) in the best and worst states 
(Cooper, 1983 gives an intuitive explana- 
tion in terms of the revelation principle: 
the firm cannot overstate the most ex- 
treme realizations to the worker if the dis- 
tribution G (0) is bounded and the bounds 
are common knowledge). Using this fact 
and integrating (34) yields the fundamen- 
tal condition 

fS(Uc + Xv')g(0)d0= (Ul - 0Uc)g(0). (36) 

Equation (36) nicely illustrates the ten- 
sion between insurance and efficiency un- 
der private information. The contract can- 
not be production efficient for 0 < 0 < 0 
unless there is efficient sharing of risks in 
the Borch-Arrow sense for each state. In 
addition the solution generally depends 
on G(0). For example, it can be shown 
(Mussa and Rosen 1978; Kahn and Jose 
Scheinkman, forthcoming) that the firm 
may choose the same work hours 1 — L 
for a closed interval of states. The contract 
certainly doesn’t achieve first-best effi- 
ciency in these regions. 

Much effort has gone into analyzing the 
sign of the inefficiency implied by (36), 
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The interpretation plays heavily on a no- 
tion of contractual commitment and en- 
forcement that does not arise in the com- 
mon information case. For suppose the 
contract implies production inefficiency in 
some state. The worker and the firm have 
agreed to contractual terms C(L) ex ante. 
When this state materializes, the worker 
generally can infer the realized value of 
6 by his implicit knowledge of (29); the 
production function and utility function 
are common knowledge in this formula- 
tion; Schwartz (1983), questions how this 
knowledge becomes common. At that 
point there are unexploited gains from 
trade and both parties could benefit by 
recalibrating L so that d = Ul/Uc ex post. 
However, if recontracting is allowed, the 
contract must unravel, because it is writ- 
ten under the assumption that both par- 
ties bind themselves to its ex ante terms. 
The extent to which private information 
models produce “involuntary” unemploy- 
ment and overemployment depends on 
how these ex ante commitments can be 
enforced ex post. While some authors are 
careful to recognize this important point 
(especially Oliver Hart 1983), a convinc- 
ing description of labor market institu- 
tions that embody this enforcement 
mechanism in implicit contracts has not 
been forthcoming. 

Three special cases of (36) have been 
analyzed. The method of proof is estab- 
lished by Green and Kahn (1983), to which 
the reader is referred for details. Denote 
the left hand side of (36) as a function of 
0, say {(0). The sign of £(0) is established 
by calculating its derivatives and ascer- 
raining whether it achieves a local maxi- 
mum or minimum for some interior value 
of d, using boundary condition (35). The 
results are sensitive to the nature of risk 
aversion and to income effects in worker 
preferences. 

Case 1 (Hall and Lilien 1979). Assume 
rms are risk neutral, workers are risk 
averse and have preferences of the form 


u = U{C -|-i|/(L)) — no income effects. 
Then the left hand side of (36) turns out 
to be identically zero, and the contract 
specifies 0 = Ul/Uc for every 0. There 
is, furthermore, complete and optimal risk 
shifting; u (6) is constant and the firms eats 
all risks. Here the C(L) schedule coincides 
with an indifference curve, as in Figure 
3 Section IV. Private and common knowl- 
edge contracts are identical in this case. 

Case 2 (Grossman and Hart 1983; Aza- 
riadis 1983). Maintain the same assump- 
tions about workers as Case 1, but let the 
firm be risk averse. Here Green and 
Kahn’s proof may be extended to show 
that the left hand side of (36) is negative 
for almost all 0. Therefore, Ul/Uc < 0 and 
the marginal social cost of labor is less than 
its ex post marginal product. The worker 
would like to recontract for more employ- 
ment, ex post, in practically every state, 
and there is involuntary underemploy- 
ment in the sense qualified above. Fur- 
thermore, the worker bears consumption 
risk and u{0) is increasing in 0. 

Case 3 (Green and Kahn 1983; V. V. 
Chari 1983). The firm is risk neutral, the 
worker is risk averse and has a positive 
income elasticity of demand for leisure (as 
in Section IV). Now the integral in (36) 
is positive for almost all 0. Therefore 
Ul/Uc > 0, and the marginal cost of labor 
exceeds its marginal product. The con- 
tract leads to “involuntary overemploy- 
ment” and the worker would like to re- 
contract ex post for less work than the 
firm chooses. Here u(0) is decreasing in 
0 and the worker is worse off in the more 
favorable states, as in Section IV. 

The nature of these contracts is altered 
if workers have means to disassociate cur- 
rent consumption decisions from current 
earnings. Thus, consider the third case 
and assume that the worker can self-insure 
(Topel and Finis Welch 1983), for exam- 
ple, by borrowing and lending in a perfect 
capital market in the intertemporal con- 
text. Then the worker’s self-insurance ac- 
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tivities imply Uc == —X for each 6. Since 
the firm is risk neutral, the left side of 
(36) vanishes and the asymmetric informa- 
tion contract is perfectly efficient. Its em- 
ployment and consumption properties du- 
plicate that of Section IV. Oliver Hart 
(1983) adds the assumption that the firm 
is risk averse and gives an ingenious argu- 
ment for the relevance of Case 2. Risk 
neutral stockholders would be reluctant 
to provide full insurance to the firm’s man- 
agement on moral hazard grounds. How- 
ever, they would not be so reluctant to 
contract for consumption insurance with 
workers, because workers’ labor supply is 
delegated through the manager in private 
information contracts and there are no di- 
rect moral hazards. Hence, these third 
parties could conceivably enforce the 
Uc = —X condition for workers. But then, 
risk aversion of managers (v " < 0) implies 
that the left side of (36) must be negative 
for bad realizations, or involuntary under- 
employment. This argument is a delicate 
one, for it implies that the effect of third 
party insurance to workers is partially sub- 
verted by workers intermediating it and 
providing partial insurance to managers 
(because workers become, effectively, risk 
neutral). Income risks to managers are re- 
duced by making the contractual C(L) 
function steeper than when third party 
insurance is available. In favorable states 
the marginal cost of labor to the firm is 
increasing too rapidly in (1 — L) and the 
firm does not employ as much labor as 
is socially desirable. In unfavorable states 
the marginal cost of labor is falling too 
fast and too much labor is released. 

VIII. Conclusion 

Not all marriages are made in heaven. 
Firms go bankrupt, demand shifts to other 
locations, supply shifts to other countries, 
products become obsolete and relative de- 
mands for goods have been known to 


change over time. Contracts call for per- 
manent dissolutions when quasi-rents on 
firm specific human capital fall to zero. 
Serious critics of contract theory have 
built their case on the observation that 
quits rise noticeably during business cycle 
expansions (Herschel Grossman 1977, 
1978). Contracts break down if workers 
accept insurance payments opportunisti- 
cally in bad times and renege on premium 
payments by skipping out in good times. 
How much of observed, voluntary turn- 
over reflects opportunism and how much 
of it is the rational outcome of moving 
workers from lower to higher valued uses? 

These issues occupy much attention in 
current research, which is proceeding In 
a number of different directions too dispa- 
rate to be usefully reviewed here. How- 
ever, these problems are important for 
delimiting the scope for self-enforcing 
contracts that the at-will labor market, 
contracting institution requires, and for 
pointing out potential reasons why con- 
tracts might be incomplete. The common 
knowledge framework illustrates some of 
these ideas. Under these circumstances 
the contract would specify the conditions 
and terms of its dissolution up front. 

A suitable reinterpretation of the model 
in Section III clarifies the point. Think of 
9 as a disturbance that permanently af- 
fects the fortunes of the firm, and inter- 
pret mL as the value of the worker’s time 
in an alternative job in another market.^* 
Then p has the interpretation of the prob- 
ability of a permanent separation. The so- 
lution is exactly the same as shown above. 
The complete contract stipulates a sever- 
ance payment C 2 to those workers who 
depart when $ falls short of 6*. Turnover 

” Holmstrom (1983) analyzes an ofiFer-matching 
equilibrium when the outside opportunity is stochas- 
tic. Hall and Edward Lazear (1984) discuss two-sided 
uncertainty in which the bargaining costs preclude 
ex post renegotiation. Turnover is socially excessive 
in this case. 
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is efficient if the severance payment offers 
complete insurance, but is inefficient if 
severance payments are constrained and 
workers are not fully protected against 
permanent separations. For the same rea- 
sons as before, there is insufficient turn- 
over in these latter circumstances. (See, 
especially, Ito 1984, also Herakles Pole- 
marchakis and Laurence Weiss 1978; Ar- 
nott, Arthur Hosios and Stiglitz 1983; John 
Geanakoplos and Ito 1982; Barry NalebufF 
and Richard Zeckhauser 1984.) 

The need for interfirm mobility in a well 
functioning labor market suggests impor- 
tant reasons why contracts might be in- 
complete. A worker’s knowledge and per- 
ception of outside opportunities do not 
materialize out of the blue. Information 
gathering and job .search activities are 
costly and cannot be a matter of common 
knowledge by the idiosyncratic nature of 
job-worker matches. A worker must bear 
some residual job finding risks because of 
the moral hazard effects of personal ac- 
tions on success probabilities (Steven Sha- 
vell and Laurence Weiss 1979). Further- 
more, the nature of searchers’ interactions 
gives rise to externalities that have only 
recently begun to be understood (Dia- 
mond 1982; Christopher Pissarides 1984). 
A contract must embody a delicate bal- 
ance of encouraging mobility in response 
to permanent changes in demands and 
discouraging it for temporary shocks. Full 
insurance discourages mobility by subsi- 
dizing leisure and reducing job search in- 
tensity (Bronars 1983; Mortensen 1983b; 
Ito 1984). This is undesirable when sever- 
ance is economically warranted, but not 
when demand and supply disturbances 
have a more transient character. Since in- 
ferences on the permanent-temporary de- 
composition of disturbances is itself uncer- 
tain, it appears as if contracts cannot 
provide complete insurance. We are 
driven back to conventional models to the 
extent that this is true. 
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Keynes and the Modern World: 
A Review Article* 

By Walter S. Salant 

The Brookings Institution 

I am grateful to Alec Cairncross, Robert Solow, and the editors for 
valuable comments and suggestions, and to Tibor Scitovsky and 
James Tobin for clarification of some points in their contributions 
to the volume. 


I N JULY 1983 a conference celebrating the 
Centenary of Keynes’s birth was held at 
King’s College in Cambridge. The six prepared 
papers, the two formal comments on each pa- 
per, and summaries of the general discussions 
of each paper have now been published in a 
book that appraises Keynes’s contributions to 
economics as they now appear to some leading 
economists. The book also contains the record 
of talks given at the concluding banquet by 
Professors Sir Austin Robinson, Richard Braith- 
waite, and James Meade, three close colleagues 
of Keynes, who gave their personal recollec- 
tions of him. The writers of the papers and 
formal discussants include some of the stars 
of Macroeconomics, with heavy weight given 
to pro-Keynesians. The papers were given by 
Lord Kaldor ("Keynesian Economics after 
Fifty Years”), Allan Meltzer ("On Keynes and 
Monetarism”), John Williamson ("Keynes and 
the International Economic Order”), Wynne 
Godley ("Keynes and the Management of Real 
National Income and Expenditure”), Axel 
Leijonhufvud (“What Would Keynes Have 
Thought of Rational Expectations?”), and Ti- 

* Keynes and the Modern World: Proceedings of 
the Keynes Centenary Conference, King’s College, 
Cambridge. Edited by David Wobswick and 
James Trevithick. Cambridge, London, New York, 
New Rochelle, Melbourne and Sydney: Cambridge 
University Press, 1983. Pp. xiii, 260. $37.50. ISBN 
0-521-25853-7. 


bor Scitovsky (“The Demand-Side Economics 
of Inflation”). The formal commentators in- 
cluded such well-known figures as Rudiger 
Dornbusch, Frank Hahn, Edmond Malinvaud, 
Luigi Pasinetti, Paul Samuelson, Robert Solow, 
and James Tobin. 

The theme of the conference, as stated in 
the Preface, was the relevance of Keynes’s 
ideas for today’s world. Nearly all of the speak- 
ers discussed the ideas of The General Theory. 
The main exception was Williamson, whose pa- 
per reviews carefully the positions Keynes took 
regarding the construction of the international 
economic order after World War II, his role 
in its design, the relationship of his view to 
positions he had taken earlier on the same is- 
sues, and whether there was a causal relation- 
ship between the international economic order 
and the unusual world prosperity of the two 
decades or so that followed World War II. 

The other papers are concerned with the 
theory of the closed economy, although Kaldor 
devotes a section to openness and others refer 
to it briefly. The number of papers and of im- 
portant formal comments make it impossible 
in a short space to review them all. It may 
be more useful, instead, to center on a few 
issues. 

Most of the speakers noted the increasing 
rejection of, or actual antagonism to Keynesian 
ideas in the 1970s, and many noted the increas- 
ing influence of monetarism and the rise of a 
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new classical economics. Kaldor, whose paper 
opened the conference, attributes the antago- 
nism to “the change in the power structure 
of society which the pursuit of Keynesian pol- 
icy has brought about” (p. 4). To show that 
this change was foreseen well before Keynes- 
ian methods of demand management were 
adopted, he cites two paragraphs from an arti- 
cle published in The Times in January 1943, 
anonymous but widely attributed to Joan Rob- 
inson. This citation is not impressive as evi- 
dence that the effect of Keynesian policies on 
the power structure of society was foreseen 
by more than a tiny minority. It is more im- 
pressive for its prevision of the narrower point 
that the maintenance of high employment 
would undermine industrial discipline and cre- 
ate constant upward pressure on money wage 
rates and prices. It should be noted that Keynes 
himself recognized that “the wage-unit [i.e., 
the money wage rate] itself will tend to rise 
as employment improves” (Keynes 1936, p. 
249; see also pp. 296 and 301-03). 

Samuelson, in commenting on another pa- 
per, attributes the loss of influence of Keynes- 
ian ideas to stagflation. This is a very different 
explanation; it operates not when inflation is 
threatened by high employment, which is at 
least consistent with Keynesian policies and 
may even be a tribute to their success, but 
when high employment is not maintained. In 
fact, the inability to restore high employment 
by demand-expanding policies without accen- 
tuating an already-existing inflation is flatly in- 
consistent with the Keynesian view that when 
there is substantial unemployment and excess 
plant capacity the meuor effect of expanding 
demand will be on output rather than the price 
level. The views of Kaldor and Samuelson are 
not incompatible with one another, but Samu- 
elson ’s appears to this reviewer to be more 
compatible with the facts, although some of 
the differences may reflect differences be- 
tween the experiences of Britain and the 
United States and the greater familiarity of 
each of the two men with his own country. 

The General Theory and Walras 

A substantive issue, regarded as a major mat- 
ter by Kaldor and treated as important by sev- 
eral others, is that the Keynes of The General 
Theory, while emphasizing his rejection of the 


classical idea that the market ensures full utili- 
zation of all resources, was not aware that this 
rejection also implied rejection of at least one 
of two Walrasian assumptions that he accepted: 
the universal rule of perfect competition and 
constant returns to scale. Kaldor says that both 
are necessary to ensure that all markets clear. 

In the absence of these twin assumptions the 
mere existence of competition between sellers 
('firms’) will not in itself ensure the full utiliza- 
tion of resources unless all firms expand in con- 
cert Any one firm, acting in isolation, may find 
that the market for its own products is limited, 
and will therefore refrain from expanding its 
production even when its marginal costs are 
well below the ruling price [p. 9; Kaldor’s em- 
phasis]. 

That imperfection of competition or increasing 
returns to scale is necessary for the existence 
of involuntary unemployment and a theory of 
effective demand, and consequently for the 
thesis of The General Theory to be valid, is 
agreed to by Hahn in commenting on Meltzer 
(pp. 73-75). 

Tobin agrees that imperfections of competi- 
tion or scale economies are necessary for invol- 
untary unemployment but doubts that either 
one or the combination of the two is sufficient. 
He doubts that because, as he has explained 
to me, he can imagine economies with imper- 
fections of competition and economies of scale 
in which prices and wages are flexible and in 
which there is no involuntary unemployment. 
The reason he merely doubts the sufficiency 
of the anti-Walrasian assumptions instead of 
being certain that they are insufficient is that 
they imply that the economy has price-makers 
as well as price-takers and that where there 
are price-making decisions there is some iner- 
tia in price and wage changing and thus some 
inflexibility. 

This argument might appear to imply that 
an economy with sufficient price and wage 
flexibility cannot have involuntary unemploy- 
ment, but Tobin also says, as Keynes did, that 
such flexibility would not rule out the possibil- 
ity of effective demand problems. Those prob- 
lems could arise from four complementary 
sources of market failure other than imperfec- 
tions of competition, such that many agents 
are not price-takers but price-makers (p. 30). 
These four other possible sources are 1) the 
incompleteness of markets, in particular the 
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absence of most ‘Arrow-Debreu’ markets for 
future and contingent deliveries; 2) the intrin- 
sic indeterminacy of the expectations on which 
agents must act in the absence of those mar- 
kets; 3) the essential non-neutrality of money, 
which indeed would have no function in a full 
Walras-Arrow-Debreu world; and 4) interde- 
pendence among individuals in utilities or 
preferences, a phenomenon arbitrarily ex- 
cluded from individualistic general equilib- 
rium models. Tobin says Keynes was quite ex- 
plicit about all of these four, although he was 
not explicit about imperfections of competi- 
tion. He suspects that some or all of these four 
sources of market failure are sufiBcient to gen- 
erate “some kind of macrodiflBculties, even if 
all extant markets were properly flexpriced- 
cleared” (p. 31; my emphasis). The point Tobin 
has in mind here is that if some markets do 
not exist, it may not be sufficient for all existing 
markets to be Walrasian. This at first appears 
inconsistent with his agreement in the preced- 
ing sentence that the imperfections of compe- 
tition are necessary “at some stages of Keynes’s 
argument” (p. 31), by which Tobin means at 
the sticky-wage stage of Keynes’s argument. 
But the sticky-wage theory is not necessary for 
Keynes’s general conclusion, so Tobin’s state- 
ments are not inconsistent. His qualifications 
are stated so generally, however, that the 
reader may not know where he stands on the 
validity and importance of this issue. 

Kaldor and several other coauthors admir- 
ingly cite Martin Weitzman as having given 
the rigorous proof that the existence of con- 
stant returns to scale would make involuntary 
unemployment impossible. Weitzman ’s argu- 
ment is that with constant returns the unem- 
ployed could go into business for themselves. 
Tobin, combining politeness with incisiveness 
as usual, refers to this and similar arguments 
as ingenious but of questionable validity; in his 
opinion they miss the essential monetary and 
intertemporal features of macroeconomics. He 
notes, for example, that to go into business for 
themselves unemployed workers would need 
to employ other factors of production, and to 
do that they would need to have wealth or 
credit or access to them. 

I agree with Anthony Thirlwall’s comment 
that, although Kaldor and the others may be 
right in saying that the GT ignored imperfec- 


tion of competition and diminishing returns 
to scale, it makes no essential diflFerence to the 
thrust of Keynes’s main argument. The major 
issue, to quote Thirlwall, “is not whether invol- 
untary unemployment is impossible if the un- 
employed can become self-employed in a per- 
fectly competitive economy with no barriers 
to entry, but whether, in the real world, flexi- 
ble real wages are necessary and sufficient for 
full employment” (p. 39). Or, as I would prefer 
to put it, whether wages and prices are suffi- 
ciently flexible downward and the consump- 
tion function and investment are sufficiently 
responsive to increases in the real value of fi- 
nancial assets induced by lower prices to in- 
duce expansion of aggregate demand fast 
enough to prevent an initial decline in that 
demand from causing a serious decline of out- 
put. These questions — downward flexibility or 
stickiness and the responsiveness of aggregate 
demand to increases in the real value of finan- 
cial assets induced by price declines (Pigou ef- 
fect), when interpreted not as questions of 
whether but of how much — seem to me the 
heart of the question of what we can expect 
the market to do. 1 shall consider this matter 
below. 

Endogeneity of the Money Supply 

Another issue addressed by several speakers 
is the endogeneity of the money supply. Kaldor 
thinks that if Keynes had explicitly recognized 
that the money supply is endogenous, mone- 
tarism, one of Kaldor ’s pet aversions, would 
have caused less stir. “The whole mechanism 
by which changes in the quantity of money 
will cause a rise in prices postulates a world 
of commodity money” (p. 21); the price-raising 
mechanism could not work in a world of credit 
money. He supports this statement by arguing 
that 

(sjince credit (and hence ‘bank money’) varies 
in response to the demand for bank loans, the 
‘money supply’ cannot be assumed to vary rela- 
tively to the money demand; the supply of 
money can never be in excess of demand for 
it; if there was such an excess . . . the excess 
would automatically be extinguished through 
the repayment of bank loans, or what comes 
to the same thing, though the purchase of in- 
come-yielding assets from the banks . . . This 
‘transmission mechanism' remains a ‘black box’ 

[p. 21; emphasis is Kaldor ’s]. 
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Undoubtedly, some portion of initial exoge- 
nous gross increases in money supply induces 
a repayment of bank Joans and saJes of some 
bank holdings of securities, but there is no rea- 
son to suppose that all of it does so and that, 
as a result, there is no net increase in the 
money supply. Some of an initially created ex- 
cess supply of money is probably spent on 
goods and services, even at pre-existing inter- 
est rates, and thereby raises nominal income 
and the demand for money. There are also 
other responses to an exogenous increase in 
the money supply that do not extinguish it. 
The various ways in which different monetary 
theories assumed that holders of excess money 
try to get rid of their excess holdings were dis- 
cus.sed as long ago as 1941 (Salant, pp. 397ff). 
A policy-induced increase in the supply of 
money most often comes about through an in- 
crease in bank reserves (or a cut in reserve 
requirements) and a con.sequent effort by 
banks to increase their earning assets. The in- 
crease in their demand for such assets raises 
the price of securities, and actual purchase of 
.securities and the increase of bank lending in- 
duced by banks’ easing of credit reduce inter- 
est rates and increase the money holdings of 
the public. The initial reduction of interest 
rates induces some holders of the newly cre- 
ated money to hold it willingly. Others, who 
wi.sh to get rid of some or all of the addition 
to their money holdings by purchasing securi- 
ties, bid up their prices, i.e., bid down interest 
rates; that is what induces the reduction of 
bank holdings of securities and other assets on 
which Kaldor bases his argument. But that off- 
sets the initial increase in bank assets and con- 
sequently the initial increase in the money sup- 
ply only partially, not completely, as Kaldor 
assumes. The direct and induced decreases in 
interest rates at the initial levels of aggregate 
money income presumably generate an in- 
crease in aggregate demand for goods and ser- 
vices and thereby the demand for money. In 
short, despite what Kaldor says, an exogenous 
increase in the money supply can be expected 
to induce, along with some partially offsetting 
decrease in supply, an increase in the amount 
of money that the public wishes to hold, which 
is a response to a decline in interest rates. (An 
exception to my generalization that a country 
can alter its money supply by policy action 


should be made for small economies in a re- 
gime of fixed exchange rates; they have no con- 
trol over their stocks of money.) The mecha- 
nism is far from being a "black box”; it appears 
so in Kaldor's account because he entirely ne- 
glects interest rates — and appears so in an open 
economy if one also neglects exchange rates. 

Other elements of the general argument 
that the endogeneity of the money supply is 
fatal to monetarist theory seem to me also con- 
fused and erroneous. Thirlwall, in supporting 
Kaldor on this issue, says that he (Kaldor) has 
impressively demolished “the key monetarist 
assumption of the exogeneity of the money 
supply” (pp. 43-44). That this exogeneity is a 
“key” monetarist assumption is not obvious. 
Whether this issue deserves the attention it 
received at this Conference and has received 
in the recent literature depends on what is 
supposed to be affected by the answer. That 
is one point that is rarely made clear. Indeed, 
it is not even clear what the issue is. Do antimo- 
netarists accuse monetarists of treating the 
quantity of money as wholly exogenous? Do 
they assert that it is wholly endogenous? Or 
do they realize, as Kaldor himself notes that 
Friedman-Schwartz recognize, that it is some- 
times both? Of course, if the money supply 
were completely endogenous it would not de- 
termine the money value of aggregate output. 
That would indeed be fatal to monetarism, but 
it would not establish the validity of any ver- 
sion of the Keynesian model. If the money sup- 
ply is not wholly exogenous but if exogenous 
variables are large and controllable enough to 
enable the monetary authority to overcome 
undesired endogenous effects and thereby to 
control the total — as they actually are in most 
major countries — monetary policy has as im- 
portant a role as it would have if the money 
supply had no endogenous element at all. 
From the point of view of stabilization policy 
in major countries, therefore, this is a greatly 
overrated problem. 

For what, then, does endogeneity of the 
money supply make any difference? I think 
Tobin gives the sensible answer. He says “I 
agree with most of what Kaldor says concern- 
ing the ‘monetarist counter-assault’. It was in- 
deed a tactical mistake for Keynes and the 
Keynesians to acquiesce, uncritically and inad- 
vertently” (pp. 35-36) in treating the stock of 
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money as an exogenous policy-determined var- 
iable, especially because endogeneity ex- 
plained many of the correlations found (pre- 
sumably he means between the money supply 
and the money value of output) that helped 
to popularize Milton Friedman's monetarism. 
Tobin thus avoids taking sharp issue with Kal- 
dor, but note that he calls treating the money 
supply as exogenous a tactical mistake, not a 
substantive one. Whether the money supply 
has an important endogenous element is rele- 
vant to the evidence supporting monetarism 
but not to the validity of the thesis of The Gen- 
eral Theory. 

Downward Inflexibility of Money Wages 

In contrast to the two issues that in my view 
received undeserved attention and emphasis — 
the importance of Walrasian a.ssumptions for 
the basic the.sis of The General Theory and the 
endogeneity of the money supply — was the rel- 
atively limited attention the contributors give 
to the role of downward inflexibility of money 
wages in The General Theory. “Wage rigidity” 
was mentioned by some half dozen of the main 
speakers and formal discussants, but it was of- 
ten not clear whether they referred to real 
or money wages, and sometimes not clear 
whether the “rigidity" referred to meant resis- 
tance only to decreases, not to increases, and 
whether it was to be distinguished from mere 
stickiness. The latter distinction seems to me 
important only in the context of the distinction 
between short and long periods; “stickiness” 
is flexibility over a long period but, in eflPect, 
rigidity over a period that is short but could 
be long enough to create a painful degree of 
unemployment and unused plant capacity. 

Haifa century after The General Theory was 
published Arthur Okun regarded the floor un- 
der money wages as central to Keynes’s analy- 
sis. Indeed, as Meltzer noted in a 1981 paper 
that elicited much comment, it has been the 
conventional view that Keynes’s argument re- 
lied on a combination of downward inflexibility 
of money wages and the insensitivity of real 
spending to increases in the real value of the 
money supply to account for continuing unem- 
ployment and unused capacity. Readers may 
therefore be surprised at the number of con- 
tributors who either deny, here or elsewhere. 


that downward rigidity of wages is central to 
Keynes’s conclusion or cite others who deny 
it: Kaldor (p. 46), Samuelson (p. 216), Don Pa- 
tinkin (1983, pp. 47-48, and others cited by 
him), and even Keynes himself. 

Kaldor, in replying to comments on his pa- 
per, says "Keynes never assumed wage rigid- 
ity — Chapter 1 9 of General Theory is devoted 
to changes in money wages” (p. 46). Kaldor 
does not make clear the point of this reference 
to Chapter 19; I took it to be that the mere 
existence of Chapter 19 implies that Keynes 
must have thought such changes occur or he 
would not have written about them. That infer- 
ence seems dubious to me. But then Kaldor 
says, “He did not emphasize downward inflexi- 
bility of wages too much, possibly because it 
was a relatively new phenomenon at the time 
. . .’’ (p. 46). This implies that Kaldor was dis- 
tinguishing rigidity from inflexibility. I under- 
■stand the point of Chapter 19 to be Keynes’s 
explanation of why he thought generalized de- 
creases in money wages can not increase aggre- 
gate employment directly and can do so indi- 
rectly only if they increase the schedules of 
the propensity to consume or the marginal effi- 
ciency of capital or reduce the rate of interest, 
so that it does not matter whether money 
wages are flexible. Since changes in these varia- 
bles would occur through decreases in wages 
and thereby in prices (i.e., increases in the real 
money supply) they do nothing, in this view, 
that can not be done — and done more easily — 
by increasing the nominal money supply. Sam- 
uelson also refers to the idea “that Keynes as- 
sumed ‘rigid wages’ ” as a fiction, although a 
useful one (p. 216). It is a sad commentary that 
a half century after its publication the opinions 
of professional students range between an 
assertion that The General Theory assumes 
that money wages are inflexible or sticky down- 
ward and that this assumption is an essential 
element of its main thesis, and an assertion 
that the book does not even make that assump- 
tion. 

On this issue, as on so many others, I find 
Tobin’s analysis the most helpful, although one 
must read it carefully. Tobin refers to the rea- 
son labor markets are not always cleared by 
wages as a “central question” and says that 
Keynes’s answer is usually interpreted to de- 
pend on an 
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ad hoc nominal rigidity or stickiness in nominal 
wages, and thus to attribute to workers irra- 
tional ‘money illusion’ ... 1 now think, how- 
ever, that Keynes provides a theory free of this 
taint. At least he almost does, and the gap can 
be filled with the help of Kaldor’s recommen- 
dation of attention to non-competitive ele- 
ments in labor and product markets [p. 33]. 

Apparently what Tobin refers to as a “taint” 
is not that Keynes attributes the market’s fail- 
ure to clear to stickiness of nominal wages, but 
that others attribute that stickiness to irrational 
money illusion on the part of workers. The 
stickiness, Tobin thinks, can be accounted for 
by noncompetitiveness in labor and product 
markets. Indeed, he goes even further when 
he says, in discussing imperfection in labor 
markets, that “increasing returns to scale and 
noncompetitive features of ‘markets’ are the 
missing but essential ingredients of Keynes’s 
theory of nominal wage inertia” (p. 34). That 
does not mean, he says, that one can prove a 
permanent equilibrium with involuntary un- 
employment. “That is not an important opera- 
tional issue. It is enough that inertia in nominal 
wage and price paths last long enough for un- 
employment to be a serious social problem and 
a costly economic waste, and for demand man- 
agement policies to work” (p. 33). 

The Pigou Effect 

I agree with this position. Indeed, it could 
well be the major element in Keynes’s theory 
of the relation between money wages and em- 
ployment. The reason has to do with the valid- 
ity of Keynes’s second argument about that 
relation, which in turn involves the Pigou ef- 
fect. In The General Theory Keynes argued 
that even if general decreases of money wages 
did occur they would not prevent or cure in- 
voluntary unemployment; they would cause 
prices to decline correspondingly, leaving real 
income and output unchanged. Pigou argued 
that such decreases would increase the real 
value of the money supply and that this would 
stimulate demand. Apparently many people 
have assumed ,that since real income would 
remain initially unchanged there would be no 
subsequent expansion of efiFective demand; the 
possibility that the increase in the real value 
of liquid assets or total wealth might raise efiFec- 
tive demand has been widely neglected. 


This argument that a general cut in money 
wages and prices does nothing that can not 
be done more easily by an increase in the nomi- 
nal money supply is, of course, a very crude 
first approximation. Owing to the way in which 
an increase in the nominal money supply 
comes into existence, it would be distributed 
among businesses, consumers, and other eco- 
nomic agents very diflFerently from the distri- 
bution of a rise in real balances caused by a 
lowered level of prices, and the increase in 
demand is likely also to be different. Keynes’s 
argument also involves another point that is 
more fundamental for macroeconomic theory. 
He argues that, despite any stimulus to spend- 
ing from an increase in the real value of money 
balances, downward wage flexibility might be 
undesirable on balance. The reason is that this 
stimulating effect of low money wages and 
prices might be offset by the adverse effect 
of falling money wages and prices on expecta- 
tions and thereby on spending. The fact that, 
as Solow has put it to me, “you can’t get the 
first without the second,” may be a decisive 
argument against wage cuts in the context of 
contracyclical policy, but The General Theory 
is not about the business cycle. One of its main 
themes is that involuntary unemployment can 
persist because the market may not restore full 
employment. In that longer-run context it 
must be recognized that a lowered level of 
money wages and prices may last indefinitely, 
but the falling money wages and prices 
needed to attain it are transitory. The differ- 
ences between the durations of the good and 
the bad effects could be decisive in evaluating 
the possibility of long-run underemployment 
equilibrium. For this issue, as for many others, 
the difference between the short and the long 
run is more important than economists gener- 
ally recognize. 

The validity of the assumption that effective 
demand does not increase if real income does 
not, even if the purchasing power of financial 
assets does rise, appears to me of greater im- 
portance than the issues concerning Walrasian 
assumptions or the easy (and largely irrelevant) 
one of the endogeneity of the money supply. 
Unlike them, it received practically no atten- 
tion from the participants, except for Godley, 
whose model makes wealth a determinant of 
spending. One theoretical ground for denying 
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the Pigou eEFect is that neither real private con- 
sumption nor real private investment is influ- 
enced by increases in the purchasing power 
of financial assets. The whole issue of the effect 
on employment and output of a lower general 
level of wages and prices, given the nominal 
quantity of liquid assets, depends on whether 
that is true, and that is an empirical question. 
But in this book nobody even mentions that 
it is. Indeed, few speakers refer to the results 
of empirical research on any of the issues im- 
portant to the validity of The General Theory 
in the modern world. Exceptions are Godley, 
who makes explicit reference to the need for 
empirical research only when criticizing a re- 
sult that conflicts with results obtained from 
his model (p. 137), and Malinvaud, who, in 
commenting on Godley ’s paper, stresses the 
need for such research. 

In more recent years it has also been argued 
that even though increases in the real value 
of financial assets are matched, in a closed 
economy, by equal increases in the real value 
of liabilities, and that even though the rise in 
the real value of such assets may increase the 
demand of creditors for goods and services, 
it may also depress the demand of debtors, and 
that there is no reason to expect any net in- 
crease in aggregate demand, let alone any sub- 
stantial one. This argument against the Pigou 
effect may be valid as to private debt, although 
nobody knows. In the United States and many 
other countries, however, a very large fraction 
of debt is public. As to increases in the real 
value of public debt, some opponents of the 
Pigou effect argue that taxpayers realize that 
the rise in the real value of future interest pay- 
ments on the public debt will increase the real 
value of the taxes on them, that this knowledge 
reduces their present spending, and that the 
depressing effect on their spending offsets the 
stimulating effect on the spending of the bond- 
holders. In addition to this alleged effect, 
widely attributed to Ricardo although he 
merely mentioned it and did not subscribe to 
it, one might conceivably argue that the in- 
crease in the real value of the public debt re- 
duces the spending of the government, not — 
or not merely — that of taxpayers. Indeed, if 
it affected both, it would be more likely to off- 
set the expansionary effect on spending of 


creditors than if it affected only taxpayers’ or 
only government’s spending. 

It seems to me highly implausible to suppose 
that increases in the real value of given nomi- 
nal public debt depresses the spending of ei- 
ther government or taxpayers, but the point 
I want to emphasize is not what I think the 
correct answer is but that finding the correct 
answer depends on empirical research, that 
this dependence is not recognized by contribu- 
tors to the book, and that the answer is crucial 
to the issue of how cuts in money wages affect 
equilibrium output and employment. 

Two other points that I consider important 
are not mentioned by any speaker. One con- 
cerns the expectations of financial markets. 
Keynes recognized the possibility that an ex- 
pansionary monetary policy could have the ef- 
fect of raising interest rates if financial markets 
reacted to it adversely. The other neglected 
point is the distinction between expectations 
about the future demand for real output, to 
which Keynes attached considerable impor- 
tance, and expectations about the money value 
of the wage unit (i.e., expectations about the 
future course of the general level of wages) 
and prices. Expectations about the future 
course of the price level must have much to 
do with the response of private markets to 
changes in aggregate demand, and therefore 
with stagflation. This is especially important 
in connection with the relative effects on out- 
put and prices of an expansionary demand pol- 
icy pursued when labor and plant capacity are 
unemployed. Those expectations and the rea- 
sons they are important are not recognized. 

Aggregate Supply versus Aggregate Demand 

Stagflation itself, however, has been a major 
reason for the widespread rejection in the past 
dozen or more years of Keynesian theory and 
policy. It is central to Scitovsky’s paper, which 
has the seriously misleading title of “The De- 
mand-Side Economics of Inflation.’’ It turns out 
that the demand referred to in the title is the 
demand for money, not for goods and services. 
The paper tries to correct what Scitovsky re- 
gards as the prevailing “excessively one-sided 
preoccupation with the supply of money as the 
restraining force on inflation’’ and the neglect 
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of the demand for money; it tries to “restore 
the balance by focusing attention on the factors 
that motivate price increases and so motivate 
the demand for additional holdings of money” 
(p. 223). His thesis is that economists are wrong 
in thinking of competition as the force that 
keeps prices stable; “the necessary condition 
of price stability is market symmetry, i.e., com- 
petition among both buyers and sellers . . . 
[C]osts can push up prices when, and only 
when, producers have power over the prices 
at which they sell their output” (pp. 229-30) — 
included in “power over prices” is political as 
well as monopoly or oligopoly power. The up- 
ward pressures on costs and prices that result 
in actual increases occur when asymmetries 
in bargaining power give sellers the power to 
set prices. They are treated by Scitovsky as 
supply-side influences because they emerge 
from excess-claims. The cases he examines can 
produce rising prices at the same time as the 
economy experiences unemployment. Thus, 
he says, they explain stagflation. 

What Scitovsky calls excess-claims inflation 
is what has long been known as cost-push infla- 
tion. What is new in the paper (at least to this 
reviewer) is the explanation of the conditions 
that make such inflation possible, which Scitov- 
sky calls market asymmetry. That term means 
the absence of competition on one or more 
sides of one or more markets and monopolistic 
or price-making power by sellers in product 
markets that is not matched by equal predomi- 
nance of their power over prices of their in- 
puts. (For a closed economy as a whole, “in- 
puts” reduces to factor markets; for an open 
economy, the term also includes markets for 
imported inputs, as has been well illustrated 
by the market power of foreign suppliers of 
oil.) If sellers were as able to resist demands 
for increases in the prices of their inputs as 
they are able to raise prices of their outputs, 
they would prefer to resist those increases 
rather than raise their selling prices, so it is 
the inferiority of their power over factor prices 
relative to their power over product prices that 
is the necessary condition for cost-push. I think 
all this, and the value of the paper, would have 
been clearer to readers had Scitovsky not suc- 
cumbed to the temptation to counter the pre- 
vailing one-sided preoccupation with the sup- 


ply of money by showing how the demand 
function for money may increase. His thought 
evidently is that cost-push may explain exoge- 
nous increases in that demand and that these 
increases can induce increases in the quantity 
of money. The emphasis on the demand for 
money early in the paper obscures what I re- 
gard as its main contribution, which is the ex- 
amination of the forces permitting cost-push. 

Samuelson begins his comment on Leijon- 
hufvud’s paper by attributing the decrease in 
support for Keynesian theory and policy to the 
development of stagflation, which he calls the 
sickness of the mixed economies. He calls that, 
in turn, 

a basic feature of the humane welfare state that 
has replaced ruthless capitalism It changes 
drastically the behavior equations of the mod- 
ern macro world, and it itself has to be under- 
stood as much in terms of microeconomic 
incentives and behaviors as in terms of 
conventional macroeconomics [p. 215]. 

Samuelson sums up his assessment of how the 
modern economist should regard The General 
Theory by urging, “Let us not be unrecon- 
structed Keynesians. Let us be reconstructed 
Keynesians — reconstructed by the reconstruc- 
tion of the world itself” (p. 217). 

Once the reader avoids becoming hung up 
on Samuelson’s sometimes baffling allusions 
and understands the substance of his message, 
his and Scitovsky’>- explanations of stagflation 
may be seen to have something in common: 
The modifications of “ruthless capitalism” that 
Samuelson has in mind are partly responsible 
for the asymmetries in bargaining power that 
Scitovsky finds central. 

The paper by Godley expresses sdews that 
are farthest from already beaten tracks, al- 
though he has expressed some of them in ear- 
lier writings, especially with Francis Cripps. 
Godley thinks that Keynes was correct in many 
of the ideas attributed to him but that these 
ideas have been vulnerable to the attacks that 
they have received from many quarters be- 
cause they did not have a sufficiently coherent 
theoretical foundation, and he seeks to de- 
scribe modifications that he thinks are needed. 
In Godley’s picture of the economy private ex- 
penditure is determined in the short run partly 
by income and partly by stocks of private as- 



IIM Journal of tconomic Literature, VoL a.a. 111 {September WSo) 


sets, which are affected by the flow of invest- 
ment (unlike the assumption in The General 
Theory that the stock of assets is fixed), but 
in the long run only by the desired ratio of 
assets to income. As a consequence, the wealth 
effect and the normal marginal propensities 
of private agents to spend on consumption and 
capital formation in response to income 
changes make the long-run responses to 
changes in both income and wealth equal to 
unity. All lasting exogenous changes come 
from changes in government fiscal policy and 
foreign trade, and all leakages occur through 
induced changes in government revenue and 
imports. The net result is that real demand, 
output, and employment are determined by 
governmental fiscal and monetary operations 
and foreign trade. 

The paper is challenging and, in places, diffi- 
cult to read. A major omission of The General 
Theory, in Godley’s opinion, is the neglect of 
stock -flow relations and Keynes's failure to ana- 
lyze them, an omission that he seeks to rem- 
edy. How he does this cannot be described 
here. Suffice it to say that in his model fiscal 
stance uniquely determines the aggregate in- 
come flow with a short time lag. At the same 
time, it satisfies the private sector’s demand 
for financial assets, whatever happens to pri- 
vate debt. His paper ends with the statement 
that the only constraints on output from the 
supply side “relate quite simply to limitations 
on the speed at which supply can adapt to de- 
mand rather than the existence of some exoge- 
nous resource endowment which sets an upper 
limit to real income.” This leads him to con- 
clude that "the sustained expansion of real de- 
mand is the necessary and sufficient condition 
for expansion of real output on any scale what- 
ever in the long run” (pp. 156-57), a startling 
conclusion that neither Edmond Malinvaud 
nor Robert Solow, the commentators, accept. 
The inclusion of “in the long run” may reduce 
the incredibility of this statement, but “on any 
scale whatever” still leaves it incredible. 

Concluding Observations 

It is usual to get more out of reading confer- 
ence papers than out of hearing them, but, 
as a participant in this Conference, I found 
that the difference in this case was unusually 


great, and that a second reading of the papers 
and discussion was even more thought-provok- 
ing than the first. 

Two reactions I had to the book as a whole 
are worth noHng: First, considering the pre- 
dominance of Keynesians and, perhaps more 
generally, anti-monetarists among the confer- 
ees, it is surprising that there could be so much 
disagreement about what The General Theory 
says or implies a half century after its publica- 
tion. For example, that it can explain stagfla- 
tion and that the contrary view shows a care- 
less reading of its contents (Thirlwall, pp. 38- 
39): per contra, that stagflation is what has dis- 
credited the idea that Keynes advanced in the 
book, implying that it fails to explain stagflation 
(Samuelson, p. 215). Again, that it does assume 
inflexibility or inertia of nominal wages and 
that this assumption is central (Meltzer, p. 55; 
Tobin, pp. 33-34); per contra, that it does not 
make that assumption (Kaldor, pp. 33 and 46; 
Samuelson, p. 216). 

Still more interesting, again considering 
the pro-Keynesian sympathies predominant 
among the conferees, is the number of gaps 
they found in The General Theory: 1) the fail- 
ure to take into account the unreality of Walra- 
sian assumptions of perfect competition and 
constant returns to scale and, more generally, 
the casual treatment of microeconomics (Kal- 
dor, Hahn, Solow); 2) the neglect of stock con- 
cepts and of the relationship between stocks 
and flows (Godley, Solow, Kaldor), a neglect 
that Godley tries to remedy; 3) the inadequacy 
of Keynes’s model of the labor market, “de- 
spite fragmentary” insights (Solow); 4) the in- 
adequacy of his theory of inflation, “partly as 
a result of Keynes’s understandable casualness 
about microeconomics” (Solow); 5) failure to 
recognize the endogeneity of the quantity of 
money (Kaldor, Thirlwall), a failure that they 
(but not I) regard as important; and 6) lack 
of a valid theory of the risk premium, the li- 
quidity premium and the role of money (Melt- 
zer). 

To these I add the two gaps I mentioned 
above that were not mentioned by the sched- 
uled speakers: 7) failure to consider the impor- 
tance of expectations about the price level, let 
alone to discuss what determines them, which 
should no doubt be considered part of the more 
general inadequacy of the treatment of infla- 
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tion, and 8) the importance of private (and pub- 
lic?) holdings of liquid and/or total wealth in 
determining the propensity to consume and 
the inducement to invest. In addition, one 
might also include 9) the lack of any integrated 
treatment of openness in The General Theory, 
to which Kaldor devotes a section of his paper. 
This is more conspicuous now, in the more in- 
tegrated world of the 1980s, than it was a half 
century earlier, but I still regard it as pardona- 
ble to have assumed a closed economy in a 
book intended to present pioneering ideas 
about the determinants of output and employ- 
ment in an economy assumed (even though 
only implicitly) to be large. 

This is a formidable list of gaps, but it reflects 
the close analysis given to The General Theory 
over the years, which in turn is a tribute to 
its pioneering character. If illness and World 
War II had not supervened and Keynes had 
had an opportunity to go at it again, we know 
(from Keynes himself) that he would have writ- 
ten it differently,- and we may speculate that 
some, at least, of the gaps would have been 
filled. It is a virtue of Keynes and the Modern 


World that a careful reading brings out these 

conflicts and gaps. 
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Robert Cooler and Peter Rappoport, “Were the Ordinalists 
Wrong About Welfare Economics?”:* A Comment 


By Ian M.D. Little 

International Bank for Reconstruction and Development 


I believe this article is seriously misleading 
in two ways. First, the authors’ spotty refer- 
ences to and apparently limited reading of the 
post- 1945 literature leads them to misleading 
statements about the treatment of income dis- 
tribution. Secondly, their own treatment of 
what they call the material welfare school 
(mainly exemplified by A, C. Pigou) suffers 
from a failure to appreciate the nuances of lan- 
guage. They do not distinguish between what 
Pigou thought he was doing, and the linguistic 
force of the conclusions he arrived at. This too 
may be attributable to unfamiliarity with some 
of the postwar literature, in particular, let me 
not beat about the bush, with my Critique of 
Welfare Economics (Little 1950). Let me elab- 
orate on these two points. 

After stating that Kaldor’s hypothetical com- 
pensation criterion (which was claimed to be 
a criterion of “aggregate real income” or “the 
sum total of wealth,” not “welfare,” as is im- 
plied by Cooler and Rappoport) requires the 
economist to proceed as if a dollar were equally 
valuable to everyone, the authors go on to 
state; 

However most subsequent discussion of com- 
pensation criteria did not consider this point. 
This suggests that a generation of economists 
was trained to believe that science treats a dol- 
lar as equally valuable to everyone, whereas 
a nonscientific approach treats a dollar as more 
valuable to the poor than to the rich [p. 526). 

* ]. Econ. Lit, June 1984, 22(2), pp. 507-80. 


The first sentence of this quotation is qualified 
only by one reference to William Baumol’s 
Welfare Economics and the Theory of the State 
(first edition, 1952). But Chapter VI of my Cri- 
tique of Welfare Economics (first edition, 1950) 
hammered at the point for thirty pages.* Nor 
was it forgotten in the rest of the book, where 
I either used the phrase "Pareto optimum” in 
preference to “optimum,” or if the word “opti- 
mum” alone was used it was invariably put 
in inverted commas. This, of course, was done 
to emphasize that most observers would find 
many non-Pareto optimal positions ethically 
superior (yielding higher total utility, if viewed 
with Benthamite eyes) to any particular Pareto 
optimum. Subsequent to this, welfare econo- 
mists have, almost without exception I believe, 
used the reasonably neutral phrases “Pareto 
optimum” and “Pareto improvement,” rather 
than plain “optimum” and “an increase of wel- 
fare,” which were previously prevalent. 

The same chapter introduced several suffi- 
cient criteria for an increase in economic wel- 
fare each incorporating a distributional judg- 
ment. These criteria, commonly known as 
Little’s criteria, gave rise to a large number 
of articles, mainly in The Economic Journal, 
for the next twenty years. After much theoreti- 
cal misunderstanding, first cleared up by 

* In giving dates I am not claiming priority over 
Baumol. On the contrary! The first attack on the 
Kaldor Criterion was made by Baumol in “Commu- 
nity Indifference,” Rev. Econ. Stud., 1946. 
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Amartya Sen (1963), and much implicit use in 
cost-benefit analyses (see Little 1979), it has 
recently been “rehabilitated” by Kotaro Suzu- 
inura (1980) and Yew-Kwang Ng (1979). None 
of the above literature, which it would be te- 
dious to detail, is mentioned in Cooter and 
Rappoport’s bibliography. They content them- 
selves with “subsequently the technical diffi- 
culties with compensation criteria were ex- 
posed by Paul Samuelson (1950) and William 
M. Gorman (1955),” (p. 526), a small and some- 
what bizarre selection. 

The truth is that no discussion of welfare 
criteria after 1950 ignored the point that sim- 
ple compensation criteria imply that a dollar 
is worth the same to everyone. It is true that 
some economists have advocated that they and 
other economists should stick to discussing Par- 
eto efficiency, and not, so to say, talk of distribu- 
tion in the same breath. But that is quite differ- 
ent. As I understand their position (the Chicago 
School and its followers), it is that economics 
should remain as positive and wertfrei, that 
is, scientific, as possible. They dislike the intro- 
duction of distributional weights in cost-benefit 
analyses. This, I think, makes them implicit 
(never, so far as I know, explicit) supporters 
of split level criteria which leave distributional 
judgments to the decisionmakers. I have no 
quarrel with this position provided that the 
language they use in pursuing their Pareto 
analyses is indeed wertfrei — a purity that is not 
easily achieved. This brings me to my second 
point. 

One of the authors’ themes is that Pigou and 
others of the “material welfare” school* were 
closely concerned with what was good for peo- 
ple, and that this was at least in the large and 
for the average person ascertainable. They 
were, it is claimed, as much concerned with 
needs as with wants (e.g., “The material wel- 

* I think this choice of terminology is ill-advised, 
especially in the light of the oft-refuted accusation 
that economists ignore the psyche. Pigou was surely 
concerned with whatever could be brought into line 
with the measuring rod of money, and would have 
rejected the view that welfare is about only what 
is conducive to physical health, that is “basic needs." 
The authors several times ascribe the phrase "mate- 
ria] welfare" to Pigou when he in fact wrote eco- 
nomic welfare.” This exemplifies what 1 have com- 
plained of as the authors' failure to appreciate the 
nuances of language. 


fare definition of economics committed the 
subject to the analysis of economic needs”; p. 
520). So they considered that they were being 
scientific, and that there was a social science 
of welfare. I am not concerned to argue 
whether this is a good description of what 
Pigou, and others considered by the authors, 
thought they were doing, although I have res- 
ervations. I am concerned with the nature of 
this claim, and with the relation between such 
a subject matter and the terminology used by 
the school. This involves the distinction be- 
tween positive and normative economics in a 
manner that is not, I believe, understood by 
Cooter and Rappoport. 

Whether or not a statement can be consid- 
ered to be positive or scientific depends both 
upon the subject matter and on the language 
used. This point is the subject of Chapter IV 
of A Critique (Little 1957). It was not under- 
stood by the “material welfare” school itself, 
nor by Lionel Robbins, nor by Lindley Fraser 
(1937), the last named being a “much-ne- 
glected” author cited by Cooter and Rappo- 
port as discussing economic theory from the 
viewpoint of the philosophy of language. It is 
not surprising that they did not understand, 
for the manifold uses of language were fully 
analyzed only by the postwar school of linguis- 
tic philosophy. 

The essential point can be expressed in two 
sentences. Statements about the relative 
needs, or even the relative happiness of per- 
sons, or averages of persons, can be more or 
less objective or scientific (i.e., with more or 
less clear criteria, and relation of evidence to 
those criteria). But when the conclusions are 
expressed in value-laden terminology, such as 
“this policy would increase economic welfare” 
(or even “increase real income”), they are nor- 
mative whether intentionally or purposefully. 
By being apparently oblivious of this distinc- 
tion the “material welfare” school were fooling 
themselves, and also Cooter and Rappoport, 
by sliding from one fundamental and essential 
use of language to another. 

Lionel Robbins (1935) oversimplified. If a 
statement was not scientific, it was normative 
or ethical (this ascription is itself an oversimpli- 
fication — for Robbins also cadled nonscientific 
propositions “conventional”). It is reasonable 
to say that many interpersonal comparisons are 
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not scientific. But it certainly does not follow 
that they are ethical, or even value-laden (the 
two are not the same). Lindley Fraser seems 
to have added to the confusion. In his critique 
of Lionel Robbins' position he argued that wel- 
fare theory is neither more nor less normative 
than value theory. By the latter he meant what 
vs e would now call price theory. Value theory 
was held to be normative, because “the word 
rational is itself so essentially normative in sig- 
nificance that to say ‘one ought to act ration- 
ally’ is little more than a truism” (Fraser, p. 
37). And, “indeed the formal parallelism be- 
tween welfare theory and value theory is aston- 
ishingly close. The latter derives its significance 
(as we have seen) from the judgement that 
choice ought to be rationalized, the former 
from the judgment that welfare ought to be 
maximized” (ibid., p. 40). This is surely a confu- 
sion. A prediction about some price may or 
may not rely on the theory of noncontradictory 
(rational) economic behavior. If it does so rely, 
it presumes only that people behave rationally, 
and not that they ought to. The proposition 
that welfare economics derives its significance 
from the judgment that welfare ought to be 
maximized presupposes that welfare is not it- 
self an ethical expression. Now in the classroom 
it may be understood that “an increase in wel- 
fare” is to mean, say, that all persons (presumed 
to be rational with well-defined preference 
contours) reach new positions that they prefer. 
But economics leaks out of the classroom, and 


in real life situations it is never the case that 
everyone reaches a preferred position after a 
policy change. 

The undoubted influence of statements 
about the general welfare, real income, or eco- 
nomic efficiency, does not derive from any de- 
scriptive content they may have, which is far 
from transparent. Such statements carry 
recommendatory value-laden meaning. The 
claims made by Cooter and Rappoport for the 
material welfare school therefore have to be 
rejected. 
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Reply to I. M. D. Little’s Comment 

By Robert D. Cooter 

University of California, Berkeley 
and 

Peter Rappoport 

New York University 


Professor Little has taken us to task for inac- 
curacies in OUT account of the post-World War 
11 literature on welfare economcs, particularly 
his own substantial contribution, and for insen- 
sitivity to the language in which the arguments 
of welfare economics are cast. The mam focus 
of our paper was the ordinalist revolution of 
the 1930s and early 1940s, so our discussion 
of the post-World War II literature was impres- 
sionistic rather than systematic. However, we 
think that our impressions are widely .shared; 
for example we would stick by our claim that 
many students in this period were taught to 
do applied welfare economics by a.ssigning 
equal value to a dollar enjoyed by every benefi- 
ciary, regardless of his or her income level, 
whereas the use of welfare weights was ap- 
proached with caution on the grounds that it 
involved nonscientific. ethical Judgments 

Little’s second criticism repre.sents us as not 
understanding the role of language in eco- 
nomic reasoning. We find his analysis of this 
matter to be flawed, and, as a result, we dis- 
agree with his reading of the debate between 
the ordinalists and the material welfare school. 
We shall concentrate on this in the remainder 
of our reply. 

Echoing the discussion in Chapter IV of his 
Critique of Welfare Economics ([1950], 1957), 
Little states in his Comment that a proposi- 
tion is normative, irrespective of its descrip- 
tive content, if it is expressed in terms that 
have prescriptive force. Applying this defini- 
tion to the material welfare school, he finds 
that: 

Statements about the relative needs, or es’cn 

the relative happiness of persons, . . . can be 


more or less objective or scientific (i.e., with 
more o: less clear criteria, and relation of evi- 
dence to those criteria). But when the conclu- 
sions are expressed in \alue-laden terminology, 
such as "this policy would increase economic 
welfare” (or even “increase real income”), they 
are normative whether intentionally or pur- 
posefully. By being apparently oblivious of this 
distinction the "material welfare" school were 
fooling Ihein.selves. and also Cooter and Rappo- 
port, by sliding from one fundamental and es- 
sential use of langu.age into another [p. 1187). 

Thus, Little suggests it is a fundamental criti- 
cism of the material welfare school that it used 
value-laden phrases improperly. This \iew 
trivializes the dispute over Pigou’s understand- 
ing of welfare economics by suggesting that 
it was essentially verbal, whereas our shew is 
that the development of welfare economics in 
the period in question was controlled by pro- 
found philosophical disagreements about the 
nature and purpose of economics. 

Behind our differences with Little about the 
history of economic theory is a disagreement 
about the language of social science. It is our 
view that economics is a practical subject be- 
cause it is intimately bound up w'ith action, 
so a good economic theory helps people to un- 
derstand the economy and to improve it. Since 
positive and normative aspects are closely con- 
joined in economic theory, they are also closely 
conjoined in its language. To illustrate: “wel- 
fare,” “income, ■’ “economic growth,” “effi- 
ciency,” “optimality,” “stability” have positive 
connotations, whereas “monopoly," “deficit 
spending,” and “inefficiency” have a negative 
emotive force. Not much would be gained by 
trying to replace these terms with ones with 
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the same technical meaning, but not the same 
emotive force. 

Thus we do not find useful or convincing 
the position that the emotive force or persua- 
sive nature of economic arguments is located 
at the level of individual words or phrases. 
Rather, we believe that the persuasive nature 
of doctrine is to be found in the perspective 
or framework in which a body of thought pre- 
sents the data relevant to the problem at hand. 
This framework singles out objects for analysis, 
and designates how empirical information 
about them is to be sought, organized, and un- 
derstood. It also may contain the unquestioned 
axioms of the system. Once one accepts the 
pierspective or framework of a body of thought, 
one is, in effect, constrained to regard things 
in a particular light; then the conclusions fol- 
low as a matter of logic, or by simply applying 
the definitions which the framework supplies. 
The recommendatory terminology for express- 
ing conclusions would seem, therefore, to be 
a secondary matter. Rather, the persuasive ele- 
ment of a body of doctrine lies in the way it 
induces acceptance of its premises. 

It is instructive to look at material welfare 
economics and ordinalist economics in this 
light. They present two different lenses for 
viewing the relationship between people’s 
well-being and the distribution of wealth. Ma- 
terial welfare economics cast well-being in 
terms of the satisfaction of basic needs, which 
were presumed to be similar for different 
groups of people in similar circumstances. This 
led them to restrict their attention to particular 
classes of commodities, deficiencies of which 
were observable. Once one accepted the 
premise that well-being was to be understood 
(in a first analysis) as material welfare, the con- 
clusion that redistribution from the rich (whose 
basic needs are satiated) to the poor will in- 
crease well-being is immediate. In contrast, or- 
dinalist economics did not restrict its attention 
to any particular class of commodities, but cast 
well-being in terms of the preference order- 
ings of individuals. Once this framework is ac- 
cepted, statements about the changes in well- 
being or welfare that would result from redis- 
tribution are incomprehensible. In each case, 
acceptance of the conclusions concerning the 
effects of redistribution is a consequence of the 
acceptance of a particular set of premises or 


framework, not the emotive language in which 
the conclusions are expressed. 

Once the normative nature of propositions 
is understood in terms of the perspective of 
that body of doctrine from which they ema- 
nate, it is apparent that material welfare eco- 
nomics is no more normative than ordinalist 
economics. The element of persuasion lies in 
the way people are induced to accept the per- 
spective of one or the other, that is, how people 
come to accept preferences or needs as the 
concept relevant to assessment of well-being. 
This occurs prior to the use of the associated 
body of doctrine. 

Our view of the emotive force of doctrine 
implies that discussions of the normative na- 
ture of economics should be pitched at a level 
different from that of individual words and 
phrases. Indeed, it seems to be part of the pur- 
pose of social science to take words from ordi- 
nary speech, including those with emotive 
force, and imbed them in theories which eluci- 
date their meaning. To illustrate, “monopoly” 
is a bad thing in ordinary speech and economic 
theory shows more clearly why it is bad. In 
our view, that is what A. C. Pigou and others 
set out to do for “material welfare” — to eluci- 
date this common sense idea by embedding 
it in a theoretical framework. The progress of 
the discipline is thus not very well served by 
pointing out the emotive nature of these terms, 
and attempting, as the ordinalists did, to lay 
claim to the high ground of moral neutrality. 
Rather, it would have been preferable had the 
positions of the two schools concerning the 
meaning of human welfare been the subject 
of the confrontation between them. 

It is worth noting that Little’s critique of 
material welfare economics locates its norma- 
tive aspect in a place very different from that 
chosen by the ordinalists. For purposes of argu- 
ment, Little appears prepared to believe that 
some interpersonal comparisons are not impos- 
sible in principle. Instead, he places emphasis 
on the way in which the conclusions of the 
material welfare school are vitiated by the use 
of value-laden terminology. However, Lionel 
Robbins and the subsequent ordinalist tradi- 
tion regarded these comparisons as “metaphys- 
ical” and incapable of substantiation by any 
observation, and therefore meaningless. It is 
at this stage that Robbins saw the normative 
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problems of material welfare economics occur- 
ring, not at the subsequent stage of choosing 
the terms in which to express one’s conclu- 
sions. This is because, from his point of view, 
in order to make statements about general wel- 
fare, one had to adopt a “convention” deter- 
mining how different individuals’ utilities 
(ophelimities) are to be combined. This 
convention (which we called a “comparability 
value judgment” in our paper) is arbitrary, it 
reflects ones norms, as opposed to those of 
someone else, and so was called “normative.”* 

It is useful to bring these two points together 
by considering what would have been the out- 
come of the ordinalist revolution, had the ordi- 
nalists shared Little’s view of the normative 
nature of material welfare economics. Little’s 
complaint implies that the potentially scien- 
tific nature of material welfare economics was 
vitiated by conclusions expressed in value- 
laden terminology. So, all that would have 

* Perhaps Robbins’ ([1932] 1937) choice of termi- 
nology was ill-advised and, from the point of view 
of clarity, he would have done better to stick to 
"metaphysical” or "meaningless" in his description 
of interpersonal comparisons of utility 


been required by a commitment to non-nor- 
mative economics was to express the findings 
of material welfare economics in language de- 
void of prescriptive color. Thus, one would 
have expected the “New Economics” to docu- 
ment the effects of diet, housing and clothing 
on life expectancy, susceptibility to disease and 
productive capacity, without drawing any con- 
clusions about which changes would cause an 
increase in economic welfare. 

It is hard to believe that people’s views on 
the appropriateness of redistribution would be 
altered much by such a change: The perspec- 
tive on how human well-being is produced had 
not been altered. In order to diminish the per- 
suasive nature of arguments for redistribution 
based on the material welfare approach, noth- 
ing short of a change in that perspective was 
required. This was provided by the ordinalist 
approach, which offered a focus on preferences 
rather than needs. 
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A Comment on Lemer’s “Extortion Tax” Plan 


By A. Ross Shepherd 

University of Missouri-Kansas City 


Tibor Scitovsky s recent article, “Lerner’s 
Contribution to Economics"' draws attention 
to Lerner’s 1980 “extortion tax” plan to attack 
OPEC’s monopoly power by imposing a tariff 
on oil (p. 1566). The essence of Lerner’s argu- 
ment is that the tariff would increase the elas- 
ticity of demand facing OPEC exporters, 
thereby creating an incentive for members to 
break ranks by reducing price. 

A general theoretical foundation for a policy 
of using tariffs to control foreign export monop- 
olies appears in Appendix 11-1 of my book. 
International Economics: A Micro-Macro Ap- 
proach (Columbus, Ohio: Charles E. Merrill 
Pub. Co., 1978). There it is shown that for all 
demand conditions and tariff levels (expressed 


' 1 Econ. Lit., Dec. 1984, 22(4), pp. 1547-71. 


as multiples of the difference between the mo- 
nopoly and competitive prices), but subject to 
the supply condition of constant costs, a correc- 
tive tariff like Lerner’s “extortion tax" is pre- 
dicted to leave unchanged both the monopo- 
list’s optimum output and the price (including 
tax) paid by the consumer. Increasing the tax 
only depresses the monopolist’s optimum price 
and increases the share of (constant) consumer 
expenditures captured by the taxing author- 
ity.* 

* The same results hold for increasing and decreas- 
ing costs if cost and revenue curves are linear. With 
nonlinear functions it can be shown that under in- 
creasing costs the monopolist’s optimum price will 
always decrease as the tariff is increased, even if the 
optimum output falls, and that under decreasing 
costs a sufficiently high tariff level will always yield 
monopoly output where price equals average cost. 
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020 General Economic Theory 
History — the human gamble. By Reuven 
Brenner. Chicago and London; University 
of Chicago Press, 1983. Pp. xiv, 247. $17.50. 
ISBN 0-226-07402-1. JEL 84-0313 

Brenner begins his book by returning to the 
old economic puzzle of why the same person 
would both buy insurance and gamble. The 
problem here, of course, is why they take un- 
fair gambles. Brenner accepts the entertain- 
ment explanation in gambling in all cases ex- 
cept the purchase of lottery tickets. It is not 
at all clear why he thinks that buying lottery 
tickets has no entertainment value (he devotes 
only two sentences to the issue). An explana- 
tion, other than entertainment, of why people 
do buy lottery tickets is vital to his reasoning. 

Unfortunately, his explanation is wrong. He 
points out correctly that buying a lottery ticket 
will, if you lose, reduce your wealth only 
slightly, but the expected value of the loss is 
more than the expected value of the gain from 
winning. Since he rules out entertainment or 
the joy of gambling, this leads him to look for 
another explanation, and the explanation that 
he provides is that buyers are interested in 
their relative status in society. Winning the lot- 
tery would not only give them a great deal 
more money, it would raise their level in soci- 
ety. He generally measures status in society 
in terms of how many people have more 
wealth than you do. Clearly, using this mea- 
sure, winning would move you sharply up 
The problem here is that losing, and after 
all that is what normally happens when you 
buy a lottery, ticket, also moves your status 
down at the same time. It is true, it only moves 
you down a trifling amount, but your wealth 
is also only reduced by a trifling amount when 
you buy a lottery ticket and lose. Indeed, 
granted the kind of distribution of incomes 


which we observe in the world, it is likely that 
the lottery ticket is more unfair in terms of 
its probable impact on rank in the ordinal list- 
ing of people by wealth, than it is in money 
terms. 

It is possible to argue that since a straightfor- 
ward numerical metric for wealth exists, while 
a similar measure of “status” is not readily 
available to the average person, individuals are 
less able to make precise calculations with re- 
spect to their status in society than with respect 
to their wealth. If this were so, they might be 
likely to make erroneous calculations that their 
status had not gone down while avoiding the 
erroneous calculation that their wealth had 
not. Brenner, however, does not use this type 
of miscalculation as the foundation of his rea- 
soning. He simply assumes in all of his mathe- 
matics (for example: see pp. 4-5) that buying 
a lottery ticket and losing lowers one’s wealth 
but not one’s relative position in society. This 
means that all of his equations, numerical ex- 
amples, etc. are, strictly speaking, wrong. The 
trivial efiFect of losing wealth is always taken 
into account and the equally trivial effect on 
status, which depends on wealth in his model, 
is not taken into account. 

Having made this initial mistake, Brenner 
then proceeds to examine a number of issues 
on the theory that various disturbing factors 
lead to reductions both in total wealth and in 
the relative wealth of certain p>eople in society. 
The latter is, of course, not a necessary conclu- 
sion from the former, but could well be true. 
He never claims that those who lose in redistri- 
bution in relative terms are somehow more 
important than those who gain. Nevertheless, 
that seems to be a required assumption for his 
further reasoning. 

As a rough rule of thumb, most of the 
changes that he thinks have caused reductions 
in wealth and relative impoverishment for 
some people, are changes in population. He 
thinks that increases in population lower per 
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capita income. Reductions in population seem 
also to have somewhat similar effects. This posi- 
tion is hard to understand, but it appears to 
be Brenner’s view. The mechanism is rather 
obscure. 

Apparently, people are injured by change 
and this leads them to seek a solution to their 
problems. They "gamble” on the solution. 
From this, we get the progress of society. The 
language of this argument illustrates one of the 
peculiarities of the book. The word, “gamble” 
is used very frequently in what most people 
will find an unusual context. Roughly speaking, 
anyone who does anything is said to “gamble” 
on it rather than “doing” it. 

But returning to substantive matters, it is 
by no means obvious that entrepreneurial ac- 
tivity involves unfair gambles. Certainly risk 
averters are rarely entrepreneurs; but the 
usual explanation for their activity is that they 
perceive the gamble as a favorable one. For 
Brenner’s line of reasoning to apply, it would 
be necessary that all of the entrepreneurial ef- 
forts, from the invention of the steam engine 
to conquest of an empire, be undertaken by 
people who think of them as unfair gambles. 
There is no reason to believe that this is true. 

All of this leads to some rather bizarre histor- 
ical reasoning. As an example, he discusses anti- 
Semitism and attributes its root cause to the 
“fact” that Jews were literate, whereas the sur- 
rounding peoples were not. He devotes a 
whole chapter to “Anti-Semitism Why?” (pp. 
126-51). Of this, seven pages are devoted to 
“anti-jewish feeling in antiquity” (pp. 127-34). 
I find this section more or less unintelligible, 
but the apparent explanation is the Jews were 
literate and had written down their religion 
and that this somehow or other led them to 
be less tolerant of other religions than were 
their illiterate neighbors. Even granting the 
precise line of reasoning, which I have already 
confessed I find unintelligible, it is simply ab- 
surd to assume that the Jews in Palestine were 
surrounded by illiterate people. 'This is particu- 
larly so since he uses the Greeks and Romans 
as specific examples of illiterate peoples. 

Regardless of the coherence of this particu- 
lar argument, Brenner makes use of “gamble” 
in his usual peculiar way for anti-Semitism. In- 
stead of saying certain people became anti-Se- 
mitic, or adopted anti-Semitism, he says, “. . . 


groups whose relative wealth has diminished 
will be more likely to gamble on anti-Semitic 
ideas” (p, 146). “Gamble” seems even more 
inappropriate here than most other places 
where he uses it. 

I had been told by other readers that Dr. 
Brenner’s book advanced an interesting and 
stimulating new approach. It is new, but it con- 
tains new error. 

Gordon Tullock 
George Mason University 

International and regional conflict: Analytic 
approaches. Edited by Walter Isard and 
Yoshimi Nacao. The Peace Science Studies 
Series, no. 3. Cambridge, MA: Ballinger, 
1983. Pp. XV, 236. $29.00. ISBN 0-88410- 
030-8. JEL 84-0325 

This volume contains papers delivered at a 
symposium on “Conflict Analysis” and “Con- 
flict Management” held in Kyoto, Japan in Au- 
gust 1981. “Conflict Management” is the more 
descriptive term. These papers are concerned 
primarily with decisionmaking criteria for 
third parties in influencing or adjudicating dis- 
agreements — indeed, as one reads through the 
volume, the papers move steadily away from 
“conflict” as an interpersonal problem and de- 
cision mechanism toward conventional bene- 
fit/cost analysis. Very little attention is paid 
to positive theories of conflict resolution or 
models that could be applied to cases in which 
superordinate authorities are not available to 
monitor settlements or enforce contracts. In- 
deed, there are almost no references to the 
literature on non-zero-sum games or the bar- 
gaining process. For this reason, the title, 
which stresses “International” and “Regional” 
conflict, is somewhat misleading because the 
international arena generally provides very 
few opportunities for the implementation of 
the kind of decision criteria which are devel- 
oped in this book. 

Only the first two papers address the nature 
of conflict directly, and it is evidence of the 
difficulties inherent in the analysis of conflict 
that the authors have difficulty drawing con- 
crete conclusions from their analytical models. 
For example, in the first paper, Walter Isard 
and Christine Smith construct a dynanuc learn- 
ing representation of a three-party negotiation 
(two primary participants and a mediator), but 
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they are unable to progress beyond the formu- 
lation of first order conditions for utility maxi- 
mization for the three parties and a statement 
of equilibrium. No positive implications of the 
first order conditions are suggested, and the 
paper just stops. In a similar vein, Jean Prae- 
linck and Paulus Vossen provide an “axiom- 
atic” view of conflict, but their axioms do 
not go beyond the definition of conflict itself, 
and they do not give any indication of the di- 
rection a conflict might take in the absence 
of third-party control. 

The bulk of the book is devoted to the selec- 
tion of outcomes when individual actors have 
dissimilar (thus conflicting) preferences over 
possible outcomes. Discovery of an effective 
choice theory to be applied to such circum- 
stances would be a major contribution to the 
literature. Within the realm of normative deci- 
sion theory, most economists have accepted 
Arrow's demonstration that, in general, we 
cannot construct a transitive social ordering 
from individual preferences without introduc- 
ing inappropriate or arbitrary elements into 
the decision mechanism. The problem might 
be solvable if we were able to make quantifia- 
ble interpersonal utility comparisons, but this 
is also beyond our capacity so long as our un- 
derstanding of preferences does not extend be- 
yond their ordinalist properties. 

It is astonishing how many of the authors 
are prepared to devise mechanisms for con- 
structing transitive social orderings from indi- 
vidual preferences in violation of these princi- 
ples. Praelinck and Vossen make a distinction 
between “conflict analysis” and “decision anal- 
ysis” in defense of these efforts although they 
do not make clear what new criteria a conflict 
analysis must meet to replace those abandoned 
with decision theory, and they propose no spe- 
cific guidelines for evaluating conflict models. 
They do suggest the use of a mechanism in 
which comparisons are to be made between 
all possible pairs of outcomes, and a dominance 
relation defined within each binary compari- 
son on the basis of majority rule. The social 
choice which they recommend is the one that 
is dominant in the largest number of such com- 
parisons. In the following paper, Yee Leung 
devises a distance measure based upon what 
he calls “linguistic variables.” Suppose out- 
come A is the best for some participant in a 


dispute. Outcome B is then rated for that par- 
ticipant according to whether it is “close to” 
or “far away from” A from that participant’s 
point of view. The linguistic terms “close to,” 
etc. are drawn from conventional parlance, 
and they are quantified by means of various 
mathematical loss functions whose specific 
forms are to reflect the “degree of importance 
of the issues” (although no specific criteria for 
making this selection are provided). The 
recommended social choice is the outcome 
which minimizes these distances summed over 
all individuals. In the next paper, Yoshimi 
Nagao, Katsuhiko Kuroda, and Ikujiro Wakai 
consider multiattribute functions. An outcome 
is rated for each participant according to a 
weighted sum of the values along each attri- 
bute dimension. The recommended social 
choice is based upon a maximin criterion: if 
S is the sum (across all participants) of these 
weighted totals, the choice to be taken is char- 
acterized by a saddle point such that S is mini- 
mized with respect to the weights and maxi- 
mized with respect to the outcome choice. 
These mechanisms all have an appearance of 
arbitrariness because they have not been moti- 
vated by any underlying specification of the 
nature of conflict. The implicit rejection of de- 
cision theory is clear, however, and none of 
these rules would satisfy Arrow’s requirement 
that a good social choice mechanism be inde- 
pendent of irrelevant alternatives. 

The next two papers address interpersonal 
comparisons only indirectly. Rolf Funck and 
Ulrich Blum describe a particular applied pol- 
icy problem: the determination of an optimal 
highway construction program. The value of 
a project is measured in terms of the extent 
to which it enhances regional production capa- 
bility. There is competition among regions for 
highway resources, however, and Funck and 
Blum deal with this problem by constructing 
a Cobb-Douglas social welfare function with 
regional production levels as arguments. No 
defense of the specific Cobb-Douglas form is 
provided. In the following paper, Peter 
Nijkamp describes a cluster analysis which may 
be used to partition nations into interest 
groups. He begins with a series of attribute 
scales (such as attitudes toward tariffs, depen- 
dence upon external energy resources, etc.) 
and develops clusters based upon the Eucli- 
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dean distances between nations as measured 
on these scales. The attribute scales themselves 
are not described in detail. The paper is limited 
to the specification of these clusters, however, 
and no specific use is made of the analysis. 

The remaining papers are not really con- 
cerned with conflict beyond that characteristic 
of any economic analysis. Noboru Sakashita an- 
alyzes optimal tariff policies by means of a nu- 
merical example which uses linear supply and 
demand functions. He goes on to consider how 
his model is altered if the suppliers of the com- 
modity form a monopoly, but the analysis is 
marred by his failure to modify his tariff model 
at the same time — that is, he continues to use 
a tariff which is only optimal in the face of 
competitive suppliers. Hajime Eto and Kyoko 
Makino discuss a model of a “technology gap” 
between countries. The model is based upon 
simple dynamic adjustment mechanisms that 
assume significantly increasing returns to scale 
in technological development. 

The last two papers are the most conven- 
tional from the standpoint of an economist. 
Hisayoshi Morisugi provides a careful analysis 
of benefit-cost criteria and their relation to Kal- 
dor, Hicks, and Scitovsky social decision crite- 
ria. The argument is solid, and it lays out clearly 
what the requirements are for a benefit-cost 
rule to meet these decision criteria. In the last 
paper, Masahisa Fujita describes optimal in- 
vestment under conditions of increasing re- 
turns, and the tradeoffs that arise if the invest- 
ment is regional and a central government is 
concerned that its growth funds be distributed 
“equitably.” The problem is interesting, but 
the analysis relies upon the stringent assump- 
tions that both capital and labor are immobile. 

In summary, this is a book partly about con- 
flict and partly about social choice problems 
in areas in which conflict may arise. Neither 
topic is developed to its fullest potential, how- 
ever, and I believe that this is at least partly 
due to the fact that so few of the authors saw 
fit to build upon the work which has already 
been done in both of these areas. 

John G. Cross 

University of Michigan 
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Disequilibrium macroeconomics in open econ- 
omies. By John T. Cuddington, Per-Olov 
Johansson and Karl-Gustaf Lofgren. 
New York and Oxford: Blackwell, 1984. Pp. 
ix, 246. $24.95. ISBN 0-631-13532-4. 

JEL 85-0016 

This is both a textbook on and a survey of 
the recent theoretical literature that uses the 
fixed price approach in order to discuss the 
macroeconomic problems of open economies. 
This literature has appeared in various journals 
and considers many cases; its diversity neces- 
sarily increases when one combines two al- 
ready very diverse fields: international eco- 
nomics and disequilibrium macroeconomics. 
The book therefore serves a very useful pur- 
pose, and serves it well. 

Following a short introductory chapter, the 
student finds in Chapter 2 a general presenta- 
tion of the fixed price macroeconomics of 
closed economies; thus no prerequisite is 
needed for reading the book. The treatment 
is compact but competent and clear. To my 
taste, it gives a bit too much weight to a few 
statements that it has now become conven- 
tional to make about the fixed price approach, 
whereas their meaning and implications are 
not exactly what is commonly suggested: for 
instance, that the assumption of fixed prices 
lacks an acceptable theoretical justification (I 
was surprised to find, however, on page 189 
a quotation that gives the correct but uncon- 
ventional implication of this remark), or that 
the models make particularly restrictive as- 
sumptions about expectations. But this is a mi- 
nor point. 

The reader also finds two technical appen- 
dices that he might not have expected since 
they do not concern open economies: one on 
the systematic derivation of the many equa- 
tions following from microeconomic maximiz- 
ing behavior under rationing, the other on the 
dynamics of (short-run) quantity adjustments 
and of (long-run) price adjustments when the 
latter are proportional either to notional or to 
effective corresponding excess demands. 
These appendices are valuable in their own 
right. 

The macroeconomics of open economies is 
discussed in six chapters. Chapter 3 concerns 
the case of only one sector, producing a single 
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good that is internationally traded at an exoge- 
nously given price under a fixed exchange rate 
without quantity rationing (the “Dixit model”). 
Chapter 4 adds a second sector producing a 
nontradable good, with possibility of an excess 
demand or supply of this second good. Chapter 
5 considers how the same two-sector produc- 
tion system behaves under flexible exchange 
rate; the existence of two financial assets is then 
recognized with a demand for money moti- 
vated only by transaction requirements (the 
“Clower cash-in-advance demand”); the ex- 
change rate then adjusts so that the interest 
rate is exogenously fixed at the world level 
(“perfect capital mobility”). Chapter 6 dis- 
cusses commercial policies of import quotas 
and domestic price control of imported goods; 
it then introduces a diflFerent two-sector model, 
with a sector producing goods that compete 
with those subject to quotas, the second sector 
producing an exportable good whose interna- 
tional demand is not fully elastic, fixed ex- 
change rates are assumed. Chapter 7 retains 
the two-sector importable-exportable model in 
order to discuss import tarifl's under both fixed 
and flexible exchange rates. Finally, Chapter 
8, on how cost-benefit rules of project evalua- 
tion should be determined in an open economy 
subject to macroeconomic disequilibria, is not 
at all out of place in the book, considering the 
importance and difiBculty of the subject, partic- 
ularly for developing economies that are also 
the main focus of attention in Chapters 6 and 
7. 

With these six main chapters the book covers 
its subject well and provides a convenient sur- 
vey of the literature, which the authors clearly 
know much better than I do. 1 wonder, how- 
ever, whether the book is not too narrowly- 
focused. I was surprised not to find a single 
reference to the writings of the “Cambridge 
Economic Policy Group,” whose propositions 
are based on some disequilibrium analysis (see 
for instance T. Francis Cripps 1978; Cripps and 
Wynne Godley 1978). A discussion of the role 
played by disequilibrium hypotheses in older 
theories of international trade could also have 
been illuminating for the reader and have 
placed the modem models in a useful historical 
perspective. I understand from page 6 that the 
authors wanted to neglect all writings that ig- 
nored the “important differences between no- 


tional and efiective demands.” Is not such a 
stand a bit too dogmatic? 

A recurring theme of the book is that “it is 
critical to determine the prevailing type of 
supply-demand imbalance in the labor and out- 
put markets in order to make appropriate pol- 
icy recommendations” (p. 98). I fully agree, 
of course. Good questions are also raised, con- 
cerning in particular the types of imbalance 
most frequently occurring in developing coun- 
tries. But the reader should not be left with 
the belief that macroeconomic unemployment 
has to be either Keynesian or classical. No- 
where in the book did 1 find a warning stating 
that intermediate situations are more often 
found in reality than extreme ones. The shifts 
from one regime to another in simple theoreti- 
cal models provide somewhat caricatural im- 
ages of the nonlinearities of real phenomena. 

Applying the modern fixed price approach 
to international economics makes an important 
“research program.” The survey presented by 
the authors shows that this program has not 
yet been fully covered. For instance the study 
of monetary policies under flexible exchange 
rates must consider other cases than that of a 
domestic interest rate pegged to the world in- 
terest rate (and the Clower cash-in-advance de- 
mand for money). Still more important would 
be serious reflection about the theoretical hy- 
potheses that would best describe the exact 
nature of compention in international trade. 
The book rather consistently adheres to what 
it calls “the small open economy assumption,” 
according to which the international markets 
are fully competitive for the economy in ques- 
tion, which has to be a price taker and suffers 
no rationing in these markets. The only excep- 
tion concerns the markets for exportable goods 
in Chapters 6 and 7, which concentrate on 
commercial and tariff policies. This assumption 
really means that world depressions can only 
be transmitted to small open economies 
through price decreases, which is of course not 
the case. The deviations from perfect competi- 
tion that the fixed price approach can appro- 
priately consider are somewhat more perva- 
sive than the hook seems to assume. This may 
mean that the subject is unfortunately bound 
to become still more complex. 

Faced with the present complexity of the 
literature, the authors have provided a good 
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sense of the large variety of possible cases, 
while avoiding a tedious discussion of all possi- 
ble cases. They have also made effective use 
of summary tables, which can be compared 
from one chapter to another. This book will 
be useful pedagogically. 

Edmond Malinvaud 

INSEE, Paris 
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Constitutional economics: Containing the eco- 
nomic powers of government. Edited by 
Richard B. McKenzie. Lexington, MA and 
Toronto: Heath, Lexington Books, 1984. Pp. 
vii, 254. $27.50. ISBN 0-669-07584-1. 
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Foreigners have long been struck by the 
strength of the American tendency to seek the 
solution for social or personal difiBculties in 
courts and litigation and laws. At its apex, this 
tendency finds expression in the drive for a 
constitutional amendment. With the demise, 
at least for the time being, of the Equal Rights 
Amendment, the leading current example is 
the proposed balanced-budget, tax-limitation 
amendment. One version was approved by the 
Senate Judiciary Committee in 1981, but it was 
defeated in the House and has come no closer 
to adoption by the Congress since. Concur- 
rently, a campaign on its behalf among the 
states has led thirty-two (of the requisite thirty- 
four) to follow the alternate route of calling 
on Congress to convene a constitutional con- 
vention to consider the matter. 

Since many economists are among the pro- 
ponents of the balanced-budget amendment, 
this has stimulated professional interest in the 
broader issue of the role and limitations of con- 
stitutional constraints on government — a sub- 
ject long the province of the lawyers. Constitu- 
tional Economics is a reflection of that interest, 
and an outgrowth of a conference held by the 
Heritage Foundation, with some thirteen pa- 


pers and related comments. The focus is not 
on the balanced-budget amendment nor any 
other specific proposed amendment, but on 
general questions raised by the advocacy of 
constitutional restrictions on the economic ac- 
tivities of government. 

While that level of abstraction frees the par- 
ticipants from a concrete definition of the 
problem that the constitutional provision 
would be designed to address, it leaves the 
question of what, exactly, is the shortcoming 
in governmental functioning to be remedied? 
In general, the authors seem to share the pub- 
lic-choice perspective that political actors are 
in rational pursuit of their own interest, and 
to agree that one consequence for representa- 
tive government is rent-seeking behavior by 
organized groups that results in the steady 
growth of inefficient public-sector programs 
and regulations at ever mounting collective 
cost. But the problem the authors have in mind 
is not formulated more precisely or theoreti- 
cally than that, at least within the confines of 
this volume. 

Therefore, in a rather free-floating way, the 
authors discuss various aspects of the subject 
of constitutional reform. Jules Coleman, as be- 
fits a professor of philosophy, is concerned with 
the modes of argument used by constitutional 
economists, and with the way they employ the 
normative criteria used to justify constraints 
at a constitutional level (consent) that rule out 
certain political outcomes (as not efficient or 
Pareto optimal). If Pareto optimality is to be 
determined realistically (that is, within the 
confines of transaction costs as they exist) and 
consent demonstrates efficiency, then, Cole- 
man argues, the constitutional economists 
holding such views are essentially asserting 
that any institutional arrangements based on 
popular consent must be efficient — a position 
that offers little guidance or support for re- 
form. 

Less abstractly, three particular categories 
of possible constitutional restrictions are ana- 
lyzed. Axel Lejjonhufvud considers a monetary 
regime that would limit the discretion of mon- 
etary authorities by a constitutional rule based 
on either a quantity principle (such as Milton 
Friedman’s steady growth rate proposal) or a 
convertibility principle (such as the gold stan- 
dard). Geoffrey Brennan deals with types of 
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constraints on the fiscal powers of government 
to obtain and expend resources; though the 
balanced-budget amendment is a constraint of 
this nature, it receives no especial attention. 
Peter Aranson proposes, as a rein on the regu- 
latory process, a revival of the nondelegation 
doctrine, under which fifty years and more ago 
the Supreme Court sometimes invalidated 
broad and ill-defined grants of rulemaking au- 
thority by Congress to administrative agencies; 
in Aranson’s view, forcing Congress to make 
the policy choices would result in less frequent 
and narrower regulatory intrusions on the do- 
main of the market. 

On a more general plane, James Buchanan 
dissects the intellectual bases on which one 
might oppose constitutional reform without re- 
gard to its specific content, Craig Stubblebine 
outlines some of tbe practical difiBculties en- 
countered in attempting to obtain passage of 
a constitutional amendment, and James David- 
son explores the limits of constitutional effec- 
tiveness in relation to the power of different 
groups in society, both within and without the 
legal order. The “right” of revolution is an an- 
cient topic in the history of political thought, 
but it is unusual and stimulating to find an eco- 
nomic analysis of constitutional stability in rep- 
resentative governments. 

Lawyers, and especially law professors, on 
the other hand, have been professionally in- 
volved with the interpretation and limitations 
of constitutional checks on legislative and exec- 
utive power since 1789. Bernard Siegan notes 
the various provisions intended to constrain 
the regulatory authority of the state and fed- 
eral governments over economic activities that 
are already part of the Constitution — and now 
largely ineffectual. Ellen Paul illustrates the 
same point in the course of pleading for a more 
rigorous interpretation of the constitutional re- 
quirement that private property not be taken 
for public use without just compensation, 
which has been applied to outright seizures 
but has not proved much of a barrier to sub- 
stantial impairments of value through regula- 
tion, And Judge Robert Bork emphasizes that 
constitutional provisions are not self-executing; 
enforcement rests largely in the hands of the 
judiciary, and we understand even less about 
how their policy decisions are systematically 
affected by self-interest than we do for leg- 


islatures. “Having identified the incentive 
structure confronting legislators as the source 
of the problem,” Bork notes, “it is odd that 
economists should advocate moving the policy 
into the courts without a similar inquiry” (p. 
233). 

With the addition of opening and closing re- 
marks and some comments, those papers com- 
prise the volume. As its format dictates, this 
book has no continuous or connected line of 
reasoning and argument. Instead, there is an 
array of reflecHons and observations, directed 
toward different aspects of a common topic. 
Many of the individual points and insights are 
provocative; for me, the papers by Davidson, 
Coleman and Bork were especially useful. But, 
taken as a whole, the book displays the primi- 
tive stage at which constitutional economics 
finds itself. There is no integrating and well- 
articulated theory, and systematic empirical 
work is close to nonexistent. Yet the same can 
be said of the legal literature, which covers a 
much longer stretch of time. There are 
thoughtful considerations of the role (and 
shortcomings) of constitutional constraints in 
a majoritarian electoral process, written from 
a political and philosophical perspective in 
terms of Supreme Court decisions, but the ap- 
proaches are far more normative than positive. 
By implication, this volume demonstrates how 
formidable is the task of filling that gap. Since 
the subject is both intellectually challenging 
and of great practical importance, it is to be 
hoped these initial efforts will command the 
attention of many others. 

Kenneth Scott 

Stanford University 

Competition, monopoly, and differential profit 
rates: On the relevance of classical and 
Marxian theories of production prices for 
modern industrial and corporate pricing. By 
Willi Semmler. New York and Guildford, 
Surrey; Columbia University Press, 1984. Pp. 
xii, 238, $32.50, cloth; $17.50, paper. ISBN 
0-231-05616-8. JEL 85-0360 

In Competition, Monopoly, and Differential 
Profit Rates, Professor Semmler takes on a fist- 
ful of difficult and importsmt issues. These is- 
sues arise in the effort to relate classical (natural 
or production) prices to modern industrial pric- 
ing. He treats the problem of the relation be- 
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tween classical prices of production and mod- 
em corporate pricing as a particular instance 
of the problem of relating production price 
to market price. In classical theory, exchange 
of commodities at their prices of production 
assures revenue to their producers adequate 
to cover costs of production plus net profit on 
capital advanced at a rate which is uniform 
across industries and firms. Production prices 
constitute a kind of equilibrium since the con- 
dition of uniformity of rates of return elimi- 
nates the motive for movement of capital 
across industries, Classical theory contrasts 
prices which correspond to this equilibrium 
condition with rates of exchange (termed mar- 
ket prices) determined by supply and demand 
and by the condition of market clearance. Mar- 
ket prices deviate from production prices 
when markets clear at rates of exchange which 
yield different rates of return on capital 
invested in different lines of production. 
Semmler treats the concentration of capital 
and development of modern corporate pricing 
policy as a potential challenge to the classical 
argument that production price constitutes the 
equilibrium state or “center of gravity” of the 
price system. Corporate pricing, in this view, 
challenges the classical theory if it establishes 
a stable price structure based upon enduring 
differences in profit rates. This would, in 
Semmler ’s view, establish modern corporate 
pricing as an alternative to classical production 
prices. If, however, concentration of capital 
creates only temporary impediments to capital 
movements, we can treat its effect on prices 
as an instance of the deviation of market from 
production price thereby preserving the logi- 
cal structure of classical price theory. 

Semmler devotes the first part of his book 
to a discussion of the notion of production price 
as a center of gravity. His treatment of the 
idea of a center of gravity is intended less to 
break new ground than to estabffsh the analyti- 
cal foundation for the argiunent tfiat produc- 
tion price retains this role in the face of mod- 
em industrial pricing. Since he does not 
attempt to specify analytically the dynamic 
processes which would assure that market 
prices deviate from natural jnices only "within 
certain limits” (at some points, see pages 33- 
34, he seems to doubt that this is indeed the 
case) his argument for production price as a 


center of gravity is not entirely convincing. 

The remaining parts of the book deal with 
various aspects of the problem of treating pro- 
duction prices as centers of gravity for modem 
industrial prices. Semmler firet attacks the 
problem empirically, focusing on studies deal- 
ing with such issues as differentiation of profit 
rates, the relation between concentration and 
profitability, and the degree to which attri- 
butes of the production structure explain rela- 
tive prices. Since the empirical studies were 
not done in order to clarify the specific issue 
Semmler raises, evaluation of the empirical ev- 
idence as regards its implications for the classi- 
cal theory poses some problems. Perhaps be- 
cause of this, certain of the conclusions drawn 
will strike the reader as somewhat timid (e.g., 
that the classical treatment of differential profit 
rates “might also be consistent with the empiri- 
cal evidence”; p. 141). One of Semmler’s main 
conclusions (pp. 77, 79, 82) presumes that be- 
cause, empirically, structural change has a sig- 
nificant correlation with changes in price, it 
follows that production price has a significant 
influence on actual rates of exchange. While 
the empirical evidence may point in this direc- 
tion, the relation of evidence to theory remains 
too impressionistic for any definite conclu- 
sion. 

Because of the way Semmler sets up the 
problem, the issue of the relevance of classical 
theory comes to center on the question of 
whether differences in profit rates endure. 
Since the specific structure of differentiated 
profit rates prevailing at a point in time does 
not persist through time, Semmler concludes 
that the forces which account for such differ- 
ences do not conflict with the idea of produc- 
tion price as a center of gravity. Yet, while 
specific differences in profit rates may not per- 
sist, just as specific levels of rates of profit vary, 
this does not mean that rates tend toward 
equality. It can as easily mean that the struc- 
ture of rates changes through time to create 
new differences. 

Following up on the empirical discussion, 
Semmler analyzes the relationship between 
mark-up pricing models and models of produc- 
tion price concluding that the two alternatives 
are formally consistent This indicates that we 
caimot establish inconsistency between the 
two theories on a formal level, but it does not 
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establish that the two theories are consistent 
as theories. This part of the argument would 
benefit, in particular, from an explicit treat- 
ment of the implications of the theories for 
income distribution and especially for the is- 
sues raised by the classical theory of wages. 

This book brings together a connected set 
of empirical and theoretical issues of impor- 
tance. We can hope that it will stimulate fur- 
ther discussion and thus contribute to clarifica- 
tion and resolution of the question: What can 
we do with classical price theory? 

David Levine 

University of Denver 

040 Economic History 

A retrospective on the classical gold standard, 
1821-1931. Edited by Michael D. Bordo 
AND Anna J. Schwartz. National Bureau 
of Economic Research Conference Report 
series. Chicago and London: University of 
Chicago Press," 1984. Pp. xi, 681. $65.00. 
ISBN 0-226-06590-1. JEL 85-0042 

An edited collection should be more than 
a tied sale of a bunch of articles. This report 
of an NBER conference in March 1982 suc- 
ceeds in presenting papers and discussions that 
interact in ways useful to both economic histo- 
rians and monetary economists. 

The core of the collection is eight papers 
on central and commercial banking operations 
in individual countries. Three are on the Bank 
of England, the alleged conductor of the world 
financial orchestra. John Dutton and John Pip- 
penger agree that in the late 19th century the 
Bank varied the discount rate and other mea- 
sures to defend the convertibility of the pound 
to gold — just as the rules according to Bagehot 
(1873) prescribed. But with the remaining 
freedom of action the Bank pursued other 
goals. Pippenger emphasizes the goal of Bank 
profits, and Dutton emphasizes countercyclical 
monetary policy — objectives that sometimes 
led the Bank to sterilize the efiFects of gold flows 
on the domestic money supply, rather than 
augment them as the rules demanded. Thus 
Dutton and Pippenger further verify and elab- 
orate Arthur Bloomfield’s (1959) finding that 
the Bank violated the rules. Rudiger Dorn- 
busch and Jacob Frenkel’s study of the 1847 
banking crisis in England documents a painful 


lesson from the Bank’s adolescence. Facing its 
first crisis since the Peel Act of 1844 upgraded 
its status as a central bank, the Bank was ini- 
tially so ready a lender of last resort that it 
endangered the convertibility of the pound 
and finally had to curtail credit drastically, ex- 
acerbating the banking crisis. 

Paul McCouldrick and Lars Jonung show 
that the central banks of Germany and Sweden 
maintained unquestioned convertibility of 
their currencies from 1873 to 1914 and at the 
same time shielded the domestic banking sys- 
tems from gold flows. Keeping well more than 
the required ^old at the central banks (in con- 
trast to the Bank of England) gave them leeway 
to act countercyclically in the domestic credit 
market, and to let commercial bankers avoid 
subjecting their customers to credit crunches. 
For the stability of German real growth and 
the rapidity of Swedish growth in the late 19th 
century the authors give partial credit to the 
way the central banks bent the gold standard 
rules. 

Michele Fratianni and Franco Spinelli’s 
chapter on Italy and the chapters by Georg 
Rich and by Ronald Shearer and Carolyn Clark 
on Canada show some disadvantages of not 
having a central bank. In Italy the banks of 
issue violated the rules of the game by steriliz- 
ing gold-flows, contributing to the early end 
of convertibility in 1894. In Canada, with the 
Treasury pegging the gold price but no central 
bank to sterilize the effects of capital and gold- 
flows, the money supply moved procyclically. 
In the 1920s, with nearby New York replacing 
London as the major financial center, the gold- 
flows reacted more sharply to changes in credit 
conditions, and Canada had to abandon gold 
in 1929. One hopes that further research will 
address missing cases, like France, and will sys- 
tematically compare them. 

Donald McCloskey and Richard Zecher ar- 
gue that the relative purchasing power of na- 
tional currencies was close enough to constant 
that we should stop using models which allow 
it to vary. Some participants remained uncon- 
vinced. The case studies of Sweden and Italy 
estimate the degree of purchasing power par- 
ity. For Italy the deviations were larger, appar- 
ently as a result of the same financial crises 
that prevented their keeping the exchange 
rate fixed. 
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Several papers consider the transmission of 
business cycles between countries. Wallace 
Huffman and James Lothian investigate the in- 
teraction between the U S. and Britain from 
1833 to 1932 and find that business cycles were 
transmitted in periods of fixed exchange rates 
but not in periods of floating rates. The primary 
shocks were mostly British monetary distur- 
bances before 1860 and mostly American mon- 
etary disturbances after 1900, with a mixture 
in-between. The complexities of the interac- 
tions make the narrative evidence more 
convincing than the econometric. 

On the theme of long-run price behavior, 
Daniel Benjamin and Levis Kochin try to re- 
solve the Gibson paradox with a finding that 
fluctuations of British interest rates from 1729 
to 1931 reisulted from the real effects of financ- 
ing wars, not the Fisher effect of expected in- 
flation. Authors and discussants agree that this 
is not surprising, since there would be little 
change in long-run expected inflation under 
the gold standard. They seem to overlook the 
credible threats that the Napoleonic and First 
World Wars posed to Britain's long-run adher- 
ence to the gold standard. Hugh RockoflT s in- 
vestigation of mining and refining innovations 
and gold discoveries indicates that the flow 
supply of gold increa.sed in response to rises 
in its relative price. So in the 19th century, 
the gold standard may have had little long-run 
deflationary bias. 

Many of the papers contribute to the history 
of thought on the gold standard, a theme that 
Bordo addresses in the first paper of the vol- 
ume. His long Appendix provides a pocket 
guide to what most major economists thought 
about the gold standard. He sees two motifs 
in the progression of attitudes toward gold — 
changes in contemporary policy concerns and 
Kuhnian scientific revolutions. The motive for 
the conference seems clearly the renewed in- 
terest of fwlicymakers in the gold standard, 
and the papers address mostly traditional ques- 
tions. They may, however, provide the launch- 
ing pad for a Kuhnian revolution that would 
explain the pattern and systemic effects of vio- 
lations of what we once thought were the rules 
for monetary authorities under the gold stan- 
dard. 

Steven Webb 

University of Michigan, Ann Arbor 
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Nation, state, and economy: Contributions to 
the politics and history of our time. By 
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In his Introduction to this volume, the trans- 
lator notes that, like John Maynard Keynes’ 
The Economic Consequences of the Peace, it 
was written in 1919 and that the two books 
have much in common. The comparison is 
hardly persuasive. Keynes was present at the 
Peace Conference in Paris, and what he wrote 
in The Consequences was inspired by his inti- 
mate awareness of the terms of the treaties, 
his assessment of the motives of the victors, 
and his bitter conviction that the results would 
be disastrous. Ludwig von Mises’ book lacks 
both the feel of actuality and the focused argu- 
ment of the British economist’s work. It was 
finished before the treaty terms were known 
in full detail, and the author’s remarks about 
them, in his concluding observations, are gen- 
eral in nature, going not far beyond statements 
like “Need and misery for the German people 
will emerge from this peace” (p, 217). There 
is no analysis here of what the predictable re- 
sults of particular parts of the peace settlement 
would be in the postwar period. The tone is, 
indeed, hortatory rather than analytical, the 
author warning that a policy of persecution 
and expropriation on the part of the victors 
would be as senseless as a policy of revenge 
on the part of the defeated and pleading for 
“a rejection of the policy of feeling and instinct 
and a return to political rationalism” (p. 221). 

This last appeal is the real key to these rather 
loosely organized essays and reflections, which 
the author himself appears to fear “may seem 
... to hang together only superficially” (p. ix). 
They are informed and united by the unrecon- 
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structed liberalism of their author, whose eco- 
nomic views were faithful echoes of the doc- 
trines of the Manchester School, while his polit- 
ical principles reflected those of the center or 
moderate left of the Frankfurt Parliament and, 
on the subject of nationalism, those of Herder 
and Mazzini. These essays constitute a kind 
of lament for the nineteenth century’s betrayal 
of the principles of classical liberalism. It is no 
accident that the only part of the book — gener- 
ally drab and colorless in tone — which shows 
real emotion is the one dealing with the sad 
fate of those German liberals, in von Mises’ 
homeland, Austria, who tried vainly to main- 
tain their faith in a land torn by the strife of 
the subject nationalities and the unrealistic im- 
perialism of the Habsburg dynasty. 

The war of 1914, in von Mises’ view, was 
the end result of limitations placed upon politi- 
cal and economic freedom by "statist govern- 
ments” in defiance of the legitimate interests 
of their peoples. “The point of departure of 
all liberalism, ” he writes, 

lies in the thesis of the harmony of rightly under- 
stood interests of individuals, of classes, and of 
peoples. It rejects the basic idea of Mercantilism 
that the advantage of one is the disadvantage 
of the other. That is a principle that may hold 
true for war and plunder; for economics and 
trade it does not hold. Therefore, liberalism sees 
no basis for opposition between classes; there- 
fore, it is pacifist in relations between peoples 
Ip. 182] 

As ardently as Richard Cobden and John 
Bright, von Mises argues that free trade is the 
truest form of international relations, more ef- 
fective than diplomacy or the acrobatics of bal- 
ance-of-power, because it promotes the inter- 
dependence of peoples and is thus a guarantee 
of peace. The flouting of this philosophy by 
European governments in the third quarter 
of the nineteenth century was a crucial turn 
for the worse in international relations. "How 
very different a position Germany and Austria 
would be in today,” von Mises writes, “if they 
had not undertaken the fateful return to the 
protective tariff!” (p. 75). 

Even more fateful was the tendency of gov- 
ernments — particularly that of the newly 
united German Reich — to turn, for reasons of 
domestic policy, away from the cosmopolitan 
nationalism of the early nineteenth century 


and to embrace “militant power-policy nation- 
alism and imperialism.” “More clearly than all 
theories could do,” the author writes, 

the course of history shows that, properly under- 
stood, patriotism leads to cosmopolitanism, that 
the welfare of a people lies not in casting other 
peoples down but in peaceful collaboration. Ev- 
erything that the German people possessed, its 
intellectual and material culture, it has uselessly 
sacrificed to a phantom, to no one’s benefit and 
to its own harm [p. 75]. 

And this grievous mistake now promised to 
be repeated in the future, for surely the desire 
of the Entente Powers for reparations and ex- 
propriations was a form of imperialism, and 
it was clear also that socialism (as much a bete 
noire to von Mises as etatisme) was inherently 
imperialistic, since it “can be realized only if 
the whole world becomes socialist . . . There- 
fore, every socialist government must immedi- 
ately concern itself with the extension of social- 
ism abroad” (p. 210). 

All of this is not uninteresting, and much 
of it is true in a general sort of way. But it 
does not add up to a very impressive “contribu- 
tion to the politics and history” of its time. On 
historical subjects, indeed, von Mises tended 
to be alarmingly sweeping in his judgments 
but less than generous with the kind of evi- 
dence that is required to support them. It is 
notable that he places far greater blame for 
the coming of the war upon Germany and 
Austria-Hungary than upon Great Britain and 
France (which he considered to be countries 
of a “liberal nature”; p. 225), an apportionment 
of responsibility that W'as questionable even in 
1919. A statement like 

. . . because England had broad territories at 
its disposal in which Germans could have settled, 
and because England possessed great tropical 
colonies, the desire arose to attack England and 
defeat it in war. This was the idea that led to 
the construction of the German fleet [p. 72] 

not only betrays the author’s exaggerated be- 
lief in the importance of emigration as a factor 
in international politics but represents a radical 
reductionism that is not uncommon in this vol- 
ume. 

Thus, for example, von Mises’ answer to the 
question why the modem political ideas of 
freedom and self-government could not pre- 
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vail among the German people is that “the 
threatened position of the Germans in the bor- 
derlands” of the east made them fear the appli- 
cation of democracy and cling to the absolutist, 
military state (p. 104). This is an extreme for- 
mulation of the thesis that all German history 
was determined by the Junkers and is not diffi- 
cult to disprove. What is extraordinary about 
von Mises’ account is his failure even to con- 
sider the possibility that the political gulf that 
separated Germany from the West might be 
explained by analyzing the relative weakness 
of the natural law tradition in Germany and 
the fundamental difference between German 
and Western ideas of individuality. Romanti- 
cism is mentioned only once in this book and 
then as “a particular trend in art” (p. 48). If 
the author had spent some time thinking about 
the ideas of German Romanticism and their 
pervasiveness, he might have understood bet- 
ter why the majority of Germans rejected the 
political principles of the Enlightenment 
(which he him.self valued so highly), and, in 
this rejection, he might have found a more 
plausible explanation for the failure of .self-gov- 
ernment in Germany than he presents in these 
pages. 

Gordon A. Craig 

Stanford University 

050 Economic Systems 

The state and political theory. By Martin 
Carnoy. Princeton, NJ; Princeton Univer- 
sity Press, 1984. Pp. 282. $27,00, cloth; $8.95, 
paper. ISBN 0-691-07669-3. JEL 84-1006 
Classical approaches to the theory of the 
state, liberal and Marxist alike, have agreed 
that its role in capitalist societies consists prin- 
cipally in the protection of the “rules of the 
game” of market and property relations. Yet 
the responses of liberalism and Marxism to the 
rise of the interventionist state have been 
diametrically opposed: Where orthodox liber- 
alism has taken state economic pijicy as so- 
cially neutral, Marxism has treated the state 
as an instrument of capitalist “class rule.” 

Neither of these minor adaptations of classi- 
cal theory has provided a very satisfactory 
explanation of economic policy in liberal dem- 
ocratic countries. The search for more sophisti- 
cated approaches to the causal litdwges be- 


tween state and economy has thus proliferated 
in recent years. Yet the formulation of a coher- 
ent methodology, not to mention a plausibly 
explanatory theory, has been painful for liber- 
als and Marxists alike. The former suffer from 
the neat partition in social science between 
“government” and “economics,” leaving the 
conception of their articulation to the eclecti- 
cism of “interdisciplinary research.” The latter 
are burdened with a tradition holding the eco- 
nomic as the “material base” upon which is 
erected a dependent, and ultimately ephem- 
eral “ideological superstructure,” of which the 
state forms a key part. For all their brilliance, 
it now appears that our classical forebears have 
left an ambiguous legacy. 

This state of affairs was anticipated in the 
early part of the century by Antonio Gramsci 
and Max Weber, among others. But sustained 
work in the area appears to date from the 
1960s, when the theory of the state became 
a major obsession within Marxist circles. Martin 
Camoy’s book is a lucid and dispassionate ac- 
count of the fruits of research that resulted 
from attempts to modernize and refine the 
Marxist theory of state and economy. Carnoy ’s 
wisdom lies in avoiding the difficult philosoph- 
ical terminology in which much of Marxist re- 
search is rooted. This alone renders his book 
extremely useful for classroom use. His stress 
upon empirical relevance and concrete state 
behavior, by contrast, renders his account of 
considerable value to professional researchers 
unfamiliar with modern Marxist theory. 

Classical Marxism relied upon an essentialist 
and instrumental theory of the state. Rooted 
in the Germanic Hegelian tradition, this theory 
considered the state as an appearance reflect- 
ing the underlying essence of social life. This 
“essence” was considered to be the economic 
system, the dominant group within which had 
the power to use the state as an “instrument” 
towards the reproduction of its position. What- 
ever the merits of Hegelian philosophy, it has 
not stood up as a model for modern social sci- 
ence, The rise of the liberal democratic state, 
moreover, has rendered the Marxian instru- 
mental tradition untenable. Thus all of the con- 
tributions reviewed in Carnoy’s book, in one 
way or another, address the central question; 
What are the causal mechanisms inducing the 
liberal state in capitalist society to reproduce 



Book Reviews 


1205 


the relations of private property and market 
exchange? 

The answers discussed by Carnoy involve 
various combinations of “structural symbiosis,” 
“functional necessity,” and “ideological legiti- 
mation,” Carnoy begins with a careful study 
of the Italian Antonio Gramsci and his modern 
followers, for whom the causal mechanism is 
the erection of a cultural system reflecting cap- 
italist norms and values, which is promulgated 
by the state’s ideological mechanisms. He then 
sketches the major themes of the influential 
French school of Louis Althusser and Nicos 
Poulantzas, which corresponds roughly to the 
structural-functional school of Talcott Parsons 
within liberal social theory, save with a rather 
greater degree of slippage in the articulation 
of subsystems (“instances” and “levels” in Al- 
thusserian parlance) admitted on the basis of 
the concepts of “relative autonomy” and “ov- 
erdetermination.” 

Carnoy also gives a deserved emphasis to 
two of the major'modern German approaches. 
First, squarely within the functionalist school, 
is the “derivationist” theory of Joachim Hirsch 
and others, which deduces the form of state 
intervention from the functional requirements 
of the capitalist accumulation process. Consid- 
erably more innovative (and interesting, in my 
view) is the synthesis of Weberian and Marxian 
elements represented by Claus Offe, which 
combines the concern for social legitimation 
with a conception of the autonomous power 
of bureaucratic organization. In this view, the 
state bureaucracy ensures the stability of capi- 
talist economic relations because the continu- 
ity and stability of governmental regimes de- 
pends upon successful economic growth, 
which in turn can be guaranteed only by a 
vigorous and powerful capitalist class. 

The final approach presented by Carnoy falls 
substantially outside the purview of traditional 
Marxism. 'This “class struggle” theory of the 
state — which has many adherents in Italy, rep- 
resents the mature position of Nicos Poulant- 
zas, and is probably the best articulated ap- 
proach in the United States. It rejects the 
proposition that the state necessarily repro- 
duces the dominance of the capitalist class, and 
instead considers the state as one among the 
several arenas in which classes contest for 
power and influence. 


These five approaches represent the context 
within which Carnoy’s most interesting and 
creative contributions lie. In a first-rate analysis 
of current European thought, he draws out im- 
plications for the politically central question 
of the “transition to socialism.” He particularly 
stresses the importance of the Soviet experi- 
ence in sensitizing western Marxism to issues 
of liberty and democracy, and gives warranted 
attention to the American and Italian debates 
concerning the fundamental importance of lib- 
eral democratic institutions. Following this, he 
ofiFers a gem of a chapter on the theory of the 
“dependent” state in developing countries. 
Much of Carnoy’s own research lies in develop- 
ment policy. His sensitivity and knowledge in 
this area come through clearly, especially so 
concerning the issue of authoritarian develop- 
ment in Latin America. 

Carnoy finally surveys recent American con- 
tributions to the theory of the state. In many 
ways the American contributions appear more 
multilinear than the mainstay of European the- 
ory — no doubt because of the relatively weak 
position of Marxism and Hegelian philosophy 
in American social science. The American 
James O’Connor, in his Fiscal Crisis of the State 
(NY; St. Martin’s Press, 1973), appears to be 
the first to suggest the contradictory nature 
of the state’s structural position in relation to 
the capitalist economy. In our own work, Sam- 
uel Bowles and m>self have rejected the “su- 
perstructural” view of the state, stressing that 
state and economy participate equally in the 
etiology of economic crises. Theda Skocpol, in 
her States and Social Revolutions (Cambridge 
U. Press, 1979), appears among the first to rec- 
ognize the centrality of social class, yet pwsits 
the state as an actor independent of social class. 
Finally, Fred Block has pioneered in the at- 
tempt to specify the causal dynamic underly- 
ing state economic policy within a tradition 
rather more dominated by philosophical and 
epistemological pursuits. 

The most notable gap in the book is Carnoy’s 
virtual disregard for analysis of the role of the 
state in response to the economic crises of the 
1970s, While much of the material on this sub- 
ject is relatively new, it surely provides an acid 
test for the more “political” orientations of the 
approaches represented in the book. Yet he 
does provide an indispensable background for 
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these analyses. Indeed, having worked in the 
theory of the state and taught in that area for 
many years, I find myself happily in agreement 
with Adam Przeworksi’s dust-cover blurb: 
“Carnoy’s coverage of the topic is complete 
and exceptionally clear. This is the first book 
I am willing to use as a text in fifteen years 
of teaching the subject.” 

Herbert Gintis 
University of Massachusetts 

100 Economic Growth; Development; 

Planning; Fluctuations 

110 Economic GHOwTm Development; and 
Planning Theory and Policy 

Fiscal and monetary policies and problems in 
developing countries. By fipRiME EshaG. 
Modern Cambridge Economics series. Cam- 
bridge, New York and Melbourne: Cam- 
bridge University Press, 1983. Pp. xxii, 287. 
$39.50, cloth; $14.95, paper. ISBN 0-521- 
24900-9. JEL 84-1017 

Published in the Modern Cambridge Eco- 
nomics series, this book, according to the dust- 
jacket, “is intended for the undergraduate and 
interested general reader in the mature capi- 
talist economies and in the developing coun- 
tries. The authors, whilst sharing a Cambridge 
tradition of ideas, derive their main inspiration 
from Keynes himself and his immediate succes- 
sors. The object of the series is to stimulate 
students to escape from conventional theoreti- 
cal ruts and think for themselves on live and 
controversial issues.” 

Although it is a bit difficult these days to 
know which are the “conventional theoretical 
ruts,” I must confess that throughout this book 
I felt on pretty conventional theoretical 
grotmd. The author starts out by declaring that 
“inadequacy of their capital equipment” is the 
"principal explanation” of “the two most strik- 
ing characterizations of LDCs,” namely “the 
relatively ‘low degree of utilization’ and the 
‘inferior productivity’ of their land and labour” 
ip. 4) and that “economic development as we 
understand it, requires active government par- 
ticipation in the management of the economy” 
(p. 10). This certainly sounds like conventional 
wisdom as it has dominated development 
thinking and policy related to LDCs since 


World War II. The arguments offered for gov- 
ernment intervention are also found in con- 
ventional textbooks: market failures and prob- 
lems of income distribution. And, nothing is 
more conventional nowadays than Keynes: 
Open any undergraduate textbook in macro- 
economics. 

Be that as it may, the strength of this book 
is not on the theoretical side. The discussion 
of Monetarism and Keynesianism in Chapter 
2 is not convincing. The author unfortunately 
has had the ambition to settle this great issue. 
Monetarism is refuted (with neoclassical equi- 
librium theory) on pages 32-34 mainly with 
reference to the event of the Great Depres- 
sion; Keynesianism, on the other hand, was ap- 
parently vindicated once and for all by the 
“highly successful policies adopted in the U.K.” 
during World War II and the immediate post- 
war period when “the instruments used were 
primarily fiscal measures and direct controls” 
(p. 50). This discussion is outdated. The author 
concentrates upon Friedman’s obsolete re- 
duced-form regressions and does not even 
mention the modern monetarist view that with 
rational expectations monetary policy may 
have no real effects. The Ricardo-Barro doc- 
trine of the irrelevance of public debt is men- 
tioned in a footnote, but only to be dismissed 
as having “too little to do with the attitude 
of the bond holders to their wealth in real life 
to deserve serious consideration” (p. 76). Many 
economists take these ideas quite seriously and 
it would have been interesting to see an in- 
depth discussion of their applicability to LDCs. 
As it stands, Chapter 2 does a disservice to 
both author and readers. 

Chapters 3 and 4 on the other hand, contain 
a lot of interesting material and viewpoints. 
Chapter 3 discusses domestic savings. The au- 
thor should be given credit for putting much 
of the blame for the poor performances of 
LDCs in regard to domestic savings squarely 
upon their goveriunents and elite. He points 
to high defense expenditures which often 
serve the purpose of oppression and aggression 
rather than genuine defense; and more often 
than not there are under-utilized revenue 
sources. He is in favor of a revival of the old 
fashioned schedular income taxes (land tax, 
buildings tax, business license tax, etc.) rather 
than modem income or expenditure taxes that 
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in this environment do not work. I agree very 
much; Tax what cannot be hidden. The author 
is concerned with establishing progression 
through such taxes, something that gives rise 
to well-known problems. He hereby overlooks 
the fact that even levied at flat rates, land taxes 
tend to be progressive on total personal in- 
come because in LDCs the share of property 
income in total personal income will tend to 
increase with both wealth and income. He is 
also concerned about assessment problems. 
Again we are up against the quality of govern- 
ment. It is worth recalling that almost one cen- 
tury ago, Egypt was capable of handling the 
assessments for both land and building taxes 
quite well and collected large revenues that 
rested proportionately much more heavily on 
the big absentee landlord than upon the small 
owner-cultivator. It is difficult to understand 
why that should be impossible today. Has the 
quality of LDC-government really gone down 
to that extent? Maybe — at that time, after all, 
the British were around! 

The author recommends increased domestic 
saving for the sake of financing investments 
and creating growth without relying on foreign 
loans with all the problems foreign borrowing 
gives rise to. Few would object to that. He 
is, of course, careful in discussing whether 
lower consumption would tend to improve the 
balance of payments (exports) and whether 
consumption can be cut to any considerable 
degree without hurting the lower income 
brackets. But here he again takes rather con- 
ventional positions. Recent developments in 
the high debt countries have clearly shown 
that conventional pessimism about the ability 
of LDC-producers to shift from the domestic 
to foreign markets has been somewhat exag- 
gerated. With respect to income distribution 
the author endorses the positions often taken 
by "basic-needs” proponents. He follows Ka- 
lecki in assuming that for growth to be genuine 
development, it should be accompanied by an 
improvement (or at least not a deterioration) 
in the standard of living of the lower income 
brackets. In line with the UNIDO-guidelines 
he recommends a national income concept 
that weights income heavily in favor of the 
lower income brackets. As a corollary he as- 
sumes that commodities (“essentials”) con- 
sumed by the lower income brackets prefer- 


ably should be produced domestically. The 
availability of such commodities should not be 
left to the vagaries of foreign trade. Adding 
administrative problems in redistributing rev- 
enues he ends up with recommendations of 
subsidizing investments and production of “es- 
sentials” possibly combined with rationing. 
These are standard conclusions in the basic- 
needs camp. Both the general reader and the 
undergraduate might have grave doubts about 
them. For, even when they agree that the 
lower income brackets should be sheltered 
against the risks of foreign trade (foreign wars, 
embargoes, price fluctuations, etc.), there are 
also domestic risks that may be alleviated 
through foreign trade (droughts and civil wars, 
not to mention inept government). Nothing 
is easier than to come up with horror stories 
about licensing, price controls and rationing 
in LDCs. Protection of the poor is, however, 
a serious matter and a difficult one to solve 
in a satisfactory way, at least in LDCs. The 
author would have done a service to both gen- 
eral reader and undergraduate had he concen- 
trated in depth upon this issue rather than 
upon that of Monetarism vs. Keynesianism. 

Bent Hansen 

University of California, Berkeley 

Pioneers in development. Edited by Gerald 

M. Meier and Dudley Seers. New York, 

Oxford, Toronto and Melbourne; Oxford 

University Press for the World Bank, 1984. 

Pp. X, 372. $29.95. ISBN 0-19-520452-2. 

JEL 85-0083 

In a lucid Introduction to this volume, 
Gerald Meier outlines the circumstances 
which in the late 1940s focused attention on 
the economies of Asia, Africa, and Latin Amer- 
ica: the decolonization movement, which pro- 
duced new nations able to chart their own fu- 
ture; the development of the United Nations, 
the World Bank, and other international bodies 
which became sources of advice and finance; 
and the Marshall Plan experience, which en- 
couraged a belief that infusions of foreign capi- 
tal could lead to rapid economic transforma- 
tion. 

Thus around 1950 a number of talented 
economists were attracted, from a variety of 
backgrounds, to the study and practice of eco- 
nomic development. Practice usuaUy came 
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first. Most of the contributors to this volume 
cut their teeth on overseas assignments for the 
United Nations, the U.N. Economic Commis- 
sion for Europe, the U.N. Economic Commis- 
sion for Latin America, the International Mon- 
etary Fund, and so on. But exposure to 
problems led naturally to analysis and general- 
ization. A body of testable propositions about 
early economic growth began to emerge. As 
development activities expanded rapidly in 
the 1950s and 1960s, this first generation of 
development economists was followed by a 
second generation, and by now a third genera- 
tion of economists who work mainly on third 
world economies. 

Several years ago the World Bank decided 
to commission retrospective lectures by ten of 
the first-generation pioneers. The list includes 
Lord Bauer, Colin Clark, Albert Hirschman, 
Sir Arthur Lewis, Gunnar Myrdal, Raul Pre- 
bisch, Paul Rosenstein-Rudan, Walt Rostow, 
Hans Singer, and Jan Tinbergen. It is pleasant 
to record that these people are still around 
and able to produce good economics thirty 
years after their initial contributions. Among 
early pioneers, only Ragnar Nurkse and Jacob 
Viner are now missing, as is Dudley Seers, 
whose premature death threw most of the edi- 
torial burden on Gerald Meier. One might 
question the omission of Simon Kuznets, whose 
work has contributed so greatly to quantitative 
analysis of economic growth in poor as well 
as rich countries. 

The ten lectures, delivered originally to au- 
diences at the World Bank, are here brought 
together in print. The mission of the authors 
was, in the editor’s words, “to reassess the main 
themes of their earlier work and to reconsider 
their assumptions, concepts, and policy pre- 
scriptions in relation to the way the course of 
development has proceeded since their pio- 
neering days” {p. ix). Each contributor has in- 
terpreted this mandate somewhat diflFerently. 
Several prefer mainly to re-emphasize earlier 
themes, which they still regard as essentially 
correct, though there are emendations and 
even an occasional recantation, as when Gun- 
nar Myrdal confesses some loss of faith in the 
efficacy of foreign aid. 

Most of the papers, however, contain inter- 
esting new material, of several sorts. There is 
a certain amount of autobiography— which 


earlier economists had a strong influence on 
a particular author, what he was doing before 
turning to economic development, the details 
of early research and advisory missions which 
led him deeper into the subject. It is interest- 
ing to learn that Sir Arthur Lewis was walking 
down a road in Bangkok one morning in Au- 
gust 1952 when it suddenly occurred to him 
that the supply of labor might be infinitely elas- 
tic. Or to learn that Albert Hirschman, sitting 
in Bogota, observed that Colombian economic 
planners were doing quite well even though 
they were not doing what foreign advisers sug- 
gested. Might there be some “hidden rational- 
ity” here? This proved a fruitful idea. 

Several contributors wisely give a broad in- 
terpretation to their mandate. The Lewis and 
Tinbergen papers are especially notable in this 
respect. They are excellent small treatises on 
priority issues in economic development, seen 
from the perspective of the early 1980s. The 
authors’ own work is woven into the story, but 
as a minor rather than a major theme. In a 
stimulating paper Albert Hirschman relates his 
thinking on economic development to general 
methodological precepts which have marked 
his contributions to many branches of social 
science. 

Each paper is followed by comments by one 
or two distinguished second-generation devel- 
opment economists — Srinavasan, Diaz-Alejan- 
dro, Streeten, Harberger, Myint, Bhagwati, 
Helleiner, Balassa, Bruno, and others. These 
comments form about one-third of the volume, 
and most of them are well worth reading. The 
commentators were not overly respectful to 
their intellectual grandfathers. Some of the 
comments, while tactful, are clearly negative 
in tone. Others are a judicious mixture of praise 
and blame. The comments of Diaz-Alejandro 
on Hirschman, Harberger on Lewis, Myint on 
Myrdal, Fishlow and Bhagwati on Prebisch, 
Helleiner on Rostow, and Balassa on Singer 
are especially thoughtful, going beyond cri- 
tique to make original contributions. 

At the end of the book is an interesting essay 
by Paul Streeten on “development dichoto- 
mies.” Taking off from Hirschman ’s familiar 
classification of schools of thought, Streeten fo- 
cuses on several lines of cleavage among devel- 
opment economists. He examines the merit of 
conflicting viewpoints and possibilities of com- 
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promise, between them. There is an implica- 
tion that many issues remain unresolved, and 
that much of the knowledge we need remains 
to be acquired. 

This is perhaps too modest a view. We now 
have several decades of experience with third 
world economic growth. In some countries per 
capita output has risen rapidly, in others only 
moderately, in still others not at all. The rea- 
sons for this differential performance are by 
no means fully understood. But there would 
be considerable consensus on some of the char- 
acteristics of rapidly-growing economies: good 
agricultural performance, good export perfor- 
mance, a substantial increase in domestic sav- 
ings rates, continuity of political leadership, 
competence in public administration, and eco- 
nomic policies which do not unduly substitute 
government direction for private initiative. In 
this sense, development economics is farther 
ahead today than it was in 1950. 

Lloyd G. Reynolds 

Yale University 

120 Country Studies 

Japan’s economy in a comparative perspective. 

Edited by GlANNl FODELLA. Tenterden, 

Kent, England: Norbury, 1983. £13.00. Pp. 

viii, 220. ISBN 0-904404-45-5. 

JEL 84-0708 

The book compares Japan with Italy. Its 
Foreword states: “This is an attempt at com- 
parison between the Japanese and Italian eco- 
nomic systems, or rather it is a study of the 
Japanese economic system seen, whenever 
possible, in a mirror provided by the working 
of the Italian economy.” The book’s eleven pa- 
pers are authored by six Italians, four Japanese, 
and one Britisher. 

The academic interest of continental Euro- 
peans (as compared with Americans or British- 
ers) in Japan’s economic performance has long 
been low. Italian interest in Japan seems to 
be an exception to this rule, perhaps because 
both Italy and Japan started modem economic 
growth in the late 19th century with compara- 
ble initial conditions, were still comparable at 
the end of World War II, and yet forty years 
later differ considerably. Why so? This question 
is the main theme of the book; it is elaborated 
in the editor’s opening chapter which empha- 


sizes the roles of organization and technical 
progress as keys to Japanese growth. 

The economic miracle ended in the early 
1960s in Italy but continued into the early 
1970s in Japan. Andrea Boltho finds a major 
reason for this difference in different policy 
attitudes to imports, namely, the premature 
exposure of Italy to free trade and the pro- 
longed maintenance of protectionism in Japan. 
This point is echoed by Fodella and also by 
Fabrizio Onida in his lengthy comparison of 
the trade stmcture of the two countries from 
the 1850s to the 1970s. 

Industrial dualism is a feature common in 
both economies. But, as Boltho points out, it 
is used to much advantage in Japan in resource 
allocation between large and small firms 
through, for example, the subcontracting sys- 
tem. This enabled Japan in the late seventies 
to realize a greater flexibiUty in macroadjust- 
ments of wages and employment. On the other 
hand, Paolo Sylos Labini, by comparing price 
markup equations for manufacturing, finds la- 
bor costs to have had no influence on product 
prices in Japan, contrary to the Italian and 
American experiences. He attributes this to the 
overhead nature of labor cost under the Japa- 
nese permanent employment system and ex- 
plains the post- 1973 profit squeeze in terms 
of rising labor cost. But his conclusion is at vari- 
ance with the macroeconomic flexibility Bol- 
tho found in operation in Japan. 

Tadao Takagi surveys well-known features 
of Japan’s intra-firm labor markets and then 
briefly compares them with the Italian case. 
Takagi expects a big change in Japanese labor 
relations under a less favorable external envi- 
ronment. One wishes he had examined Italian 
labor relations in comparable detail as they are 
cited several times in other papers as a major 
deterrent to growth. 

Japan's high saving ratio is much talked 
about, yet Italian households save even more. 
There is, however, a marked difference be- 
tween the two nations in growth, unemploy- 
ment, and inflation. What accounts for this dif- 
ference? Mario Monti takes note of close 
similarities in the banking and financial struc- 
ture such as the important role of banks as 
financial intermediaries between households 
and firms. But the two countries differ signifi- 
cantly because of differences in the relative 
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size of government deficits as well as the rela- 
tive efficiency of credit allocation, with such 
allocation being particularly inefficient in Italy. 
This paper is tantalizingly brief, marking only 
a beginning of research on an important topic. 

Two studies deal with a comparison of pat- 
terns of regional development after World War 
II (Toshiaki Furuki) and a comparison of politi- 
cal systems up to the early seventies (Antonio 
Lombardo). 

Three other essays discuss the Japanese 
economy, especially its external relations, 
though not in the Japan-Italy perspective. Jon 
Halliday argues that the low level of Japan’s 
internationalization helped the bourgeois Es- 
tablishment maintain political control and en- 
abled the country to achieve high growth. Soi- 
chiro Ariki stresses that Japan’s survival will 
depend on setting up a satisfactory mechanism 
for industrial coordination at the global level. 
Kiyoshi Kojima summarizes his well-known 
thesis of trade-oriented Japanese-type direct 
investment in Asia. 

Taking the book as a whole, I sorely miss a 
solid summary chapter giving a bird’s eye view 
of the two economies as a convenient guide 
to readers not well acquainted with either. 
Such a chapter might have addressed impor- 
tant topics omitted or examined only cursorily, 
e.g., the role of the State in economic planning 
and industrial policy, the agricultural problem, 
high technology development, and so on. As 
the articles were prepared before 1980, more 
recent problems are, of course, not discussed. 

Has the book achieved its objective? Com- 
parative studies are sometimes penetrating 
enough to enrich our understanding of the 
countries compared. In this respect, I did not 
learn many new things about the Japanese 
economy, though there are — ^here and there — 
some interesting and provocative observatiorts. 
However, the book has succeeded in providing 
a pioneering effort at looking at the Japanese 
economy from a Continental European per- 
spective. 

Kazuo Sato 


130 Economic Fluctuations; Forecasting; 

Stabilization; and Inflation 

The conditions for economic recovery: A post- 
Keynesian analysis. By John Cornwall. 
Armonk, NY; Sharpe, 1983. Pp. xvi, 361. 
$35.00, cloth; $18.95, paper. ISBN 0-87332- 
264-9, pbk. JEL 84-0715 

The Conditions for Economic Recovery is a 
very readable book presenting a post-Keynes- 
ian analysis of the macroeconomic problems 
that have plagued the OECD economies for 
the past decade. The basic argument is that 
reliance on neoclassical theories of inflation 
and unemployment is inappropriate in view 
of the increased importance of institutions in 
today’s developed capitalist economies. Due 
to their failure to recognize these changes, pol- 
icymakers have repeatedly used restrictive ag- 
gregate demand policies to battle inflation; 
The end result has been stagflation in most 
of the OECD countries. 

The book is divided into two main sections; 
analysis and policy. In Part I, Cornwall presents 
a model of wage-price behavior that empha- 
sizes cost-push theories of inflation. In Chap- 
ters 2-4 he gives an interesting summary of 
alternative inflation models, but the key to his 
approach lies in Chapters 5 and 6. In particu- 
lar, Cornwall attacks the neoclassical view that 
an economy will move toward equilibrium 
through price changes. He suggests instead 
that markets are primarily fix-price and that 
quantity adjustments are the more likely re- 
sponse to excess supply or demand. 

Inflation becomes possible in Cornwall’s 
model of fix-price markets if it is assumed that 
prices are determined by costs and that some 
notion of “fairness” is adhered to in wage set- 
ting; that is, there exist fixed real wages, a fixed 
relative wage structure, and a fixed markup 
of prices over average costs. Inflation occurs 
through the interaction of these individual 
cost-push mechanisms when an exogenous ran- 
dom disturbance generates an upward move- 
ment in either wages or prices. Cornwall does 
not believe that all markets are fix-price; how- 
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ever, in his view the existence of flex-price 
markets can merely compound the inflation 
problem because demand-pull inflation in flex- 
price markets will ignite the cost-push mecha- 
nisms in the fix-price markets. 

Although the model does not preclude a de- 
flationary spiral caused by a downward price 
shock, Cornwall rejects this possibility by argu- 
ing that institutional and structural changes in 
the labor market have caused wages to “re- 
spond less in a downward direction than an 
upward direction to changes in their cost de- 
terminants” (p. 117). The main culprits appear 
to be unions. Unionized workers are assumed 
to demand customary increases in their real 
wages, which are then passed through into 
prices by employers. As one would expect, this 
asymmetry causes an upward bias in the infla- 
tion process. Restrictive aggregate demand 
policies are able to reduce inflation in the short 
run, but during the subsequent recovery and 
expansion, labor bargains more aggressively to 
regain real wage losses and individual unions 
attempt to improve their position in the rela- 
tive wage structure well before full-employ- 
ment levels are reached. The end result is a 
vicious circle in which high unemployment 
rates and high inflation rates exist concur- 
rently. 

In Part II, Cornwall examines some alterna- 
tive policy responses to deal with stagflation. 
After considering and rejecting supply-side 
economics as an appropriate macroeconomic 
policy, he proposes a stimulative aggregate de- 
mand policy combined with an atmosphere of 
cooperation. In his view, incomes policies 
could be used to prevent an inflationary wage- 
price spiral while aggregate demand and in- 
dustrial policies reduce unemployment and 
stimulate investment and productivity. Thus, 
stagflation is viewed largely as a political prob- 
lem. If governments can create an atmosphere 
of cooperation between labor and manage- 
ment, and can formulate an industrial policy 
to support technologically advancing indus- 
tries, they could shift the Phillips’ curve inward 
and put an end to stagflation. Cornwall argues 
that such an atmosphere could best be created 
in a welfare state with a greater degree of gov- 
ernment intervention. Only if workers are con- 
vinced that the government is committed to 
fighting inflation and that their share of income 


is protected, will labor cooperate with an over- 
all incomes policy. 

Cornwall’s model draws from a wide variety 
of sources, all of which are well documented 
in the text. However, the existence of an infla- 
tionary bias resulting from an asymmetrical re- 
sponse to changes in costs and the relative 
wage structure relies upon his assumptions that 
union power is a dominant force in wage deter- 
mination and that the market structure allows 
producers to pass wage increases through to 
prices without losing their market share. Corn- 
wall emphasizes the role of unions but ignores 
the possibility that exercising either union or 
market power is likely to put into motion com- 
petitive forces from import competition, de- 
regulation, and new technologies. 

As Cornwall’s model would suggest, real 
union wage gains outstripped productivity 
gains in a number of key U.S. manufacturing 
industries during the 1970s. Employers, in 
turn, were able to oflFset these increased costs 
by raising prices, a factor contributing to the 
high inflation rates during that period. How- 
ever, many industries that were insulated from 
competition during the 1970s experienced 
deregulation and intensified import competi- 
tion in the 1980s. The resulting decline in mar- 
ket power has decreased the ability of firms 
to pass wage increases through to prices. 
Unions were then faced with accepting lower 
wage increases or suffering massive employ- 
ment declines that were structural rather than 
cyclical in nature. This has led to novel bargain- 
ing agreements that emphasize job security 
and productivity along with smaller wage in- 
creases in the unionized sector during a period 
of increasing aggregate demand (Gay 1984). 
In the U.S., this process took more than a de- 
cade. In European countries, where institu- 
tions and employment practices are less flexi- 
ble than in the U.S., it could take somewhat 
longer. However, if market power is an impor- 
tant force behind stagflation, then the U.S. ex- 
perience suggests that an alternative anti-infla- 
tion policy to the increased government 
intervention proposed by Cornwall might be 
to promote competition both domestically and 
internationally. 

Finally, readers who find themselves in 
agreement with Cornwall’s analysis noay be dis- 
appointed by the vagueness of his policy rec- 



1212 Journal of Economic Literature, Vol. XXIII {September 1985) 


ommendations. He suggests that incomes and 
industrial policies are needed to achieve full 
employment at low rates of inflation, but pays 
little attention to the implementation of such 
policies. For example, it is difficult to imagine 
how even a voluntary incomes policy would 
alter the relative wage structure without creat- 
ing worker discontent. A better case could be 
made for his economic program if we could 
understand how to put his proposals into ac- 
tion. 

Despite these criticisms, Cornwall addresses 
a number of issues — ^in particular, the impor- 
tance of institutions in macroeconomics — that 
deserve attention. Although the book is often 
quite speculative, readers interested in a post- 
Keynesian approach to macroeconomics will 
find it a clear and thought-provoking analysis 
of the stagflation problem. 

William L. Wascheh 
Board of Governors of the 
Federal Reserve System 
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Japanese and U.S. inflation: A comparative 
analysis. By Ching-YUaN Lin. Lexington, 
MA and Toronto: Heath, Lexington Books, 
1984, Pp. xix, 157. $25.00. ISBN 0-669- 
07399-7. JEL 84-0721 

A number of characteristic Japanese institu- 
tions have drawn attention in the political 
arena including wage setting practices, life- 
time employment systems, financial market 
operations, and government policy interven- 
tion. This book explains the differences be- 
tween recent Japanese and U.S. experience 
with inflation in a well-organized manner with 
a special focus on the two oil crises. 

Both Japan and the United States were hit 
by severe oil shocks in 1974 and 1979. For 
both countries, the cumulative magnitude of 
the second oil shock was about the same as 
the first one (in Japan, import unit values rose 
by 84 percent in yen terms in 1974 and 83 
percent in yen terms in 1979-1980: in the U.S., 
nearly 50 percent in both periods). Yet the im- 
pact for domestic inflation and output has di- 
verged widely between the two countries. The 


book focuses on the causes of these differences. 
Chapters 2 and 3 summarize the historical 
trends of economic indicators and the macro 
responses. The author gives more emphasis to 
the differences in underlying business condi- 
tions and associated trends in wages and pro- 
ductivity than the differences in the stances 
of monetary and fiscal policies. 

The slowdown of wages growth in Japan af- 
ter the 1974-1975 oil shock took place in con- 
junction with a protracted recession; the sys- 
tem of lifetime employment led to a relatively 
low unemployment rate with moderate wage 
hikes. As a result, growth in unit labor costs 
in Japan was much lower than in the U.S. (4.0% 
versus 8.2%, Ch. 4). Furthermore Japan was 
able to raise its capital productivity despite a 
slow recovery in the rate of capacity utiliza- 
tion. One important contributing factor was 
the rapid growth of the less energy-intensive 
machinery and instrument industries (electri- 
cal machinery, precision machinery, etc.) 
whose share of exports increased remarkably 
in the late 1970s (Ch. 5). As the author points 
out, government guidance through such key 
agencies as the Ministry of International Trade 
and Industry (MITI), the Ministry of Finance, 
and the Central Bank of Japan certainly played 
an important role at various stages. Neverthe- 
less these less energy-intensive industries have 
flourished primarily by achieving a remarkable 
growth of labor-productivity and not by de- 
pending on government favor (Ch. 3, Komiya, 
Okuno, and Suzumura, eds.). The growth rate 
of wages in the precision machinery industry 
was —9.3 percent (1974-1981) while labor 
productivity increased 19.8 percent (1974- 
1981). 

Japanese saving behavior is addressed in 
Chapter 6. The high cost of urban land is 
mainly attributed to the high savings rate (Ka- 
zuo Sato), together with other reasons such as 
bonus payments and lower tax burdens. These 
savings went through banks to productive in- 
vestment with low interest rates, since the cap- 
ital markets were underdeveloped until the 
mid-70s. 

In spite of a government budget deficit at 
least twice the size of that in the U.S. relative 
to GNP, the Japanese fiscal deficit has coexisted 
with a stable trend in domestic inflation and 
a stable market rate of interest. It is partly due 
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to the fact that government bonds were ac- 
quired and held by the banking sectors and 
private loan demand was weak from 1975 
through mid-1978 in Japan (Ch. 6). 

The author examines the possible causes of 
the differences between the responses of the 
two economies in detail. However, the follow- 
ing points might also have usefully been in- 
cluded. 

Many sectors in Japan have achieved a sub- 
stantial degree of fuel conservation, f'or exam- 
ple, the fuel consumption of the iron and steel 
industry has declined about 14 percent be- 
tween 1973 and 1981. The declining amount 
of imported petroleum and crude oil since 
1974 also reflects the investment in energy sav- 
ing equipment in various sectors in Japan. This 
may help to account for the different perfor- 
mance of the two countries; further compari- 
son is needed. 

The Treasury Investment and Loan Program 
(TILP) generates funds from postal savings, 
postal life insurance, welfare pension, national 
pension, etc. These funds are entrusted to the 
Portfolio Management Department and then 
allocated to various private and public sectors. 
The program has worked to provide loanable 
funds to certain sectors such as electric power, 
sea transportation, transportation machinery, 
etc., in the 1960s in Japan at below market 
interest rate. The role of these policies was 
not stated. High savings in Japan is partly ab- 
sorbed by the postal savings (its flow ratio to 
the commercial bank deposits is about 49 per- 
cent on average, 1976-1980). It should also be 
mentioned that not only the private financial 
institutions but also the TILP increased hold- 
ings of government bonds in face of the in- 
creasing fiscal deficits (TlLP’s share of the 
holdings of internal government bonds was 
about 40 percent in 1974 and 21 percent in 
1982), 

Differences in tax burdens in the two coun- 
tries are addressed in Chapter 6; however, fur- 
ther empirical study is required in order to 
judge the impact of these corfwrate and in- 
come taxes on productive investments and sav- 
ings. 

Japan is now facing a liberalization of various 
markets (including the financial market) which 
may require a change in policies. Further em- 
pirical analyses should answer the m^jor fac- 


tors accounting for the different performances 
in the two economies. The list of references 
will be helpful for further research in this area. 

Naoyuki Yoshino 
Saitama University, Japan and 
Massachusetts Institute of Technology 
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Drastic measures: A history of wage and price 
controls in the United States. By Hugh 
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There are diverse circumstances in which 
price controls can be employed in the modern 
economy. Apart from public utility and like 
regulation, they can address, as in World War 
I, a more or less exceptional pressure of de- 
mand on particular supply. They can, also, pre- 
sumably, be used to alter expiectations as to 
inflation when the expiectations are themselves 
the cause of inflationary pressure of demand. 
They can opierate, as in the case of what has 
come to be called prices and incomes piolicy, 
on the spiecific problem of wage /price infla- 
tion. They can be part of a comprehensive ex- 
ercise in wartime control with the price and 
wage controls backed by rationing of consum- 
er’s goods, allocation of materials and labor and 
a general restraint on aggregate demand. They 
can also be a highly temporary expedient to 
get by an election. 

Experience in the United States has ranged 
over all of these employments from the elabo- 
rate control apparatus of World War II to the 
exceptionally well-timed and piolitically suc- 
cessful use of controls by President Nixon as 
a bridge across the election of 1972. There has 
been a further and different exp>erience in the 
world at large — often in Latin America and 
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of late in Israel — with use of controls as an anti- 
dote for an enduring inflationary movement 
propelled by a persisting excess of aggregate 
demand. This use of controls we have been 
largely spared so far in this country, but it has 
had much to do with their poor reputation. 

In this book Professor Rockofi^ examines con- 
trols in their several manifestations in the 
United States from colonial times down to the 
recent present. It is a careful, thoughtful, ana- 
lytically competent piece of work in the best 
tradition of economic and historical scholar- 
ship. He deals more generally with controls 
than would I; I would place them more rigor- 
ously in the particular context in which, as just 
noted, they are used. But the differing situa- 
tions are implicit in his treatment. 

Over all, and one judges slightly to his sur- 
prise, he finds that controls, especially in more 
recent times, have been very serviceable. They 
have altered inflationary expectations and tem- 
pered the inflationary thrust that proceeds 
from wage /price interaction in the modern 
highly organized economy. In their most com- 
prehensive use in World War II, they rendered 
major service in arresting the inflationary dy- 
namic. 

Professor Rockofl'^ accords much attention to 
this latter experience. As I was responsible in 
some measure for policy at the time, it was, 
understandably, to these chapters that my at- 
tention especially turned. There is something 
both appealing and slightly disconcerting in 
reading of one’s decisions, errors and justifica- 
tions a near half-century back — a view in a very 
distant mirror, indeed. 

There is little reason to suppose that the 
memory and judgment of a participant in such 
matters is superior to the findings of a compe- 
tent contemporary historian. However, no 
grave conflict emerges between us; it seems 
to me that Professor RockoflT s judgments are 
both careful and sound. He is, perhaps, unduly 
concerned with the size of the bureaucracy 
involved. This is a clich6 for the modern critic 
of controls. The more important question — as 
with the other wartime organizations, includ- 
ing the armed services — ^is did it work? It might 
be added that by far the greater part of the 
persormnel of the Office of Price Administra- 
tion was concerned with rationing where, in 
effect, there had to be contact, via the coupons. 


with every citizen. Price control was less labor- 
intensive. Also, I have long felt that the impor 
tant fact about the wartime black market was 
not how serious but how limited it was, a few 
especially vulnerable items apart; here our im- 
pressions do differ. 

Professor Rockoff could also, I think, have 
been more critical of the unyielding intransi- 
gence of the Office of Price Administration in 
seeking to prevent all price increases or their 
equivalent. Congressional and industry rela- 
tions would have been greatly eased by avoid- 
ance of quality controls on such items as hosi- 
ery and canned goods, and we were unduly 
adamant in our resistance to minor price ad- 
justments. Better that we had measured seem- 
ing economic perfection against political cost. 

The above are small points. A more impor- 
tant matter is his failure to emphasize suffi- 
ciently the effect during these years of public 
attitudes held over from the depression and 
the way these aided and supported the control 
apparatus. After ten years it had come to be 
thought that depression was normal and, ac- 
cordingly, that after the war unemployment 
and associated hardships would recur. From 
this came the incentive to save — to save, 
among other reasons, for the cars and other 
durables that would later be available. Labor 
was, in effect, employed against the promise 
of future consumption. At the same time there 
was the large increase in the supply of nondur- 
ables as previously unemployed plant and la- 
bor were drawn into production. This, too, 
greatly reduced the pressure of demand on 
the controls. A similar general use of controls 
following a period of high employment and 
serious or even incipient inflation with associ- 
ated expectations would be a far more difficult 
matter. My generation had, at a minimum, a 
sound instinct as to when — as economists — to 
be associated with general price control. 

On the foregoing points, I am not so much 
disagreeing with Professor Rockoff as I am sug- 
gesting a different emphasis. Nor do I want 
to suggest that he is as concerned as the forego- 
ing suggests with the World War II experience. 
As noted, he ranges over the whole American 
experience with controls and with consistent 
care and good judgment and no unduly confin- 
ing preconceptions. He is especially lucid, ana- 
lytical and interesting on the early — as he says. 
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forgotten — experiments of colonial times and 
continues so on down to the control experi- 
ences in the Korean War and under Mr. Nixon. 
(This last, with perhaps undue tact, he attrib- 
utes not to political need but to the Vietnam 
War,) Over all, it is a good, informative and 
interesting piece of work, certainly the best 
on the subject. 

John Kenneth Galbraith 
Harvard University 

The U.S. economy in an interdependent world: 
A multicountry model. By Guy V. G. 
Stevens, Richard B. Berner, Peter 
B. Clark, Ernesto HernAndez-CatA, 
Howard J. Howe and Sung Y. Kwak. 
Washington, DC; Board of Governors of the 
Federal Reserve System, 1984. Pp. x, 590. 
$14.50, paper. JEL 85-01 1 1 

Structural econometric modeling and asse.ss- 
ment of international economic interdepen- 
dences through trade and capital flows is still 
a relatively new area of research. Project 
LINK, initiated in the late 1960s, is the largest 
and perhaps best known effort (R. J. Ball 1973). 
Another major research program in this vein 
was begun at the Board of Governors in the 
summer of 1974. This volume provides a well- 
organized, informative, and frank account of 
nearly a decade of research on the Board’s mul- 
ticountry model (hereafter, MCM). 

The 230-page main body of the text de- 
scribes the basic features of the system, evalu- 
ates its performance, and summarizes simula- 
tion results for various policy packages and 
disturbances. Appendices give full listings of 
the equations of the national models compos- 
ing MCM, as well as detailed tabulations of er- 
ror statistics and multipliers for each model 
run in isolation. Thanks to careful preparation 
and editing, individual chapters or sections can 
usually be read independently. 

The intended uses of MCM and Project 
LINK are generally similar, but their basic ap- 
proaches differ. The LINK system incorporates 
existing national models wherever possible, 
models built, roiaintained, and used for various 
purposes by resident experts of the participat- 
ing nations. The present LINK system contains 
more than thirty country or area models. MCM 
is not as disaggregated geographically; it con- 
sists of five national models — United States, 


Canada, United Kingdom, Federal Republic of 
Germany, and Japan — and an abbreviated rest- 
of-world (ROW) model. Each submodel of 
MCM has a similar structure, designed and de- 
veloped to conform to a master plan for the 
entire system. The MCM approach makes for 
a more easily maintained and interpreted sys- 
tem, and its level of disaggregation may very 
well be adequate to account for major inter- 
dependences between the U.S. and other na- 
tions. 

The national models in MCM determine all 
major macroeconomic variables — GNP, the 
domestic price level, employment, interest 
rates, etc. Imports of each nation are disaggre- 
gated by country of origin, and each nation’s 
exports are the sum of other nations’ imports 
from it, thereby imposing the constraint that 
the world trade balance is zero. This bilateral 
treatment of imports in the national models 
is feasible given the small number of nations 
in MCM, but it would be unmanageable in a 
system the size of LINK. LINK instead uses 
a matrix of world trade shares to allocate each 
nation’s imports to other nations and to impose 
world trade balance. 

Capital flows are treated multilaterally, since 
data on bilateral flows are incomplete, inconsis- 
tent, or nonexistent. The constraint that world 
net capital flows sum to zero cannot be im- 
posed. The modeling strategy is to include 
structural equations for all components of a 
nation’s balance of payments, including all 
items in the capital account. The balance-of- 
payraents equation then replaces the equilib- 
rium condition for the securities market, so 
that it is not necessary to model fully the de- 
mand for and supply of securities. Equations 
explaining short- and long-term financial 
claims on and liabilities to foreigners are based 
on a portfolio approach to asset demands; they 
include as explanatory variables both foreign 
and domestic interest rates as well as expected 
exchange rates and forward premiums. De- 
mands for domestic financial assets likewise de- 
pend on foreign as well as domestic interest 
rates, on expected exchange rates, and on for- 
ward premiums. 

Forward premiums depend on short-term 
interest rate differentials and on expected ex- 
change rate changes The latter depend on cur- 
rent changes in relative export prices and on 
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net foreign assets relative to imports. The em- 
pirical findings indicate that exchange rate ex- 
pectations are regressive; a depreciation gen- 
erates expectations of a future appreciation 
and leads to a desired net capital inflow that 
attenuates the depreciation. Also, capital flows 
are found to be more sensitive to interest rates 
than to exchange rates. Hence, changes in 
monetary policy affecting interest rates will, 
other things equal, require relatively large 
changes in exchange rates to keep capital ac- 
counts in balance. In assessing these results, 
it should be noted that MCM largely neglects 
capital gains and losses arising from changes 
in exchange rates. 

The system is estimated using quarterly data 
for the period 1961-1975, which covers peri- 
ods of both fixed and floating exchange rates. 
Prior to mid- 1973, exchange rates are gener- 
ally exogenous, and the balance of payments 
determines changes in foreign exchange re- 
serves. Thereafter, exchange rates are endoge- 
nous, and reserve changes are determined by 
intervention functions of central banks. DiflFer- 
ences in capital flow behavior under fixed and 
floating rates are supposed to be captured by 
dummy variables in the forward exchange rate 
and asset demand equations. 

Error statistics from dynamic simulations 
within and outside the sample period are gen- 
erally satisfactory, with the possible exception 
of those for England. However, exchange rates 
are not especially well predicted in the post- 
sample period 1976:1 to 1977:1. 

A variety of simulations reveal properties of 
the system and illustrate its versatility. Re- 
sponses of domestic and foreign levels of activ- 
ity are calculated for fiscal and monetary stim- 
uli originating in each nation. Comparisons of 
unlinked and linked results often turn up nota- 
ble diflFerences. For example, a decrease in the 
U.S. monetary base produces a much larger 
decline in U.S. GNP and prices when feedbacks 
between the U.S. and other nations are taken 
into account, mainly because the dollar appre- 
ciates in the linked simulation. In general, 
MCM shows stronger cross-country fiscal mul- 
tipUers than does the LINK system or other 
international macroeconometric models. The 
system also gives responses of exchange rates 
to monetary and fiscal changes that are large 
and persistent. 


Other simulations explore the effects of 
changes in exchange market intervention by 
central banks, of switching between fixed and 
floating exchange rate regimes, of shifts in in- 
ternational asset preferences, and of changes 
in world income and trade patterns. 

A tremendous aid to the reader’s under- 
standing of the simulations is an incisive discus- 
.sion of estimated values of key parameters of 
the system (propensities to consume, income 
and price elasticities of imports, etc.). In addi- 
tion, the authors make a great effort to discuss 
their empirical findings in the context of rele- 
vant theoretical macro-models of open econo- 
mies and to compare their estimates with those 
from other macroeconometric studies. 

Like all such documentation of large-scale 
econometric models, this book was probably 
out of date before it reached the printer. MCM 
is an evolving system. Reestimation with data 
extending through the 1970s indicates instabil- 
ity in the capital flow equations, which may 
be replaced by directly-estimated exchange 
rate equations. Experimentation with expecta- 
tions mechanisms is underway, including spec- 
ifications that would make the system consis- 
tent with rational expectations. And so on. 
Nonetheless, the book provides an indispensa- 
ble understanding of the orientation and scope 
of MCM. 

It seems to me that the most significant con- 
tribution of the project thus far is the insight 
it gives on integrating exchange rate determi- 
nation into short-term macroeconometric 
models of income, employment, and trade. 
There may be more successful approaches to 
forecasting exchange rates, as well as better 
models of individual nations; but there are few 
efforts to study links between exchange rates 
and national incomes in a consistent world or 
multicountry framework such as this. It is per- 
haps inevitable that some of the least satisfac- 
tory initial results occur in the area of greatest 
challenge. 

Robert M. Coen 

Northwestern University 
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The resourceful earth: A response to global 
2000. Edited by Julian L. Simon and 
Herman Kahn. Oxford and New York: 
Blackwell, 1984. Pp. viii, 585. $19.95. ISBN 
0-631-13467-0. JEL 84-1066 

This book contains twenty-three articles on 
such topics as forests, fisheries, fission energy, 
cancer, species extinction, water, oil, coal, pop- 
ulation, and climate. The unifying theme is 
“outrage at bad science” as allegedly practiced 
by the authors of Global 2000 (1980). Simon’s 
49-page polemical Introduction seeks to refute 
or discredit Global 2000 drawing on the 
twenty-three expert articles which are sup- 
posed to provide the hard evidence for his out- 
rage. Most of the articles do support Simon’s 
views, but quite a few are less supportive than 
the Introduction leads one to believe (for ex- 
ample, the papers by White, Wise, Baumol and 
Oates). Certainly Global 2000 is not above crit- 
icism and many of the articles are worth read- 
ing. 

Since it is impossible to review twenty-three 
articles in 900 words 1 will focus on the Intro- 
duction and Simon’s general thesis elaborated 
therein, as well as in his earlier book, The Ulti- 
mate Resource (1981), which I have reviewed 
more extensively elsewhere (Daly 1982). Si- 
mon has had the courage to argue consistently 
and publicly from the premises of standard 
growth economics to their logical but impossi- 
ble conclusions. The fact that such a reductio 
ad absurdum was no part of his intention does 
not diminish the objective value of his contri- 
bution. If substitution possibilities are unlim- 
ited and resources are "not meaningfully fin- 
ite," if the source of all value is the satisfaction 
of individual wants, and if our purpose is to 
maximize aggregate want satisfaction, then it 
is both possible and desirable for populations 
of individuals and of their want-satisfying arti- 
facts to grow toward infinity. The economy 
must then be seen as a perpetual growth ma- 
chine. Some economists want to admit limits 
to population growth, but not to econonuc 
growth. Simon, being truer to his premises, 
will admit neidier. Population and production 


can both grow forever, although occasionally 
their relative growth rates may be subopti- 
mal. 

Finitude, entropy, and ecological constraints 
just do not exist in Simon’s world which inci- 
dentally is the “real” world of policy, not the 
abstract world of growth models where it has 
long been the custom not to let physical laws 
spoil mathematical fantasies. In The Resource- 
ful Earth not a single chapter is written by 
an ecologist. The terms “entropy” or "second 
law of thermodynamics” do not appear in the 
index. The level of biological understanding 
is evident in a stunning non sequitur in Simon 
and Wildavsky’s article “On Species Loss . . .” 
After citing the reasonable estimate that 
around a billion species have become extinct, 
they conclude: “If genetic extinction doomed 
mankind, presumably it would have died a bil- 
lion deaths by now!" (p. 180). Biologist Paul 
Ehrlich (1985) refers to this as a “spherically 
senseless statement — absurd from every point 
of view." Even physicist Alvin Weinberg 
(1984), a reviewer more sympathetic to Si- 
mon’s world view than to that of Global 2000, 
finds it necessary to use such terms as “facile 
optimism” and “extreme position” to charac- 
terize the editors of The Resourceful Earth. 

Yet Simon’s prophesies of boom find a ready 
market. Why? As already indicated, to deny 
his conclusions would require the recanting of 
a significant part of neoclassical growth eco- 
nomics. That may be healthy, but painful. Also 
Simon’s free market ideology finds the no-lim- 
its position very congenial. If economic growth 
is the solution to all problems then it is very 
inconvenient to have limits to growth. Fur- 
thermore, if the free market is touted as a per- 
petual growth machine, then limits to growth 
might imply limits to the free market, which 
is taboo. The last point requires elabora- 
tion. 

Referring to Global 2000 Simon says, “these 
views [that limits exist] lead to calls for subsi- 
dies and price controls, as well as government 
ownership and management of resource pro- 
duction, and government allocation of the re- 
sources that are produced” (p. 4). That seems 
to be the motivation hr discrediting the notion 
of limits. However, no one that I am aware 

of, outside the Soviet Union, advocates govern- 
ment ownership, management, and aUocation 
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of resources. Certainly the authors of Global 
2000 take private property and the market as 
the basic institutions for allocating resources. 

The real difference between Simon and 
Global 2000 has to do with the importance 
of the physical scale of the economy relative 
to the ecosystem. The most we can expect from 
the free market is a Pareto-optirnal allocation. 
It is well known that an optimal allocation can 
be found for any initial distribution of endow- 
ments, including ethically unjust ones. In like 
manner, but less well known, an optimum allo- 
cation can exist for any scale of population and 
per capita resource use, including ecologically 
unsustainable ones. Double the physical scale 
or cut it in half and the market can still find 
an optimal allocation. Optimal allocation is one 
thing, optimal sustainable scale is something 
else. The market measures relative scarcity (of 
one resource relative to another); it does not 
measure absolute scarcity (of resources in gen- 
eral relative to ecosystem sources and sinks). 
If we grow beyond the optimal physical scale, 
the market will continue to give us an optimal 
allocation. We will always be making the best 
of an increasingly bad situation, thanks to the 
market. Global 2000 believes that the market 
cannot recognize the optimum physical scale 
of the entire economy relative to the ecosys- 
tem and that its growth thrust leads to prob- 
lems of absolute scarcity. Simon believes that 
the reason the market does not measure abso- 
lute scarcity (of resources in general relative 
to ecosystem sources and sinks) is because 
there is no such thing. The market’s bias for 
growth is therefore a great virtue, not a prob- 
lem. For Simon there can be no absolute scar- 
city because resources are unlimited, and the 
optimum sustainable scale coincides with the 
maximum scale, which is infinite. 

When an economic optimum coincides with 
a physical maximum we should be very sur- 
prised. When that physical maximum is infinite 
our surprise should harden into disbelief 

Herman E. Daly 
Louisiana State University 
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The Reagan record: An assessment of America ’s 
changing domestic priorities. Edited by 
John L. Palmer and Isabel V. Sawhill. 
Washington, DC: The Urban Institute Press, 
1984. Pp. xvii, 415. $12.95, paper. ISBN 0- 
88730-001-4. 

This volume is the second major installment 
in the Urban Institute's ambitious Changing 
Domestic Priorities project. It follows up an 
earlier publication summarizing domestic pol- 
icy changes introduced in 1981, The Reagan 
Experiment, drawing heavily upon and updat- 
ing analyses reported on in that volume. 

Certainly, in view of the distinctly different 
thrust of the Reagan Administration’s political 
and economic program compared to well-es- 
tablished trends, the policy changes that were 
introduced and our experience so far deserve 
careful examination. In this book scholars in 
economics, public policy, political science, and 
public administration examine several impor- 
tant facets of domestic policy. Both the subject 
matter addressed and the disciplinary back- 
ground of the authors ranges quite widely. The 
main themes are summarized in an overview 
chapter by the editors. 

Implicit in any analysis of the “record’’ is 
the question “compared to what?” The usual 
benchmarks seem to be two competing visions 
of the preferred thrust of public policy and 
the appropriate role of government. One 
might be called the “liberal” view and the 
other the “Reagan” view. When specific poli- 
cies are discussed, the authors frequently con- 
cede that (perhaps regrettably) some depar- 
ture from the “liberal” vision was, as a practical 
matter, necessary. Policy outcomes, on the 
other hand, in many instances fell short of ad- 
ministration proposals. The “record” is accord- 
ingly sometimes contrasted with policy propos- 
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als, sometimes with earlier experience, and 
sometimes with what might have been if the 
1980 election had turned out difiFerently. 

The subtitle of the initial chapter on gover- 
nance by Lester Salamon and Alan Abramson 
is “The Politics of Retrenchment.” This charac- 
terization could be applied to policy results 
in comparison with either vision although it 
is viewed by them primarily as retrenchment 
from prevailing trends. They concede that the 
Reagan presidency has succeeded, at least tem- 
porarily, in setting the agenda and discuss the 
possibility that setting out its agenda firmly and 
affirmatively could build political support. But 
they are dubious about prospects for longer- 
term success and apparently draw support for 
these doubts from the absence of notable legis- 
lative victories after the initial successes on tax 
and budget policy in 1981. 

The question of the appropriate benchmark 
is most apparent in the chapter on economics 
by Isabel Sawhill and Charles Stone, where 
quantitative macroeconomic estimates are 
presented and discussed. Establishing a basis 
for comparisons involves uncertainties at two 
stages of this analysis: first, differences in how 
tax, spending, monetary, and regulatory poli- 
cies might have been set under another admin- 
istration, and, second, how inflation, unem- 
ployment, and growth might have responded 
to the assumed differences. Consequently, the 
conclusions based on short-run simulations 
seem less useful than the estimates of ranges 
of probable longer-term effects that are pre- 
sented. 

The imprint of the Reagan era on federalism 
is discussed in a particularly interesting and 
lucid essay by George Peterson. Politics, imple- 
mentation, responses of state and local govern- 
ments, and data on relevant details of program 
change are combined in an agreeable mixture 
and interpreted in the context of the change 
they represent from previous practices and 
concepts. 

The tax and spending policies enacted dur- 
ing the first Reagan term succeeded in initially 
reducing and ♦hen stabilizing the share of na- 
tional output collected in federal revenues and 
shifting the spending mix toward defense out- 
lays. But these policies have left a federal bud- 
get deficit that is large and projected to in- 
crease somewhat as a share of national output 


in the absence of further policy change. As 
Gregory Mills points out in his discussion of 
the budget, these conditions put budget issues 
high on the current national agenda. 

The effects of these tax and budget policies 
are examined in essays on social policy, by Lee 
Bawden and John Palmer; on nonprofit organi- 
zations, by Lester Salamon; on businesses, by 
Perry Quick; and on family incomes, by Mari- 
lyn Moon and Isabel Sawhill. In each case, most 
of the discussion of the effects of policy changes 
is devoted to the period 1980-1984. When ear- 
lier data are presented for comparisons, they 
highlight dramatic changes in trends even 
though departures from conditions that pre- 
vailed only a few years earlier are usually quite 
modest. 

Regulatory policies in the environmental 
and natural resources areas are surveyed by 
Paul Fortney. He concludes that, despite the 
furor on environmental and public lands poli- 
cies, actual policy changes were quite limited. 
Regulatory policy is also discussed in connec- 
tion with governance, social policy (civil rights 
and equal opportunity), federalism, and busi- 
ness. The discussion suggests that the Reagan 
administration has pursued significantly differ- 
ent approaches to regulation than might have 
been pursued by another administration. The 
discussion also suggests (to me, at least) that 
policy outcomes probably fell farthest short of 
the administration s expressed goals in the en- 
vironmental, agricultural, and international 
trade areas. 

The Reagan Record is a readable and profes- 
sional study of domestic policy change during 
the first Reagan term. The subject matter cov- 
ered illustrates the scope and diversity of fed- 
eral policy influences, and it provides insight 
into the size and complexity of the issues re- 
quiring coordinated decisions to achieve a co- 
herent and significant change in domestic pri- 
orities. Analysts can be expected to place 
different interpretations in many instances on 
the merit and effects of particular policy 
changes, but most are likely to agree that they 
add up to a major restructuring of priorities 
that deserves careful examination from differ- 
ent perspectives. This book makes a useful and 
timely contribution. 

Mabvin H. Kosters 

American Enterprise Institute 
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310 Domestic Monetary and Unancial 
Theory and Institutions 

Banking deregulatiQH and the new competi- 
tion in financial services. By S. Kerry 
Cooper and Donald R. Fraser. Cam- 
bridge, MA: Harper & Row, Ballinger, 1984. 
Pp. xvii, 278. $32.00. ISBN 0-88410-712-4. 

JEL 85-0133 

Change in financial markets has accelerated 
in recent years, spawning much new research 
on structure, performance, innovation and reg- 
ulation. S. Kerry Cooper and Donald R. Fraser 
have attempted to bring coherence to both 
the events and the studies. Their approach is 
to catalog the chronology, the issues, and the 
evidence. The success of this effort can be seen 
in the large number of topics addressed and 
the liberal use of references. Hundreds of re- 
cent studies are listed in the bibliography. 

Cooper and Fraser bring a strong point of 
view to the topic: The banking laws we have 
today are historical relics, supported only by 
vague (but tenacious) notions of states rights 
and populism. The continued validity of laws 
restricting deposit interest rates, interstate 
branching, asset powers, and the like are not 
supported by economic theory, empirical re- 
search, or the experience of other nations with 
deregulation. Yet change can only be effected 
in the face of a crisis, real or perceived. 

The authors’ conclusions are constructed in 
a methodical way. They begin with the origins 
and evolution of depository institutions. The 
rigid division according to function among 
commercial banks, savings institutions, and 
nondepository intermediaries gives way to in- 
creasing overlaps as a result of innovation, eco- 
nomic pressures, and a reaction to regulatory 
stringency. Legislative deregulation is charac- 
terized as validating, after the fact, the prac- 
tices that have become commonplace in the 
financial services industry. 

Chapter 2 reviews the form and rationale 
of financial institution regulation. The follow- 
ing chapter summarizes the bfuiking systems 
in other major industrialized nations, and the 
impact of international banking on the U.S. 
domestic system. 

Beginning with Chapter 4, the book moves 
into the major current issues in financial regu- 
lation. One chapter is devoted to the Deposi- 


tory Institutions Deregulation and Monetary 
Control Act of 1980, another to the Garn-St 
Germain Depository Institutions Act of 1982. 
Chapter 6 discusses deposit insurance. The two 
concluding chapters assess recent trends and 
implications for the future. 

The assembling of this broad array of topics 
into a single coherent treatise is the book’s ma- 
jor virtue. A newcomer to the topic of financial 
institutions and regulation would do well to 
begin with it. But no serious student of the 
banking industry should dwell on this book be- 
fore moving on to other, more detailed, albeit 
less comprehensive studies. Indeed, the copi- 
ous references provided by the authors suggest 
the next steps. 

A shortcoming is the manner in which the 
authors have presented the findings of their 
many sources. Too often, conclusions are pre- 
sented that betray the analyses behind them 
or that are simply wrong. There is too little 
economic analysis to make sense of all the fac- 
tual data presented. 

For example, the authors attribute the thrift 
industry’s declining share in the total amount 
of credit provided to nonfinancial sectors to 
supply factors (i.e., disintermediation due to 
interest rate ceilings), without evaluating the 
effect of differences in the demand elasticities 
of the different kinds of customers that borrow 
from banks, thrifts, and the direct market. Dis- 
cussing risk, they characterize the mismatch- 
ing of asset and liability maturities as misman- 
agement, and attribute it to economic change; 
however, maturity intermediation is a valid 
role for depository institutions and, further- 
more, is more closely associated with economic 
stability than with economic change. And 
again, uncritically reporting on a previous 
study, they claim that the net worth certificates 
used to assist floundering thrift institutions con- 
tribute to competitiveness and reduce the risk 
of failure. As others have pointed out, the 
maintenance of competitors is not the same 
as maintaining competition; and while the cer- 
tificates may reduce the imminence of failure, 
it is not obvious that they reduce the probabil- 
ity or the costs of failure. 

The book also omits two important issues. 
The first is the role of the dual banking system 
throughout the history of U.S. financial institu- 
tions. While mentioning the distinction be- 
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tween state and national charters, the pro- 
found influence of competing institutions and 
regulators deserves more attention. 

The second omission stems from the focus 
on legislative deregulation, to the virtual exclu- 
sion of administrative deregulation. As a result, 
interstate branching authority for thrift institu- 
tions is attributed to the 1982 Garn-St Germain 
Act, whereas the Federal Home Loan Bank 
Board asserted (and acted upon) its authority 
well before enactment. Also, the impact of in- 
vesting in adjustable rate mortgages is ignored 
in the discussion of new as.set powers for thrift 
institutions, even though it was a more signifi- 
cant (regulatory) change than the (legislated) 
authority to invest in consumer and commer- 
cial loans. 

This book raises a number of important ques- 
tions, puts forward a summary of the argu- 
ments on the major issues, but then presents 
a consensus of the secondary sources rather 
than a detailed analysis. 

Andrew S. Cabron 
Shearson Lehman Brothers Inc. 

320 Fiscal Theory and Policy; 

Public Finance 

Social justice and public policy. By A. B. 
Atkinson. Cambridge, MA: MIT Press, 
1983. Pp. ix, 444. $37.50. ISBN 0-262- 
01067-4. JEL 83-0718 

A striking characteristic of the progress of 
public economics in America has been the 
strength of the influence of economists from 
the Old World. Richard Musgrave introduced 
the European classics to a benighted Western 
audience and synthesized the field as a modern 
economic specialization. James Buchanan was 
launched on his life's work via a chance literary- 
confrontation with an untranslated treasure. 
By the time he had returned to his alma mater, 
Martin Feldstein’s postgraduate work at Ox- 
ford was already establishing him as a major 
figure in public finance. And if one were forced 
to choose just two names as the seminal con- 
tributors to modern optimal tax theory, they 
would have to be British: Frank Ramsey and 
James Mirrlees. This collection of works by At- 
kinson is a signal contribution in a great tradi- 
tion. 

Though all twenty-two of the papers have 


been published elsewhere, several informative 
pieces appear in places not conveniently acces- 
sible to the American reader. They are gath- 
ered into four parts: Inequality and Mobility, 
Wealth and Redistribution, Design of Taxation 
and Issues of Public Policy. Each part has an 
Introduction which draws the links between 
the papers, places them in the perspective of 
the development of the literature, and in some 
cases adds additional empirical information or 
recent relevant references. The whole gives 
a clear view of the consistency and coherence 
of Atkinson’s work. 

The collection evinces a clear-eyed concern 
that the tools of modem economics be brought 
to the service of economic justice in the analy- 
sis of public policies. It is appropriate, then, 
that Part I considers issues in the concept and 
measurement of inequality. In a nice progres- 
sion, Chapters 1-3 evolve from the initial sin- 
gle-dimension static case to the multidimen- 
sional analysis necessary to deal with questions 
of the effects of intergenerational mobility on 
social welfare. In this context the appropriate- 
ness of equality of opportunity as a criterion 
of justice is incisively examined in Chapter 4. 
Originally a lecture to the InsHtute of Ad- 
vanced Studies, Vienna, most of it should be 
quite accessible to students of all social sci- 
ences, for whom the subject matter should be 
a required part of the curriculum. The effects 
of tax structure on horizontal equity are consid- 
ered in Chapter 5, in the context of the study 
by Joseph Pechman and Benjamin Okner 
(1974). 

Part II on Wealth and Redistribution com- 
mences with an empirical paper on British 
wealth distribution. This is followed by an early 
paper on the quantitative significance for the 
wealth distribution of recognizing life cycle 
savings and bequests, and then, quite logically, 
two papers on taxation in this context. 

Most of the six chapters in Part III, “Design 
of Taxation,” will already be old friends to 
many Americans. In fact, at least half of them 
appear on any worthwhile introductory gradu- 
ate reading list in Public Finance. In general 
they are models of clarity in interpreting and 
developing the seminal ideas of Ramsey, Mirr- 
lees and Peter Diamond. However 1 was sur- 
prised that the introduction to this part did 
not pay more attention to reinterpreting the 
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piece with Stern on “Pigou, Taxation and Pub- 
lic Goods.” Though it is certainly less opaque 
than the prior article by Stiglitz and Dasgupta 
(1971), experience has shown that students find 
this interesting article somewhat difficult. I feel 
that it would be more accurate to present the 
piece as an elaborate footnote to, rather than 
a critique of, the insights of Pigou; the reading 
which claims to see an error in Pigou is subject 
to question. 

“Issues of Public Pohcy,” (Part IV), is the 
most applied section, and therefore the most 
specific to British circumstances. Despite some 
necessary institutional detail, the main lessons 
of the essays on topics as wide-ranging as hous- 
ing, smoking, unemployment, and profit-shar- 
ing are qualitative, not empirical. The paper 
on smoking is a fine example of the in.sights 
which can arise from the application of an out- 
standing analytical mind to a complex problem 
of policy. 

From the most abstract papers to the most 
institutional, there is a persistent orientation 
to “the grammar of arguments about policy” 
(Frank Hahn 1973, p. 106). What Atkinson says, 
with reference to Chapter 9 (“Inheritance and 
the Redistribution of Wealth”), applies gener- 
ally to his work: 

It is not the intention to develop basic theoreti- 
cal ideas, nor to examine in detail particular pol- 
icy proposals; rather, it attempts to provide an 
analytical framework within which policy can 
be discussed [p. 172]. 

In a similar vein, he describes his intention 
in Chapter 15, on “How Progressive Should 
Income Tax Be?," as not to furnish a definite 
answer to the question posed, but “to provide 
insight into the kind of argument required to 
justify positions which are commonly taken on 
this question” (p. 295). 

This is an orientation that is conducive to 
fruitful interaction with professionals in other 
social sciences. Within economics, it places his 
work at the center of the field of public policy 
analysis, between the pure theorist and the 
empiricist, and between the empiricist and the 
policymaker. This is a valuable collection for 
anyone with sufficient training in economics 
who is interested in public finance or social 
policy; Atkinson plays the center with rare dis- 
tinction. 


Apparently Atkinson’s concern for distribu 
tive justice is not solely abstract. All royaltiei 
from the volume go to a fund for scholarship: 
for students at the London School of Econom 
ics, which has suffered under the Thatche 
budget hatchet. 

Brian D. Wright 

Yale University 

References 

Hah.v, Frank H. “On Optimum Taxation,"/ Exon 
Theory, Feb. 1973, 6(1), pp. 96-106. 

Pechman, Joseph A. and Okner, Benjamin / 
Who bears the tax burden!^ Wash., DC: Brooking: 
Institution, 1974. 

Stiglitz, Joseph F. and Dasgupta, Partha A 
“Differential Taxation, Public Goods and Eco 
nomic Efficiency," fiev. Exon. Stud., Apr. 1971 
38(114), pp. 151-74. 

Reassessing the role of government in tht 
mixed economy: Symposium 1982. Editec 
by Herbert Ciersch. Tubingen; Mohi 
(Paul Siebeck), 1983. Pp. vii, 289. Df' 
92,-, cloth; DM 72,-, paper. ISBN 3-16- 
344674-4, JEL 84-0l3i 

Symposium volumes are often disappointing 
Their papers are usually uneven in quality 
They typically fail to establish and sustain £ 
thematic focus. They tend to be poorly pro 
duced, reflecting the authors’ calculations ol 
the opportunity costs of effort on nonrefereec 
publications and the publisher’s attempts tc 
control costs in the face of severely restrictec 
markets for such publications. About the besi 
that many of us have come to expect fironr 
them is a few interesting, speculative ideas thal 
would have had a hard time surviving journa 
conventions and perhaps a sharp debate oi 
two. 

This symposium volume is a pleasure in con 
trast. The ten papers and accompanying com- 
ments are, on the whole, well reasoned and 
well written. The authors are Alan Peacock 
Rudolph G. Penner, Richard B. McKenzie 
Walter Eltis, Mark Blaug, Herbert G. Grubel 
Roland Vaubel, Edgar O, Olsen, Thomas H 
Tietenberg, and Michael W. Pustay. The corn- 
mentors are German economists. The volume 
establishes and sustains a thematic focus on 
what economists (primarily microeconomists; 
have recommended to control the growth ol 
government expenditures and on governmeni 
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production and regulation. It is well produced 
without the low rag content paper, fuzzy 
fonts, typographical errors and poorly drawn 
figures that are all too common to edited vol- 
umes. 

Substantively, it is a fairly broad survey of 
the experience in various western democra- 
cies, primarily Britain, Canada, the United 
States, and (in the comments) Germany, with 
microeconomic advice on government policies 
that would lead to less government spending, 
less government interference in markets, and, 
by implication, greater economic efficiency. 
The policies considered are overall govern- 
ment spending, federal structure, nationalized 
industries, subsidies to higher education, social 
insurance, social security, housing, environ- 
mental protection, and airline deregulation. 
The authors and discussants, with no obvious 
exceptions, share the widely held presumption 
that governments are spending and interfering 
too much. There, are no sharp debates on mat- 
ters of theory, empirical interpretations or pol- 
icy. In general, the commentors compliment 
the authors and complement the papers by re- 
lating fragments of the German experience. 
Except for a few muted disagreements with 
emphasis and one or two places where 
commentors note that the German experience 
is different than the U.S. experience, this 1982 
meeting in Kiel was apparently a veritable 
love-fest. 

The book offers very little that is new or 
controversial, at least for economists. Private 
markets are superior to government for organi- 
zing production. It is less a "reassessment” of 
the role of government in the mixed economy 
than a collection of able economists reiterating 
what the microeconomic advice has been on 
various government policies with some opin- 
ing on why the political systems are so reluc- 
tant to follow the advice. The reasons offered 
as to why governments spend and produce too 
much — imperfections in political markets for 
redistribution, lack of political will, and vested 
interests — are familiar. 

Finally, it is relatively nontechnical. There 
are a few equations, graphs, and tables. There 
is a modicum of economic jargon. But the es- 
says are accessible to almost everyone beyond 
an introductory course or two. Indeed, it 
should be considered as a possible supplemen- 


tal reader for courses in the broad area of “eco- 
nomic approaches to public policy.” 

Patrick D. Larkey 
Carnegie-Mellon University 

Fiscal tiers: The economics of multi-level gov- 
ernment. By David N. King. London, Bos- 
ton and Sydney: Allen & Unwin in associa- 
tion with the Australian National University, 
Centre for Research on Federal Financial 
Relations, 1984. Pp. v, 326. $29.50, cloth; 
$12.95, paper. ISBN 0-04-336081-5. 

JEL 84-1093 

In his Introduction David King says that Fis- 
cal Tiers is intended for public official, student, 
and professional economist alike. His attempt 
to reach a broad audience has influenced both 
the structure and style of the book. 

With respect to structure. Fiscal Tiers has 
the appearance of being two distinct books in 
one. Chapters 1-5 essentially reproduce the 
standard treatment of multilevel government 
economics that can be found in the federalism 
section of most public sector textbooks, albeit 
with far more elaboration. Chapters 6-9 read 
more like a handbook for the public official. 

Chapter 1 considers the classic problem of 
which functions should be performed by which 
level of government. The analysis is wholly 
standard, as are its conclusions: Local govern- 
ments may properly have jurisdiction over al- 
locational problems involving public goods, 
externalities, and/or decreasing costs, but 
distributional and stabilization concerns are 
best left for the national government. Chapter 
2 continues with a discussion of the optimal 
size of local jurisdictions, again with no sur- 
prises. The optimal size depends on such fac- 
tors as the extent of scale economies and exter- 
nalities, and the ease of mobility. Mobility 
introduces a bias toward relatively small com- 
munities, consisting of individuals with similar 
tastes for tax-service combinations. Chapters 
3-5 analyze grants-in-aid, also in traditional 
fashion. King considers the usual purposes for 
grants: to correct for external spillovers; to pro- 
mote the interests of the grantor regarding 
merit goods; to enhance local revenues gener- 
allv; and to promote equalization across juris- 
dictions with varying service needs, service 
costs, and overall taxable resources. He chooses 
the standard consumer-theoretic model as the 
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principal tool for analyzing the responses of 
recipient governments, with only a few pages 
devoted to alternatives (e.g., fiscal illusions 
among median voters, bureaucratic optimizing 
behavior). The only unusual feature of these 
chapters is the attention lavished on the equali- 
zation function, which occupies twenty-five 
pages of Chapter 4, and most of Chapter 5. 
The only apparent reason is King’s personal 
research interest in the topic. The main points 
of Chapters 1-5 are generally well-grounded 
theoretically, although King frequently en- 
gages in extensive qualifications and variations 
on basic themes that have appeared in the lit- 
erature. When he does so the underlying ana- 
lytical framework is sometimes unclear. 

Chapter 6 on local tax policy begins a very 
different approach, one far more episodic and 
with much shallower analytical support. It 
opens with an argument that local govern- 
ments should use roughly the same taxes in 
the interests of promoting horizontal equity 
and avoiding incentives for migration. Then 
there is an analysis of the relative merits of 
eleven different taxes in terms of twelve crite- 
ria that appeal to public sector economists (all 
in thirty-five pages). The result is little more 
than a description of various possibilities. It 
concludes with a brief look at actual taxes em- 
ployed by local governments in various coun- 
tries. Chapter 7 continues in this vein, with 
brief discussions of the appropriateness of levy- 
ing charges for various local services. The re- 
sult is more or less a hodgepodge of topics. 
Chapter 8 makes one basic point, that local 
governments should loan finance all capital ex- 
penditures, and only capital expenditures, in 
such a manner that repayments of interest and 
principal match the stream of project benefits 
over time. King believes this is the best way 
to promote intra- and intergenerational hori- 
zontal equity. Chapter 9 concludes the book 
with some reflections on how the actions of 
lower level governments might impede the 
stabilization goals of the national government. 
There is a consideration of conflicting monetar- 
ist and Keynesian positions. The analysis is thin, 
however, and, in my view, does not make a 
compelling case for worrying about the prob- 
lem. 

With respect to style. King has chosen to 
summarize and synthesize important results in 


the literature rather than emphasize the struc- 
ture of the analytical models that economists 
have used to generate them. As suggested 
above, he is clearly interested in setting forth 
within each topic area all important, and prag- 
matic, considerations without tying himself to 
one particular normative framework, or simply 
to equilibrium conditions. While this strategy 
is undoubtedly appealing to the public official, 
it makes the book less useful as a classroom 
text. But it is certainly appropriate for an un- 
dergraduate elective in the economics of state 
and local government. 

What is here for the professional economist? 
The main contribution is a synthesis of a broad 
swath of the professional literature on multi- 
level government economics, complete with 
an extensive bibliography. King has written a 
technically solid and interesting book. 

Richard W. Tresch 

Boston College 

The state corporation income tax: Issues in 
worldwide unitary combination. Edited by 
Charles E. McLure, Jr. Stanford: Stanford 
University, Hoover Institution Press, 1984. 
Pp. XV, 364. ISBN 0-8179-7881-X. 

]EL 84-1095 

Much has been written about the economic 
effects of the federal government’s corporate 
income tax in the United States. Economists 
have evidenced less concern about state corpo- 
rate income taxes, even though almost every 
state has one. State corporate tax collections 
have risen more quickly over the years than 
those at the federal level, and now represent 
an important component of the corporate tax 
burden. One cannot, for many reasons, ade- 
quately analyze the effects of the state corpo- 
rate income tax simply by extending the results 
about the federal tax. This conference volume, 
edited by Charles McLure, offers contributions 
by lawyers and economists; comments by dis- 
cussants are included in the text. 

All of the problems of state corporate income 
taxes arise from corporations having bases of 
operations in more than one state or, more 
generally, more than one country. What is the 
appropriate tax base for a particular state to 
use for its tax? The most conceptually straight- 
forward approach is to use separate account- 
ing, that is, to have the firm calculate its state- 
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specific profits as if its plants in different states 
were owned by different companies, and pay 
taxes accordingly. This is how state-level corpo- 
rate income taxes started out. 

Unfortunately, separate accounting is as un- 
wieldy in practice as it is simple in concept. 
McLure’s chapter reviews the problems. These 
include difficulties in calculating transfer 
prices (at which one part of an integrated com- 
pany is deemed to sell its products to another) 
as well as the whole notion of allocating profits 
among subdivisions of a firm which could not 
exist independently because of shared costs 
and other economies of scope. This has led 
states to apply ad hoc apportionment formulae 
to a corporation’s total tax base to decide how 
much is “theirs.” The most common formula 
(far too simple to please the economist) is an 
unweighted average of the state’s proportions 
(of the national totals) of a particular firm’s as- 
sets in place, sales and payroll. 

The fact that not every state uses the three- 
factor formula leads immediately to the in- 
equality of total profits and the sum of state 
taxable profits, even if all states agree on the 
underlying tax base. But the courts have found 
this not to violate the interstate commerce 
clause of the Constitution, despite the appear- 
ance of “double taxation.” (A complete legal 
discussion of the Supreme Court’s decisions in 
this area is provided in Jerome Hellerstein’s 
chapter.) Surprisingly, estimates provided by 
Steven Sheffrin and Jack Fulcher in their chap- 
ter suggest that this is, in the aggregate, not 
quantitatively important even if states chose 
their apportionment formulae to maximize tax 
collections. 

Now the real fun begins. It is often as difficult 
to separate the operations and profits of legally 
independent affiliated corporations as it is for 
divisions of a single corporation, so many states 
choose to ignore the legal separation of related 
companies and define them as a unitary busi- 
ness that must file a single state tax return that 
is then subject to the usual apportionment rule. 
As with roller skates, hot tubs and Ronald 
Reagan, California has led the way in the adop- 
tion of the unitary tax approach. The practice 
of defining related companies to be a unitary 
business for tax purposes is referred to as uni- 
tary combination. What constitutes a legally 
acceptable definition of a unitary business has 


been determined over the years through the 
results of various court cases. 

We are still in the realm of fiscal federalism, 
but not for long. Why not extend the practice 
of unitary combination to foreign operations 
as well? From the viewpoint of an individual 
state, it matters little whether a legally sepa- 
rate but economically attached affiliate of an 
instate company is incorporated in Delaware 
or Dubai. Hence, the fairly recent advent of 
the practice of worldwide unitary combina- 
tion (WWC), to which this book’s title refers. 
Under WWC a state may include, in its de- 
finition of a unitary business subject to its 
corporate income tax, a company which is 
incorporated abroad and does no business in 
the U.S. 

The constitutionality of WWC has been chal- 
lenged in a number of recent court cases which 
are discussed in Walter Hellerstein’s chapter. 
The most important additional problem that 
arises here is the potential interference by 
state governments in the conduct of economic 
foreign policy by the federal government. 
George Carlson and Harvey Galper present 
us with the specter of U.S. policy being voided 
by our inability to make commitments on be- 
half of lower-level governments with constitu- 
tionally guaranteed fiscal independence. They 
suggest that states should be required to use 
the water’s edge approach to taxation taken 
at present by the federal government, 
whereby separate accounting is still practiced 
in determining the tax base of a domestic cor- 
poration and its foreign affiliates. 

As the previous discussion indicates, much 
of the volume is devoted to difficult issues of 
tax administration and constitutionality. There 
are laments (as in Ferdinand Schoettle’s com- 
ments on J. Hellerstein’s paper) that judges do 
not rely as much as they should on economic 
analysis in their decisionmaking with regard 
to tax issues, but the book goes only a limited 
way toward making such analysis available. 
Only one paper deals primarily with the eco- 
nomic effects of state corporate taxes. It is by 
Peter Mieszkowski and John Morgan who eval- 
uate the incidence of a state corporate income 
tax based on the three-factor apportionment 
formula. 

McLure (1980) had previously argued that 
a three-factor tax by a single small state has 
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efiFects similar to three separate taxes by the 
state on the factors themselves rather than cor- 
porate income. For example, one could view 
the payroll factor in the apportionment for- 
mula as discouraging labor demand within the 
state, given wages, just as a payroll tax would. 
Mieszkowski and Morgan point out that the 
analogy breaks down when one looks at reper- 
cussions elsewhere, for the existence of a pay- 
roll factor in one state’s tax apportionment for- 
mula induces a subsidy to the use of labor 
elsewhere through its reduction of the payroll 
factor in the taxing state. No such oflFset exists 
for a payroll tax. Hence, one should view a 
state corporate tax with a three-factor formula 
as having the combined effects of a garden va- 
riety corporate tax plus offsetting incentives 
to labor and sales across different states. 
Viewed nationally, the latter two effects would 
roughly disappear. 

While this is an ingenious point, other partic- 
ipants at the conference appear from the 
book’s record to have been quick to object that 
national equivalences are of little consequence 
in the determination of state policies. Workers 
in Michigan probably derive little comfort 
from knowing that their former jobs are in 
good hands in Arizona. Moreover, the Miesz- 
kowski /Morgan model is quite restrictive. A 
more general consideration of the problem of 
incentives becomes quite messy (see, for exam- 
ple, Roger Gordon and John Wilson 1984), But, 
as the legal issues surrounding the power of 
states to tax are resolved, it is these economic 
questions that still remain largely unanswered. 

Alan J. Auerbach 
University of Pennsylvania and 
National Bureau of Economic Research 
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400 International Economics 

The great depression, 1929-1938: Lessons for 
the 1980s. By CHRISTIAN Saint-Etienne. 
Stanford: Stanford University, Hoover Insti- 
tution Press, 1984. Pp, xvi, 134. $19.95. ISBN 
0-8179-7981-6. JEL 84-1 100 

In the mere 1 04 pages of his main text, Chris- 
tian Saint-Etienne takes on the great collapse 
of 1929-1933, the long but incomplete recov- 
ery that followed, the "stagnation” of recent 
years and the lessons to be drawn for the 1980s. 
To be short and relevant on such big subjects 
requires precision and incisiveness. Unfortu- 
nately the presentation is cliche ridden, re- 
plete with murky passages, while salient facets 
of the experience are ignored. The author is 
apparently unaware of major issues in busi- 
ness-cycle, macroeconomic and monetary 
theory: He gives potted versions of “mainline” 
Keynesian theory and wears the blinders of 
neoclassical monetarist theory. As a result the 
volume does not throw revealing light on the 
dual questions that make the Great Depression 
so important: “Can it happen again?” and if 
the answer is, it can but need not, “What poli- 
cies and institutions will rig the economy so 
that the odds favor need not?” 

The main issue is whether there are systemic 
flaws in capitalism which make depressions of 
varying depth and duration normal events or 
whether depressions result from policy errors, 
correctable institutional weaknesses, or shocks. 
Saint-Etienne comes down strongly on the side 
of policy errors. His case is made by assertion. 
He ignores systemic flaw views. He assumes 
that the barter paradigm theory, which shows 
the possibility of coherence for decentralized 
markets, somehow proves that a decentralized 
capitalist economy with a complex monetary 
and financial system generates steady growth 
unless policy errors or maybe shocks intervene. 

To Saint-Etienne the Great Depression 
could not have happened without United 
States policy errors. In particular the Hoover 
Administration’s tariff policy and the failure 
of the Federal Reserve to prevent the decline 
in the money supply were responsible for the 
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catastrophy. As the Secretary of the Treasury 
and the Comptroller of the Currency were ex 
officio members of the Federal Reserve Board, 
this implies that the Great Depression was due 
to the incompetence of the Hoover Adminis- 
tration. 

Chapter III, A Theoretical Appraisal of the 
Great Depression, is the theoretical core of the 
book. Saint-Etienne notes that 

. . . whether money ... is just a “veil” with 
no effect on real activity or whether changes 
in the quantity of money do affect real activity — 
is at the core of the theoretical debate m macro- 
economics and monetary economics [p. 51]. 

This neutrality question is also critical in busi- 
ness cycle theory. As Saint-Etienne attaches 
great weight to the decline in money in caus- 
ing the Great Depression, he must hold that 
money was “not neutral” during 1929-1933. 
But aside from appeals to changes in liquidity 
preference and to keeping resources “. . . in 
reserve to face the increased level of uncer- 
tainty” (p. 53) he does not specify the features 
of the economy that makes money not neutral. 
Saint-Etienne comments favorably on Robert 
Lucas and other rational expectations /market 
clearing cycle theorists. He seems not to real- 
ize that their imperfect information /errors of 
interpretation constructs are devices for 
achieving a transitory nonneutrality of money. 

In a modern capitalist economy, money is 
not neutral because (to paraphrase Keynes) the 
ostensible owners of capital assets have often 
borrowed money to become possessed of them. 
To a considerable extent this borrowing in- 
volves banks; money is created as capital assets 
are possessed and money is destroyed as bor- 
rowers repay banks. The supply of money is 
not a static multiplier on reserves but emerges 
out of lending and borrowing by banks and 
repayments to banks. For this system to func- 
tion well, the income flows that enable business 
to pay their debts cannot collapse; profits must 
be sustained. 

The growth of private indebtedness in the 
1920s and the collapse of business profits (a 
corollary of the collapse of investment) in 
1929-1933 are aspects of the Great Depression 
that Saint-Etienne ignores. Indebtedness cre- 
ated the environment that made the policies 
of the Hoover Administration so devastating. 
Saint-Etienne oflFers hope that a Great De- 


pression need not happen again because poli- 
cymakers need not be incompetent. Given the 
strange ideological and economic theoretic 
views that political leaders can hold, this is a 
weak reed on which to lean. Deposit insurance 
seems to assure that a stabilizing intervention 
by the banking authorities will be semiauto- 
matic. However a policy incompetence view 
can offer no guidance on how to rig the econ- 
omy so that “need not” is the likely result. 

There has been a systemic change since the 
1930s, which lies outside Saint-Etienne’s view, 
that has rigged the game to favor “need not.” 
The United States government is now much 
bigger. This means that large deficits occur 
during recessions. These deficits sustain busi- 
ness profits so that business debts can be paid. 
As a result a rush to liquidity by banks does 
not occur. In these circumstances recessions 
may be steep, but they will not last long. 

Like many others, Saint-Etienne emphasizes 
the allocational inefficiencies that may accom- 
pany big government capitalism. Because his 
vision is restricted by the blinders of neoclassi- 
cal theory, he does not recognize that big gov- 
ernment capitalism is less vulnerable to Great 
Depressions than small government capital- 
ism. As a result Saint-Etienne is not able to 
learn the lesson that the past half-century 
teaches; The economic game can be rigged 
so that a deep depression need not occur. 

Hyman P. Minsky 
Washington University 

420 Trade Relations; Commercial Policy; 

International Economic Integration 

Exports of manufactures from developing 
countries: Performance and prospects for 
market access. By William R. Cline. Wash- 
ington, DC; Brookings Institution, 1984. Pp, 
XV, 229. $26.95, cloth; $9.95, paper. ISBN 
0-8157-1464-5. JEL 84-0472 

The most important feature of Cline’s book 
is the development of a model of the probabil- 
ity of import protection in industrial countries 
and then the statistical testing of the model 
by means of logit analysis. The rationale for 
using logit analysis is that it permits making 
an estimate that a discrete event (protection) 
will or will not occur because of underlying 
pressures. The data used are cross-sectional for 
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a single point in time (roughly the late 1970s), 
using 80 four-digit international standard in- 
dustrial classification (ISIC) sectors. This is a 
broad definition of manufactures. The eleven 
independent variables used to explain protec- 
tion are the import penetration ratio in the 
sector; the sector’s export-output ratio; concen- 
tration of domestic production; value-added 
per worker; physical capital per worker; hu- 
man capital per worker; or combining these 
last two as total capital per worker. An alterna- 
tive to the human capital /labor ratio is the ra- 
tio of unskilled to total labor. The remaining 
variables are the industry’s share of the total 
labor force in manufacturing, the sector’s wage 
rate, the change in import penetration, and 
the rate of real production growth in the sec- 
tor. The variables seek to capture the demand 
for protection, comparative advantage, and 
the political importance of the sector. Protec- 
tion levels are examined for seven industrial 
countries — the United States, Canada, the 
United Kingdom, West Germany, France, It- 
aly, and Japan — and protection functions are 
shown for the first three. 

The independent variables are by no means 
unambiguous. Cline recognizes this in his dis- 
cussion, but the fact that the signs often turn 
out to be the opposite of what is hypothesized 
in the model and vary in intensity across coun- 
tries casts considerable doubt on the precision 
of the estimates. 'The problem of colinearity 
among certain of the variables is recognized 
and Cline tries to deal with this verbally but 
not necessarily eflFectively quantitatively. His 
best results are obtained by using a three-coun- 
try pool, using all sectors for Canada and omit- 
ting processed foods, beverages, and tobacco, 
and consolidating textiles and apparel for the 
United States and the United Kingdom. 

Protection is defined precisely but narrowly 
in the model, essentially as import quotas or 
voluntary export restraints. Some near quotas, 
such as the trigger-price mechanism for steel 
imports into the United States, are included. 
The reasoning for this is not clearcut since 
other nontariff barriers (government procure- 
ment, distorted customs valuation, and govern- 
ment subsidies, to which the trigger-price 
mechanism was partly addressed) are not in- 
cluded. Tariff protection was omitted on the 
grounds that industrial country tariffs are now 


largely modest impediments to imports. For 
the logit analysis, the dependent variable for 
protection takes the value one for each sector 
for which protection is defined as existing, and 
zero for all other sectors. 

The subsequent aspect of the analysis is to 
project export growth of developing countrie; 
to 1990 in order to use the protection model 
for reaching conclusions on the level of protec- 
tion at that time. Two sets of export projection, 
for 1 990 are used. The first is a simple extrapo- 
lation of growth rates from 1969-1970 to 1978. 
The second is based loosely on World Bank 
projections, but is basically a steady growth of 
manufactured exports of ten percent a year 
from 1978 through 1990, with some variation: 
for particular sectors. The World Bank basis 
for projections shows more modest exports to 
the seven major industrial countries in 1990. 
Cline then focuses most attention on the im- 
port-penetration ratio (ratio of imports to ap- 
parent consumption) in 1990 at the four-digit 
ISIC level. This, in turn, requires making con- 
sumption estimates. This is done by making 
estimates of population, income, and income 
elasticity of the product sector. 

Three kinds of comments are worth making: 
on the statistical techniques; on their value ai 
a guide to policy, since this is what Cline in- 
tends; and on the solidity of the conclusions. 

The statistical manipulation is elegant. Cline 
is meticulously correct. Assumptions are 
clearly stated and results that do not conform 
to assumptions built into the model are pre- 
sented. The modeling, with its interrelatec’ 
steps, is worth the reading in its own right. 

I have my doubts, however, that the model 
will prove to be a useful guide to policymakers. 
The assumptions are really too simple, as is 
evident from the wrong signs. Protection i. 
not just overt quotas, which is what the model 
captures. It is not evident, as Cline argues, that 
protection against any one exporter, even Ja- 
pan, will discourage other suppliers from in- 
vesting in that sector. ’The history of the various 
textile and apparel quota agreements is just 
the reverse; protection against competitive 
suppliers actually led to the worldwide spread 
of the industry. A similar spread of investment 
is apparent in steel arid autos. Some of Cline’s 
other assumptions are questionable; it is at least 
doubtful that the pattern is uniform across 
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countries. One such assumption is that the 
higher the wages in the sector in the importing 
country, the less likelihood there is of protec- 
tion. Cline presumably had such sectors as tex- 
tiles and shoes in mind. He has a footnote 
which admits this might not have been the 
case for autos and steel, where the higher 
wages were presumably one of the causes for 
protection. The margin of error inherent in 
straight-line projections of almost anything, es- 
pecially export growth, is substantial. So, too, 
is a constant percentage projection. 

My point is not that Cline is necessarily 
wrong in his assumptions or projections — he 
may not be and he himself points out the short- 
comings in some of the techniques and assump- 
tions he uses — but that he introduces a simplic- 
ity for the sake of the model that is unlikely 
to be acceptable to those making actual deci- 
sions. A model is necessarily designed to sim- 
plify reality while still capturing the essence 
of the underlying phenomenon. I suspect that 
Cline has simplified too much. 

Cline’s major conclusion is that no great in- 
crease in protection above its current base is 
likely. His current base is 1978 and a few com- 
ments are made (to take account of the delay 
in the publication of the book) to the effect 
that protection increased in the 1980s. I hope 
that he is right, but the statistical base for his 
conclusion is far from solid. His model leads 
him to draw other general implications. These 
are: the greater the sector’s share of the manu- 
facturing labor force, the greater the tendency 
to protection; protection tends to be greatest 
for products in which the industrial country 
has little comparative advantage, i.e., for prod- 
ucts that intensively use unskilled labor; and 
that if high import penetration is offset by high 
exports in the same industry, this may reduce 
protectionist pressure. These are useful conclu- 
sions, but they are hardly original. 

Sidney Weinthaub 
The University of Texas at Austin 

The reconstruction of Western Europe 1945- 
51. By Alan S. Milward. Berkeley: Univer- 
sity of California Press, 1984. Pp. xxi, 527. 
$38.50. ISBN 0-520-05206-4. JEL 84-1108 
In this extensively researched and tren- 
chantly written book, Alan Milward challenges 
some long accepted interpretations of the post- 


war reconstruction of Western Europe. His 
special targets are the misconceptions and 
over-simplifications surrounding the Marshall 
Plan and the course of European economic in- 
tegration. 

The book begins with the crisis of 1947. Mil- 
ward contradicts the view, widely believed 
then and since, that Western Europe was on 
the verge of economic or political collapse. In 
fact, it was experiencing a vigorous investment 
boom sustained by large imports of American 
capital goods. The dollar trade deficit widened 
and its reserves drained away. 'The crisis, in 
short, was a dollar payments problem brought 
on by the speed and success of recovery. The 
failure of sterling-dollar convertibility in 1947 
had buried the Bretton Woods solution. Defla- 
tion was no answer either: That would have 
destroyed the p>olitical consensus underlying 
European national social and economic objec- 
tives. After the miseries of the 1930s, Britain 
could not abandon full employment, nor 
France its Modernization Plan. While recog- 
nizing their policy choices as inescapable. Mil- 
ward nevertheless chides them for running 
wholly unjustified economic risks. They were 
gambling on the provision of more American 
aid. The .Marshall Plan did not, therefore, initi- 
ate European recovery; it simply allowed Eu- 
ropean governments to continue their ambi- 
tiously expansionist domestic policies. But in 
the United States it was projected as a vital 
defense of American national security. It suited 
this purpose to portray Western Europe as on 
the verge of total collapse. 

The weak link in this argument is its analysis 
of the dollar payments crisis. For instance, Brit- 
ain’s deficit with the United States accounted 
for less than half its dollar expenditures in the 
first half of 1947. Furthermore, Britain spent 
far more on American food and raw materials 
than on American capital goods. Milward’s in- 
terpretation best fits the case of France and 
the Netherlands. Again, the Bretton Woods 
agreements failed only for Britain. The pay- 
ments crisis, he says, did not arise from a fall 
in the supply of dollars which, in fact, exceeded 
the 1946 outflow. But this was due to large 
British drawings on its American loan. After 
the first quarter of 1947 the supply fell sharply. 
Milward disaggregates European output 
trends by countries and time periods, but not 
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dollar receipts and expenditures. He calls the 
payments crisis a technical difficulty, yet ac- 
knowledges that it threatened to destroy the 
European boom and the underlying political 
consensus. 

The more alarmist version of the 1947 crisis 
convinced the Americans that salvation lay 
through the creation of a United States of Eu- 
rope. In tautly argued chapters covering subse- 
quent developments, the author explains how 
and why the Europ>eans thwarted American 
ambitions and created forms of interdepen- 
dence better suited to their own national eco- 
nomic objectives and political traditions. The 
European Recovery Programme, he finds, far 
from being a unifying force, actually worsened 
relations within Western Europe and the At- 
lantic alliance. The Americans overestimated 
their financial leverage, partly for a reason Mil- 
ward underplays. In the Cold War context po- 
litical security considerations took precedence 
over economic arguments, a message the 
United States Treasury swallowed reluctantly. 
Fundamentally though, American dreams 
were far removed from European realities. 
The ardent European Federalists who shared 
them had rather less impact on events than 
their disciples believe. Milward evidently does 
not share, for example, their adulation of Mon- 
net. 

Thus in the negotiation of the European Pay- 
ments Union (EPU) the United States had to 
acknowledge the strength of Britain for, with- 
out the inolu.sion of sterling, the plan was un- 
workable. Since Britain was resolutely opposed 
to any merger of sovereignty, the Americans 
had to abandon their aim of making EPU the 
first step towards monetary and political union. 
But at least they preserved the wider multilat- 
eral aims of Bretton Woods. 

The integration that really mattered was a 
French initiative. For France the central ques- 
tion was control over German resources, above 
ail Ruhr coal and coke. Upon this depended 
its economic security and the success of its 
Modernization Plan. The American push for 
a free trade and payments union threatened 
this vital French interest. After fruitlessly pur- 
suing solutions that harked back to the errors 
of the Versailles Treaty, the French arrived 
at the Schuman Plan proposal for a carefully 
regulated common market in coal, iron and 


steel. In the negotiation of the European Coa 
and Steel Community national interests wen 
balanced and adjusted to permit the achieve 
ment of national objectives. Agriculture wa 
the next obvious sector for the same treatment 
The road Milward signposts to EEC was eng 
neered less by American policies than by Eure 
pean resistance to them. The United States se 
out to destroy the Western European state sy 
tern and failed. American economic hegemon' 
was never as great as its overblown obituarie 
imply. 

The author rather surprisingly skips over th( 
impact of rearmament on Western Europe 
American defense support aid enabled the Eu 
ropeans to strengthen their monetary reserve 
and move towards dollar convertibility. Th 
Pax Americana helped to resurrect Brettoi 
Woods but at the cost of a weaker dollar. Thii 
opened the way to serious disagreements i 
the 1960s on whether European or Americar 
policies were to blame for the vulnerability 
of the system. 

A short review can only hint at the richnes; 
of this distinguished work. Milward has pro 
duced an invigorating revision of received his 
tory and set a high standard for future re 
search. The book does, however, need a fullei 
index. 

David Wightman 
University of Birmingham 

Free trade between Mexico and the Unitec 
States? By Sidney Weintraub. Washing 
ton, DC: Brookings Institution, 1984. Pp. xv 
205. $26.95, cloth; $9.95, paper. ISBh 
0-8157-9286-7. JEL 84-1 III 

The purpose of this book is to examine 
whether a gradual elimination of trade barrier 
between Mexico and the United States woulc 
benefit both countries. This question is politi 
cally sensitive. U.S. government officials ofter 
express the notion that their open discussior 
of it would create negative popular reactions 
particularly in Mexico, that would quickly kil 
any chances for the free trade area. Professoi 
Weintraub hopes that as an independent aca 
demic he can avoid this problem and stimulate 
a more rational discussion among scholars 
businessmen, labor leaders, and govenunenl 
officials in both countries. 

His study is primarily concerned with refiit 
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ing the accepted view in Mexico that the free 
trade area would cause Mexico to become an 
economic backwash, unable to develop or even 
sustain its industrial base in the face of compe- 
tition from the United States. Weintraub con- 
cludes that, rather than leading to divergence 
between the economies of the two countries, 
a U.S.-Mexican free trade area would lead to 
economic convergence, particularly if formed 
gradually. However, he points out that the ben- 
efits to Mexico depend in large part on Mexi- 
co’s willingness eventually to adopt more rea- 
sonable methods to reach its major goals — to 
achieve a competitive industrial structure, in- 
crease agricultural output, create more jobs, 
and reduce inequalities in Mexican society. Un- 
fortunately, Mexico’s current industrialization 
plans do not appear very helpful. Weintraub 
notes; 

Mexico’s industrialization model is mostly to 
blame for the high unemployment and under- 
employment of 'Mexico’s economically active 
population and for the great inequities that per- 
si,st in Mexican society. This pattern of develop- 
ment also prejudiced the agricultural sector, 
which had to bear a large part of the cost of 
subsidizing industry. . The beneficiaries of 
the Mexican industrialization model have not 
been most of the 40 percent of the population 
that still lies in nonurban areas and certainly 
not the unemployed and the underemployed 
The beneficiaries of this economic development 
mode, in other words, are only a minority of 
the Mexican population [p. 173]. 

Weintraub attributes part of Mexico’s reluc- 
tance to give up its industrialization model to 
fears of U.S. hegemony. He points out that 
these fears are based partly on past U.S. actions, 
such as annexation of Mexican territory and 
some rather blatant intervention in Mexico’s 
internal affairs. However, he argues convinc- 
ingly that the trade integration would not lead 
to U.S. political domination of Mexico. He also 
lays to rest a number of other false issues that 
tend to crop up in discussions of a U.S.-Mexican 
free trade area. These include Mexican fears 
that the free trade area would be used as a 
leveraging deidce by the United States to gain 
control over Mexican oil and gas, that it would 
lead to a capital flow out of Mexico and that 
it would cause increased immigration to the 
Hnited States. 

Weintraub’s focus on Mexican rather than 


U.S. concerns about the effects of the free trade 
area is easy to understand. Restrictions on U.S. 
imports from Mexico are small relative to those 
on Mexican imports from the United States. 
In many sectors, imports enter the United 
States duty free under the Generalized System 
of Preferences or receive substantial duty re- 
ductions under the Offshore Assembly Provi- 
sion of the U.S. Tariff Code. Significant barriers 
are mainly restricted to textiles and apparel, 
and some agricultural products. In contrast, 
Mexico follows a development strategy of im- 
port substitution. Consequently, significant 
barriers to U.S exports to Mexico are the rule, 
rather than the exception. 

Little is said about the standard measures 
of the static gains and losses that are the center- 
piece of most empirical studies of trade liberal- 
ization. The reader would search in vain for 
explicit estimates of trade creation, trade di- 
version, consumer gains, producer gains, or net 
welfare effects. (Such estimates are very diffi- 
cult to construct due to Mexico’s system of im- 
port licenses, although a good attempt was 
made in a recent study by Alejandro Violante 
Morlock, 1984.) Nevertheless, the book does 
provide an excellent picture of current trade 
policies in the two countries, of the sectors in 
each country that are particularly sensitive to 
import competition from the other coxmtry, 
and of the importance of the trade barriers 
that are now in place. In some cases, the detail 
is striking. For instance, in the discussion of 
Mexican complaints of U.S. trade policies, the 
reader learns that the primary beneficiaries of 
barriers to U.S. imports of winter vegetables 
appear to be about thirty operating farms in 
Dade County, Florida. For most broad output 
categories, sufficient detail is provided to allow 
a good common sense judgment of how the 
free trade area would affect trade and produc- 
tion in the two countries. 

The book is an excellent guide to the practi- 
cal policy issues involved in implementing a 
free trade area between the United States and 
Mexico. The author has considerable expertise 
on the topic, and his treatment of it is well- 
balanced and authoritative. One hopes that the 
study will receive widespread attention from 
policymakers in both countries. 

Donald J. Rousslang 

U.S. International Trade Commission 
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440 International Investment and 
Foreign Aid 

Inwsting in Europe's future. Edited by 
Arnold Heebtje. Preface by Yves Le 
POHTZ. New York: St, Martin’s Press for the 
European Investment Bank, 1983. Pp. x, 
218. $27.50. ISBN 0-312-43499-5. 

JEL 84-0807 

In commemoration of the European Invest- 
ment Bank’s (ElB) twenty-fifth anniversary, se- 
lected men of affairs — ^mostly high ranking offi- 
cials — of the European political community 
were asked to offer “their lines of thought, the 
questions arising in their own minds and their 
findings and suggestions regarding the prob- 
lems of investment in the (European Eco- 
nomic) Community in the 1980s’’ (p. x). This 
book presents the outcome: eight previously 
unpublished papers on various aspects of in- 
vestment activity in Western Europe. Address- 
ing themselves to a broader public than aca- 
demics, most authors did not burden their texts 
with references to the literature. It may be 
noted in passing that the title is somewhat mis- 
leading, because consideration is essentially 
confined to EEC member countries. 

Economic forecasters in Western Europe 
have not yet identified prospects for a recovery 
comparable to the one underway in the United 
States since 1982. 'The success the United 
States has experienced in employment cre- 
ation (since the early 1970s) and, more re- 
cently, in economic growth (since 1982), has 
triggered a flourishing literature on the causes 
and consequences of the apparent Western Eu- 
ropean backlogs. 

Whereas the economic success of the United 
States is a relatively new phenomenon. West- 
ern European discussion of its own weaknesses 
has some tradition. The United States has 
shown the second-worst economic perfor- 
mance among the industrial countries, next to 
the United Kingdom, in the postwar period 
(Robinson 1984). Nevertheless, European ob- 
servers repeatedly identified European weak- 
nesses, not least in technology production. 'The 


first example was the so-called permanent dc 
lar shortage of the 1950s widely ascribed * 
American technological superiority. Recent! 
the fear of a technological lead of the Unite 
States has once again stirred European publ 
debate. 

The book contains a rather heterogeneoi 
set of papers. Emile von Lennep contemplate 
the many problems of the industrialized worl 
and the future prospects for Western Europe 
economic development. Michel Albert dii 
cusses growth, investment and employment i 
Western Europe during the 1980s. Alexandr 
Lamfalussy sets out his ideas about the effeci 
on industrial activity of three elements of th 
international monetary and financial systen 
interest rates, tensions in the international f 
nancial system, and exchange rate fluctuation; 
Otmar Emminger looks at the relationship 
among investment, employment, and goverr 
ment policy. Guido Carli analyzes the technc 
logical competitiveness of Western Europe. U 
Lantzke deals with past trends and future prc 
spects of investment in energy supply and er 
ergy use, Jean Henri Paul Paelinck examine 
the development of regional disparities. F 
nally Lord Roll of Ipsden is concerned wit 
the financing of investment through fund-rai: 
ing activities, and with the particular role c 
EIB in this context. 

The first five papers (van Lennep, Alber 
Lamfalussy, Emminger, Carli) provide a wid 
range of arguments on causes and cures of a 
leged Western European weaknesses, such a 
unemployment and technological backlog: 
Lantzke and Paelinck are primarily concernc' 
with describing facts and figures rather tha 
analyzing them. In the final paper. Lord Ro 
of Ipsden stresses the importance of EIB- 
which is a hard job to do since in a more globa 
perspective EIB investments in Western Ev 
rope have been almost negligible. 

All in all the subject “Investing in Europe 
Future’’ should have provoked some intriguin 
ideas, in analysis as well as regarding the EEC 
future. ’This volume, however, does not satisf 
the reader. Instead, there is one rather coir 
mon recommendation throughout the paper: 
achieving a common domestic market in th 
EEC (rather than Western Europe) would irr 
prove economic prospects substantially. Apai 
from this, views on what should or could b 
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done diflFer considerably. In this respect, it is 
surprising to note that microeconomic distor- 
tions of economic activity by national social 
security provisions, tax structures, subsidies, 
and market regulations play only a minor role 
in the discussion. It appears that differences 
in mainstream economic thinking in Western 
Europe (Frey et al. 1984) as opposed to the 
United States may be one explanation for eco- 
nomic difficulties. 

One lesson to be drawn from most contribu- 
tions is that current difficulties, if they exist 
at all, have been caused and should therefore 
be treated, at the national level. Thus, refer- 
ences by some authors to community tasks ap- 
pear as lip service meant to disguise the lack 
of dedication to curing problems at home. 
Western Europe’s basic problem, seems to be 
that there is an increasing gap between gross 
income and net disposable income, and that 
it is the visible and often invisible hand of gov- 
ernment which , is responsible for this dis- 
crepancy. Western European societies seem to 
have been concerned with distributing na- 
tional products rather than with easing existing 
barriers to production. 

What will the EEC's administration (the Eu- 
ropean Commission) learn from this volume? 
It will certainly feel supported in its striving 
for additional competence. And what about 
the value added of this volume? The answer 
is .simple and clear; the contributions generally 
fall short of conventional standards. Those in- 
terested in Western Europe’s future might bet- 
ter turn to shorter and more illuminating arti- 
cles like the one by Jean Waelbroeck (1983). 

Ernst-Jurcen Horn 
Kiel Institute of World Economics, 

Federal Republic of Germany 
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Multinational excursions. By Charles P. 

Kindlebercer. Cambridge, MA and Lon- 
don: MIT Press, 1984. Pp. vii, 275. $22.50. 

ISBN 0-262-1 1 092-X. JEL 84-1 138 

'The present Kindleberger collection in- 
cludes some twenty pieces made up of unpub- 
lished lectures, reprinted journal articles, testi- 
monies before Congressional Committees, and 
book reviews. As the title indicates all pieces 
have something to say about multinationals, 
and all demonstrate the revealing insights, the 
command of the literature, the familiarity with 
events (present and past) of the real world, 
and the good feel for how things work that 
are the hallmark of Kindleberger ’s writings — 
and the hallmark of useful economics. All are 
written in his lively and engaging style that 
makes for pleasant reading. Topics discussed 
include the multinational in world affairs, opti- 
mum sizes of various areas, sociological and 
political issues raised bv the multinationals, di- 
rect controls and the market mechanism as 
means of controlling the multinational firm 
and a variety of other issues. I found the first 
ten pieces and the twentieth — all lectures or 
Journal articles — the most helpful, the book re- 
views the least so, and the several Congres- 
sional testimonies in between. 

In Chapters 2 and 3 Kindleberger discusses 
the optimum size of various categories of ar- 
eas — production, banking, technology, and, 
most important, cultural. The optimum size 
of a cultural area is, he argues, smaller than 
the optimal size of other areas, especially those 
of production and technology. This difference 
is an obvious source of trouble. Societies, to 
be societies, need integration and cohesion, 
and for these purposes optimum size is small. 
To capitalize on specialization and scale econo- 
mies a much larger area is needed. He suggests, 
for example, that cultural considerations make 
Belgium too large, but from a purely economic 
standpoint it is too small. Belgium is not the 
only country in this situation. Most larger de- 
veloping countries are very much in the same 
boat. Kindleberger emphasizes his view that 
cultural homogenization will make the world, 
at least his world, much less interesting. One 
may add that it will also reduce or remove 
the diversity that produces new ideas and in- 
sights and understandings that the world so 
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desperately needs. He believes, without spell- 
ing out exactly why, that production consider- 
ations will eventually dominate, and that cul- 
tural diversity will be sacrificed. It is easy to 
convince oneself that the way the multina- 
tional enterprise affects this issue is perhaps 
the single most important question about their 
operations. 

I would have liked this matter examined in 
more detail, especially so because Kindleber- 
ger finds much that is unconvincing about no- 
tions of “dependency,” about restrictions on 
multinational investments, about trying to re- 
place the market with quantitative planning 
or bureaucratic intuition. He is always careful 
to hedge, to qualify, and to recognize difficul- 
ties, but he is also willing to accept the results 
that a defective market delivers rather than 
to risk the worse results that he expects from 
ineffective and cumbersome planning and di- 
rect controls. There are difficulties however. 
For example, a country may face the question 
of whether to allow foreigners to develop natu- 
ral resources. Kindleberger has us compare the 
present discounted value to the country of the 
deposits if developed by a foreign interest with 
the discounted value that would obtain if they 
were developed by domestic interests. The 
higher value wins. In calculating the present 
value one must include externalities such as 
learning and other effects and must use the 
shadow rate of interest in the discounting. The 
demands for information in such calculations 
are stringent indeed, and there is little assur- 
ance that trying to create a situation in which 
the market reflects all social benefits and costs, 
is likely to yield more reliable results than do 
bureaucratic decisions. This is especially so if 
the latter group is made up of experienced, 
well-informed individuals, while the present 
value calculations are done in a routine, me- 
chanical way. As he says, in a quite different 
context, not everything that is relevant can 
be punched into a computer. One might con- 
clude (Kindleberger does not) that, if direct 
controls produce a fifth best outcome, a defec- 
tive market fourth best, outright prohibition 
of multinational activity might in fact be the 
best attainable policy approach. 

Consideration of these types of issues leads 
Kindleberger to note in a couple of places that 


if a country, as a matter of conscious polic 
wishes to keep out foreigners and if it also re 
ognizes that this might mean lower nation 
income, the economist, who takes tastes 
given, cannot object. He states elsewhere th 
the purpose of economic activity is to increa! 
real income. These conventional notions t 
come very constraining when the role of tf 
multinational in development is under exam 
nation. The purpose of economic activity is 
create welfare and we know, of course, th 
wants are not given, but are found, and econ 
mists are increasingly recognizing that part 
the task of economic analysis is to help a cor 
munity find those tastes that yield greatest we 
fare. Despite his comments just noted, Kindli 
berger’s analysis does, I think, illuminate thei 
issues in a variety of ways. 

There are of course several other matte; 
that might be discussed. The notion of “tran 
formation capacity” in developing countries 
one that Kindleberger has used often. I woul 
like to have seen a more thorough discussio 
of the extent to which the multinational do 
or could contribute to the creation of that c 
pacity in host countries. A similar issue is tf 
relationship between the multinational an 
the development of an indigenous technolog 
cal capacity. If the multinational brings a teci 
nology markedly alien to prevailing produ 
tion practices and to social and econom 
organization, the capacity of the domest 
community to respond to any opportuniti 
created is surely very limited. The result is tf 
creation of an enclave with few spillover 
fects on domestic industry. Similarly, if tf 
technology brought in is vastly different froi 
that used domestically, any contribution to tf 
evolution of an indigenous technological c 
pacity is likely to be slight. Two good historic 
chapters — one on U.S. direct investment i 
France and the other on international bani 
and international business — illuminate the: 
and other issues in helpful ways. 

The great thing about essays such as the: 
is that they are analytical and realistic, am 
their author is unafraid to speculate, to defen 
a risky position, and to announce a value Judj 
ment. Read them with enjoyment and profi 

Henry J. Bruton 

Williams College 
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Tinbergen lectures on organizational theory. 
By Martin J. Beckmann. With a Preface 
by Jan Tinbergen. Texts and Monographs 
in Economics and Mathematical Systems se- 
ries. Berlin, Heidelberg, New York, Tokyo: 
Springer, 1983. Pp. x, 176. $16.00. ISBN 
0-387-12646-5. JEL 84-0175 

In this monograph Professor Beckmann pre- 
sents the latest results of his research on hierar- 
chical organizations in the framework pio- 
neered by Herbert Simon (1965) and Oliver 
Williamson (1967). It is a revision and extension 
of the parts of his Rank in Organizations 
which addresses the “structural aspects of orga- 
nizations as distinct from those concerned with 
the movement of personnel” (p. vii). It focuses 
on an image of the firm as a pyramid where 
the agents of each rank supervise tho.se of the 
rank just below theirs. 

The book is divided into five parts. The first 
defines an organization as a graph whose nodes 
are the agents and whose arcs represent the 
relationships between supervisors and supervi- 
sees. It is shown that the graph must be a tree 
and possible methods for assigning ranks to 
agents are discussed. 

The second part introduces the notion of 
span-of-control, the size of which is, by and 
large, taken to be exogenous. The main results 
describe the minimal size of an organization 
as a function of the span-of-control and the 
size of the task to be conducted. There is also 
a discussion of methods which can be used to 
estimate the average span-of-control with par- 
tial data. 

The third part builds on the first two to de- 
scribe the cost functions of organizations. Sal- 
ary is assumed to be a function of rank, and 
the author discusses the cost functions associ- 
ated with difierent types of organizations. Typ- 
ically, lowest costs are obtained by regular or- 
ganizations, where all operative work is 
performed by the agents of lowest rank, and 
where all other agents supervise as many sub- 
ordinates as possible. 

The fourth part discusses the production 
function of organizations. It first studies organi- 
zations such as the IRS and social welfare agen- 


cies which treat “cases.” These cases arrive 
randomly, and the file is processed by lower 
level workers whose output must be checked 
by supervisors. The discussion then turns to 
a more traditional model in which the amount 
of supervision influences the productivity of 
the agents, and this is used to determine the 
shapes of short-, medium- and long-run pro- 
duction functions. 

The fifth part addresses the advantage of or- 
ganizations over individual production, and 
the comparative advantage of different forms 
of organizations. First, it is shown that organi- 
zations are more efiScient than individuals 
when increasing returns-to-scale prevail. Sec- 
ondly, an agent will prefer founding a hierar- 
chical organization to founding a partnership, 
because he can accumulate a greater surplus 
when he does not have to share profits with 
his partners. 

This monograph will be an extremely useful 
toolbox for economists who need to use the 
model of hierarchical organizations. It contains 
a wealth of technical results and presents many 
variations on the basic models which can be 
useful in many set-ups. In the Preface, Profes- 
sor Tinbergen states that he found Part Four 
especially useful in his own work when he tried 
to estimate the production functions of large 
organizations. 

On the other brand, the models discussed 
need to be enriched before they can properly 
be thought of as central parts of the theory 
of organizations, rather than technical tools. 
Too many variables are taken as exogenous 
which should be determined endogenously, as 
parts of the solution of the models. For in- 
stance, Part Three, which discusses costs, takes 
the ratio between the wages of an agent and 
his supervisor as given. Given that the scale 
effects depend on this ratio, the presence of 
large firms cannot be understood if these wages 
are not endogenously determined, as they are, 
for instance, in Sherwin Rosen's work (1982). 

The discussion of partnerships versus hierar- 
chical organizations suffers from the same de- 
fect. It assumes that the wages of operatives 
are fixed at their opportunity income in home 
production. In the models of this book, all 
agents are similar (at least skills are not mod- 
eled explicitly). There is no reason for the oper- 
atives to agree to work in a hierarchical firm 
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at a wage lower than the income of the orga- 
nizer, instead of becoming themselves organiz- 
ers. The comparison of organizational forms 
can only be made in a more fully specified equi- 
librium model. 

As models of internal organization, the ones 
offered suffer from the nondifferentiation of 
tasks. They go as far as one can go without 
explicitly describing the different tasks which 
the agents must accomplish or the different 
information structures which they face. Recent 
literature contains many models which go far- 
ther and are more illuminating. 

The book is also marred by too many mis- 
prints, and by the tendency of the author to 
include normative judgments about the proper 
management of organizations without support 
from the analysis. 

This monograph does not provide a satisfac- 
tory answer to the most burning questions in 
organization theory. But it will be useful to 
specialists who will find many building blocks 
they can use in more satisfactory systems. 

Jacques CR^:^^ER 
Virginia Polytechnic Institute 
and State University 
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Law an4 economics of vertical integration and 
control. By Roger D. Blair and David 
L. KASERMAN. New York, London, Toronto 
and-Tokyo: Harcourt Brace Jovanovich, Aca- 
demic Press, 1983. Pp. xi, 211. $35.00. ISBN 
0-12rl03480-l. JEL 84-1157 

This hook offers a summary of issues in the 
law and economics of vertical integration and 
altemfttive types of market contracts between 
firms at different stages of the production pro- 


cess, including two-part pricing, royalties, ty 
ing and, to some extent, vertical restraints oi 
prices, quantities and sales territories. A themi 
that runs through the book is that vertical inte 
gration by ownership and various vertical re 
straints can be equivalent in their impact or 
resource allocation. Thus, the authors criticize 
U.S. antitrust law for its asymmetric treatment 
of vertical control arrangements; some ar- 
rangements (e.g., tying) are essentially illegal 
while others (e.g., royalties) are presumptively 
legal. 

The two main sections of the book survey, 
separately, the economic theories of vertical 
control and the relevant statutory and case law 
together with some economic analysis of the 
law. The first chapter in the economic analysis 
surveys the transactions cost literature on ver- 
tical control, offering a succinct summary of 
Ronald Coase's and Oliver Williamson’s theo- 
ries of transactions cost economics. Here the 
authors adopt Coase’s sharp distinction be- 
tween market contracts and the planned direc- 
tion by the entrepreneur of transactions within 
the firm. This sharp distinction is now recog- 
nized as artificial (Klein 1983, p. 373); observed 
contracts between manufacturers and distribu- 
tors, for example, are scattered along a contin- 
uum between spot market transactions and 
centralized intra-firm employment. Indeed, 
the analysis of vertical restraints in the later 
chapters illustrates this point nicely. In addi- 
tion to the survey in this section an analytical 
model is presented which makes the point that 
the optimal degree of internationalization of 
factor purchases depends not only on relative 
transactions costs but also on the relative elas- 
ticities of factor supplies. A gap in the econom- 
ics of vertical control, reflected clearly in this 
chapter, is a careful analysis of the costs of in- 
creased internalization of transactions. 

The succeeding chapters provide theoretical 
analysis of the incentives for different types 
of vertical control under alternative sets of as- 
sumptions. The first of these examines the case 
of fixed proportions and certainty. Starting 
with the basic result that no incentive for con- 
trol exists in this case under the market struc- 
tures of competition, or monopoly upstream 
and competition downstream, Blair and Kaser- 
man analyze three familiar explanations of ver- 
tical control: successive monopolies, the pro- 
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duction of product-specific services in the 
downstream (e.g., retail) sector, and vertical 
integration as a barrier to entry. On the con- 
tentious issue of whether or not vertical inte- 
gration can increase entry barriers, the authors 
argue that if vertical integration is a cost-effi- 
cient means of production, then new firms are 
forced to enter at more than one stage of pro- 
duction. Two conclusions are drawn from this: 

First, if some barrier to entry exists at one 
stage [of production] but is absent at another, 
then the necessity of multi-stage entry wilt trans- 
mit this barrier from the former to the latter. 
Thus, integrated entry can be expected to be 
at least as difficult as single-stage entry at the 
stage with the highest barrier [p. 43). 

This argument is problematic; if production 
costs are lower under vertical integration then 
successful entry at any single stage must be 
more difficult than integrated entry. It is only 
because of this that firms are forced to enter 
in vertically integrated form. 

Second, a requirement that entry occur simul- 
taneously at more than one stage necessarily 
raises the capital needs of potential entrants. 
Such an increase may or may not impede entry, 
depending on the existence of an imperfection 
in the capital market (defined as a situation in 
which the terms of finance deteriorate with an 
increase in the quantity of funds raised) . . . [l]t 
is entirely plausible that vertical integration im- 
pedes entry by increasing the capital require- 
ments of potential entrants [p. 43], 

An increasing cost of capital, faced by both 
existing and potential firms, is not a barrier 
to entry. The difference in the costs of capital 
(i.e., in risks) between existing and potential 
firms is, in this context, more relevant than 
the dependence of capital costs upon the quan- 
tity of capital raised. 

Chapter 4 offers an analysis of the variable- 
proportions incentive for vertical control — the 
elimination of the distortion in nonintegrated 
downstream production decisions that arises 
as firms substitute away from a monopolized 
input. The analysis reviewed in this chapter, 
drawing on the authors’ previous articles, is 
one of the strong points of the book. The au- 
thors demonstrate systematically (if repeti- 
tively) the equivalence, under the market 
structures of monopoly upstream and competi- 
tion downstream, between vertical integration 
and various contractual alternatives: royalties, 


two-part pricing (under which the downstream 
market collapses to a monopoly) and tying. 
They follow the bulk of the theoretical litera- 
ture on vertical control in assuming that more 
centralized contracts, contracts with greater 
restrictions on agents’ actions, can be imple- 
mented with zero monitoring or other enforce- 
ment costs. A couple of minor points here. The 
authors’ suggestion that tying is first-best even 
when downstream average costs are U-shaped 
appears to me to require an assumption of ho- 
motheticity on downstream production: If effi- 
cient factor proportions vary with the level of 
output, then the tying constraint affects the 
average-cost-minimizing output; tying would 
therefore introduce an output distortion in the 
competitive downstream market. Second, the 
authors show that two-part pricing will not be 
a first-best instrument under U-shaped aver- 
age costs because of a similar output distortion. 
This is true, but the combination of two-part 
pricing and division of the downstream market 
by the monopolist into an efficient number of 
local monopolies, does appear to achieve the 
first-best solution. Vertical territorial restraints 
(e.g., in technology licensing contracts) can 
therefore be explained as a response to the 
variable proportions distortion in the noninte- 
grated market allocation. 

Chapter 5 surveys the literature on vertical 
integration under uncertainty. Some original 
analysis is offered, as well, on two sources of 
incentives for vertical control; a div'ersification 
motive, and the divergence of risk preferences 
between upstream entrepreneurs and down- 
stream entrepreneurs. A necessary assumption 
for these two motives, imperfect capital mar- 
kets, is left implicit. The final chapter in the 
economic theory section surveys three cases 
of integration for which no contractual alterna- 
tives exist; a monopsonist, a price-discriminat- 
ing monopolist, and integration upstream to 
circumvent a regulatory control on down- 
stream profits (by setting a high internal trans- 
fer price). In addition, Blair and Kaserman of- 
fer here an explanation of vertical integration 
by a monopolist facing disequilibrium in a com- 
petitive downstream market. 

The two chapters on the legal analysis of ver- 
tical control arrangements offer a clear and 
succinct survey of the relevant statutory and 
case law and of economists’ views on the appro- 
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priateness of the laws. I would have preferred 
more extensive discussion of resale price main- 
tenance (the establishment by manufacturers 
of retail price floors for their products), the 
most important single vertical restraint, but 
this is a personal bias; the discussion of the law 
on maximum resale prices offers an interesting 
example of courts’ use of legal reasoning to 
perpetuate a law that is clearly economically 
inefiflcient. The survey of the law on vertical 
control is generally well-written and together 
with the 1985 U.S. Department of Justice 
guidelines on vertical restraints, is a good intro- 
duction to the law and current legal issues in 
vertical control. 

A relative weakness of this monograph is the 
distance between the economic theory sur- 
veyed in one main section and the legal and 
applied economic analysis of the other. But this 
is as much a criticism of the economics sur- 
veyed as of the book itself, which is well writ- 
ten and a useful synthesis for both students 
and general economists. 

Ralph A. Winteb 

University of Toronto 
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Corporate profits and cooptation: Networks of 
market constraints and directorate ties in the 
American economy. By Ronald S. Burt. 
Quantitative Studies in Social Relations se- 
ries. New York, London, Toronto and Tokyo; 
Harcourt Brace Jovanovich, Academic Press, 
1983. Pp. XV, 331. $35.00. ISBN 0-12- 
147180-2. JEL 84-1 158 

In recent years sociologists have created the 
field of “network analysis,” a field which 
touches on issues of interest to industrial orga- 
nization economists. Writing within this tradi- 
tion, Ronald S. Burt examines the network of 
extra-market ties among business establish- 
ments, looking for connections between such 
ties imd the market exchanges and profit re- 
sults of firms. Part One offers an empirical in- 
vestigation of the relations among three varia- 
bles; ,one called “market constraint,” which is 
akin k> the economist’s concept of competition; 
dire<itDrate ties among firms; and profit mar- 


gins. Part Two consists of essays on a varie 
of topics, ranging from corporate philanthro 
to the role of individual directors in establis 
ing networks of directorate ties. 

Burt begins with the assumption that prof 
result from “exploiting transactions” (p. 9) w’ 
suppliers and consumers, that is, from buyu 
cheap and selling dear. The firm’s ability 
gain profits is limited by “market constraints 
which derive both from intra-industry rival 
and the opposing interests of suppliers ai 
consumers. Market constraint is high for ; 
industry that 1) has a low 4-firm concentratic 
ratio (and a high concentration ratio for ti 
5th through 8th firms), 2) purchases suppli 
from only a few supplier industries, and 3) se 
its product to only a few concentrated co 
sumer industries. When market constraint 
low, an industry is said to have a high degr< 
of “structural autonomy.” Although Burt stat 
that his concepts concern “autonomy” rathi 
than “power,” the idea is close to the econ 
mist’s notion of market power (expanded 
include vertical, as well as the usual horizont; 
dimension). In Burt’s conception, profits deri' 
from shifting value away from supplier ar 
consumer industries, which clearly rests on ? 
exercise of power, not the possession of auto 
omy. 

The central concept is the “directorate tie 
which refers to extra-market relations betwet 
establishments that could potentially offset 
market constraint. Three types of directora 
ties between establishments are identifie 
common ownership, director interlocks, ar 
indirect director interlocks (whereby two e 
tablishments have director interlocks with tl 
same financial institution). 

Armed with the above concepts, Burt inv 
tigates a series of hypotheses using ordina; 
least squares regression analysis. He studies tl 
manufacturing sector of the U.S. economy c 
ing 1967 input-output data at both 2-digit ar 
4-digit SIC levels. 

First, he finds that market constraint has 
strong and significant effect on industry pro 
margin (the latter being a price-cost marg 
adjusted for capital intensity). More interes 
ingly, he finds that the supplier) consumer coi 
strain! is nearly twice as important as the intr 
industry rivalry constraint in explaining proi 
variations. 
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Second, he finds that directorate ties follow 
the pattern of market constraints to a consider- 
able extent. The frequency of directorate ties 
is significantly correlated with the intensity of 
market constraint from a supplier or consumer 
industry. 

The big question is; What economic effects 
follow from the pattern of directorate ties? He 
finds that the difference between an industry's 
actual profit margin and the profit margin pre- 
dicted by market constraints is positively cor- 
related with the presence of directorate ties 
between the industry and its sources of severe 
market constraint. This suggests that director- 
ate ties may increase profits by at least partly 
countering market constraints. However, this 
effect is statistically significant only for the 4- 
digit case, and even then the effect is a small 
one. 

This book is useful reading for those inter- 
ested in industrial organization. The treatment 
of horizontal and vertical elements of market 
power together in the same model makes a 
lot of sense. Industrial organization texts tradi- 
tionally suggest that ownership and director 
ties may influence market power, but the 
quantitative evidence has been sparse; Burt 
deserves praise for providing some. 

However, the book has a number of weak- 
nesses. Burt’s profit equations have as indepen- 
dent variables only market constraints and di- 
rectorate ties. No attempt is made to offer 
something closer to a full model of profit deter- 
mination. Thus, the tests may suffer omitted 
variable problems, among others. Burt evi- 
dently believes that profits derive solely from 
sharp buying and selling, but this ignores the 
role of the production process in profit-making. 
Surely efificiency in production counts for 
something. 

The finding that director ties follow the pat- 
tern of market constraints may be less impres- 
sive than it at first appears. It is common 
knowledge that corporations frequently seek 
directorate ties with firms in important sup- 
plier or consumer industries. The real issue is 
what effect such ties have on competition and 
profits. Here Burt’s empirical results are weak- 
est, and he seems determined to weaken his 
results even more: After noting the small but 
significant eflfect of directorate ties on profits 
In Chapter 4, he subsequently suggests that 


there was no such effect at all (compare pp. 
165 and 168-69 with pp. 174 and 188-89). 

Perhaps the most serious weakness is in the 
policy discussion, where Burt notes that the 
pattern of director ties he has identified could 
be interpreted as good or bad for the economy: 
good to the extent that such ties foster informa- 
tion flow in a way that increases efficiency, bad 
if such ties reduce competition. After making 
this observation, Burt concludes that the pat- 
tern of directorate ties “can be expected to 
increase the efficiency of the economic market 
but not by as much as it could” (p. 177). The 
only justification offered for concluding that 
the good consequences outweigh the bad is 
an assertion, without any evidence, that the 
anticompetitive effect is more potential than 
actual. And no evidence is offered to show 
whether the information flow effect is actual 
or merely potential. Burt’s recommendation 
that directorate ties “should be left alone” by 
the antitrust authorities (p. 189) must derive 
from a source other than the empirical results 
presented in this book. 

David M. Kotz 

University of Massachusetts, Amherst 

The trouble with technology: Explorations in 
the process of technological change. Edited 
by Stuart Macdonald, Donald McLean 
Lamberton and Thomas D. Mandeville. 
New York: St. Martin's Press, 1983. Pp. x, 
224. $25.00 ISBN 0-312-81985-4. 

JEL 84-0512 

It has been said that economics is the disci- 
pline that lies between a utility function and 
a production function. For the most part, this 
limitation is self-imposed, and a few economists 
have long realized the need to forge closer 
links with the related disciplines of psychology 
on the one hand and engineering, on the other. 
The book focuses on the frontier of economics 
and engineering. It is divided into five parts, 
covering conceptual issues and the history of 
ideas; the state of economic theory as it relates 
to technological progress; the state of theory 
as it relates to technology diffusion, transfer 
and trade; and miscellaneous topics such as em- 
ployment, labor relations and innovation pol- 
icy. The contributors (mostly Australian or 
British) are all economists or near-economists, 
which is to say that technological expertise is 



1240 Journal of Economic Literature, Vol. XXIII {September 1985) 


conspicuously lacking. This curious one-sided- 
ness is symptomatic of the bias that has been 
responsible for the slow rate of progress in in- 
corporating “technological progress” as an en- 
dogenous variable in economics. 

Part I of the book begins with a short, pro- 
vocative essay by Kenneth Boulding, discussing 
technological evolution as an extension of bio- 
logical evolution. The next contribution, by Pe- 
ter Mathias, selectively reviews the history of 
economic thought as applied to the role of in- 
vention in technological progress and eco- 
nomic growth. It offers some interesting histor- 
ical insights and rates as one of the more 
scholarly pieces in the volume. The third con- 
tribution in Part I, by Stuart Macdonald, is basi- 
cally an argument that “technology is much 
broader than ‘machines’ ” — being “the sum of 
knowledge . . . which allows things to be 
done” — and that technological change is a 
complex process hinging on many factors in 
addition to R&D. It criticizes the "linear” the- 
ory of research-based innovation and empha- 
sizes the importance of “encapsulation of infor- 
mation” in the innovation process. 

Part U begins with an article by Arnold 
Heertje asking “Can we explain technical 
change?” The article is by no means an ade- 
quate review even of the state of the economic 
theory of technical change. Heerye spends far 
too much space (and the reader’s patience) de- 
fining terms and arguing the obvious fact that 
“breakthroughs” cannot be forecast in detail. 
However, he completely fails to address the 
interesting question; What measures of techni- 
cal change can be forecast and with what de- 
gree of confidence? There is a significant schol- 
arly literature on this topic (e.g., the Journal 
of Technological Forecasting and Social 
Change or Futures) that most economists seem 
unaware of. 

'The next paper, by M. Teubal, is focused 
on a specific question; What are the sources 
of “learning,” defined as the accumulation of 
intangible factors of production, by manufac- 
turers? The paper selectively reviews some of 
the historical literature, e.g., on rayon and pe- 
troleum refining. It goes on to discuss in some 
detail the results of several recent case studies, 
viz. a Brazilian steel plant, an Argentinian ma- 
chine tool builder and an Israeli military elec- 
tronics firm. Much of the data is new or unfa- 


miliar, and the references will be very helpfi 
A paper on information economics by one 
the editors, Lamberton, concludes Part II. 
is a useful and comprehensive survey of t 
economic literature on information and its 
lationship to economic change. It fails, ho 
ever, to recognize any links to informati( 
technology per se. The existence of a well-c 
veloped physics-based theory of informati 
(much of it developed at Bell Telephone Lat 
ratories) is not even mentioned. Lambert< 
barely and glancingly acknowledges the re' 
vance of a technology of computation ai 
problem-solving (artificial intelligence) by oi 
reference to Herbert Simon’s work. U1 
mately, such topics as the cost of informatic 
production, dissemination, processing, redi 
tion, error detection and error correction, a 
only be addressed from a combined economi 
and engineering perspective. 

Part II begins with a “Review of Theoretic 
Approaches to the Study of Technology Diff 
sion” by Paul Stoneman. Again, the author a 
bitrarily limits himself to the economics liter 
ture and ignores many, if not most, of tl 
relevant sources in the technology manag 
ment and regional science literatures. Giv 
its narrow focus, the article is a useful on 
Bela Gold follows with a critique of methoi 
of appraisal of technological decisionmakir 
practices by industry which contains good ai 
vice condensed from his earlier studies. Goi 
is one of the few economists who is in conta 
with the technological literature. 

The next contribution, “Technical Advanc 
and Trade Advantage,” comes from an indu 
trial economist, Donald K. Stout. He notes tl 
well-known inability of the static Hecksche 
Ohlin theory of international trade to predii 
future trade patterns and discusses some gei 
eral conclusions of recent studies of changir 
competitive advantage in an environment < 
dynamic technology. Particular emphasis is pi 
on institutional factors and the role of multin 
tional firms as agents of technology transfe 

The next paper by Mehtarov Jussawal 
“Trade, Technology Transfer and Develo] 
ment,” recapitulates the arguments and do^ 
trines of the “new international economic c 
der” (NIEO). Despite claims of scholar! 
support for its assertions, it is one-sided an 
unconvincing. 
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The final paper in Part III, by Lawrence S. 
Welch, covers the specific topic of technology 
transfer of licensing. It is informative and bal- 
anced but offers no new data or insights. 

Part IV begins with “Information Technol- 
ogy and Employment Levels” by two of the 
editors, Mandeville and Macdonald. It makes 
the telling point that it is as meaningless to 
talk of the manpower “equivalent” of comput- 
ers in terms of hypothetical jobs displaced as 
it is nowadays to relate the total horsepower 
of prime movers in use to a number of horses. 
They conclude that very few jobs have been 
directly lost to computers, while many have 
been added. The next paper, by John Corina, 
discusses trade union response to technological 
change in the European /Australian context. It 
is essentially a summary of issues offering little 
in the way of forecast or policy guidance. “The 
trouble with techno-speak” by I. Reinecke is 
a diatribe against technological jargon. He ar- 
gues that obfusoatory language (e.g., “comput- 
erese") contributes to public lack of under- 
standing and discussion of the effects of 
technology. The final paper on national innova- 
tion policy, by Roy Rothwell, characterizes the 
possible elements and formations of such a pol- 
icy and some major problems of implementa- 
tion. Despite some real difficulties, he is opti- 
mistic that such policies can be made to work. 

The book does a reasonable job of summariz- 
ing the state of the subject as seen by econo- 
mists, although there are major gaps. Technol- 
ogy is not really discussed except at such an 
abstract and aggregated level as to be largely 
devoid of substance. Thus, this is not the book 
the title suggests. 

Robebt U. Ayres 
Camegie-Mellon University 

Regulation and competition in transportation: 
Selected works of James C. Nelson. By James 
C. Nelson. Edited by John W. Fulleh. 
Vancouver; University of British Columbia, 
Centre for Transportation Studies, 1983. Pp. 
viii, 441. $24.00. ISBN 0-919804-29-2. 

' JEL 84-0516 

It is often an interesting and enlightening 
experience to review a collection of papers that 
represents much of the work of another schol- 
ar’s career. 'The articles included in this volume 
date back to James C. Nelson’s first m^or paper 


published in 1936, and continue into the cur- 
rent decade, a span of over forty years. 

Editor John Fuller has included excerpts 
from Nelson’s work under five headings: 1) 
Market Structure and Competition in Trans- 
portation, 2) Transport Pricing, 3) Economic 
Effects of Transport Regulation, 4) Interna- 
tional Experience with Transport Deregula- 
tion, and 5) the Government’s Transporta- 
tion Role. To be sure, this division is neither 
mutually exclusive nor collectively exhaustive. 
Nevertheless this set of topics provides a 
satisfactory framework for this rather large vol- 
ume. 

For a researcher interested in the effects of 
regulation, the book provides a number of in- 
teresting insights about the way transport pol- 
icy unfolded in the United States, particularly 
in the 1930s when relatively little economic 
analysis accompanied the rapid expansion of 
transport regulation. Until relatively recently 
the trend since the 1930s had been toward 
increased government control, as regulation 
was extended to motor carriers, airlines, and 
water carriers. More recently, of course, the 
opposite tendency has been observed, with the 
reduction of government regulation in the 
transportation sector of the economy. 

If one theme emerges as central to Nelson’s 
work, it is the constant questioning of the need 
for extensive g^ivernment intervention in 
transportation industries, even in his writing 
during the 1930s when it was not particularly 
popular to object to such intervention. As early 
as 1936 Nelson questioned the appropriateness 
of regulating the trucking industry under the 
Motor Carrier Act of 1935. At that time he 
provided stylized facts to suggest that “as close 
an approach to pure competition as modem 
transport has produced did obtain until the law 
interfered with free entry and price competi- 
tion”(p. 9). By 1950 he extended the arguments 
to suggest that it was doubtful that either mo- 
tor carriers or railroads exhibited substantial 
economies of scale, and that, particularly in 
light of increased intermodal competition be- 
tween them, it was not clear what economic 
basis remained for the regulation of either, fai 
fact he argued that the railroad problems ki 
the 1930s were a result of the Depression 
rather than of competition from motor carri- 
ers. 
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Some of Nelson’s articles written prior to the 
recent deregulation movement in the United 
States drew on the experiences of transport 
industries in other countries to suggest why 
domestic transport deregulation might have 
largely beneficial effects. In various contexts 
that might now be regarded as historical, they 
indicate how scarce transportation resources 
could have been more eflSciently allocated 
with differential pricing, properly designed 
user fees on transport facilities, and by relying 
on marginal and incremental cost concepts in- 
stead of the kinds of arbitrary cost allocation 
methods historically employed in ratemaking 
by the Interstate Commerce Commission. 

Nelson’s style is probably best described as 
institutional. In discussing each topic, he 
weaves a backdrop of relevant facts about the 
market activities at issue, and then presents 
a case-style discussion. Some readers will find 
the lack of formal structural models and statis- 
tical testing of the propositions advanced 
throughout to be frustrating, particularly if the 
work is evaluated against current theoretical 
and empirical work in regulation. The main 
contribution of the work, however, is not the 
analysis, but rather the institubonal perspec- 
tives that are offered on many problems that 
have been present for decades and still remain 
with us. 

Ronald R. Braeutigam 
Northwestern University 

630 Industry Studies 

Marktstruktur und Wettbewerb in der Bundes- 
republik Deutschland — Branchenstudien 

zur deutschen Volkswirtschaft [Market 
Structure and Competition in the Federal 
Republic of Germany — Sectoral Studies of 
the Germany Economy], Edited by PETER 
Oberendeh. Munich: Franz Vahlen, 1984. 
Pp. X, 694. DM 74,-. ISBN 3-800ff-1001-9. 

JEL 85-0240 

This volume brings together specially com- 
missioned case studies of sixteen West German 
industries — agriculture, housing, electrical 
power, petroleum, autos, synthetic fibers, 
pharmaceuticals, cigarettes, liquor, beer, insur- 
ance, banking, newspapers and magazines, - 
rail, bus, and truck transportation; and a not- 
for-profit monopoly combining the functions 


of America’s Underwriters Laboratories, Hart 
ford Steam Boiler, and state auto safety inspec 
tion stations. The chapters hew more or less 
closely to the “basic conditions-structure-con- 
duct-performance-public policy” paradigm c 
industrial organization analysis. No such com- 
pendium on West German industry was previ- 
ously available, so the book fills a major void 
As a sometime resident and observer of the 
Federal Republic, I experienced from it the 
same sense of insight that I had from my first 
reading long ago of Walter Adams’ The Struc 
ture of American Industry (1961), this vol- 
ume’s closest counterpart, and Leonard Weiss 
more analytic Economics and American Indus- 
try (1961). Abundantly documented with ref 
erences to primary sources and more detailed 
studies, Marktstruktur und Wettbewerb is an 
essential first step for anyone who wishes tc 
examine in detail the organization and func- 
tioning of German industry. And for econo- 
mists in Germany, the work will help bring 
abstract concepts into closer correspondence 
with reality, enriching both research and 
teaching. 

Like the Adams and Weiss books, the Ober- 
ender volume is intended primarily as a text 
and only secondarily as a reference work. Per- 
haps therefore, but possibly also in a misjudg- 
ment of the market, some tradeoffs have been 
made. The industry analyses tend to be long 
on institutional facts and structural statistics 
but short on theory and modern analysis. Sup- 
ply and demand curves are used extensively 
in the excellent chapter on agriculture, but de- 
mand curves make their next and only reap- 
pearance 206 pages later, and nary another 
supply curve is to be found. Equally lacking 
are attempts to show with geometric or mathe- 
matical rigor the structure of unit costs or tc 
model formally price, advertising, and product 
strategies and other aspects of behavior. Noi 
are statistical hypothesis tests presented. In- 
stead, there are qualitative descriptions of the 
various “action parameters” emphasized (oi 
shunned) by oligopolistic or monopolisticall. 
competitive rivals. These are sometimes, but 
not always, supported by rich anecdotal evi- 
dence and (less frequently) by data on prices, 
costs, and profits. It is doubtful whether some 
assertions — e.g., that integrated petroleum re- 
finers cTOSs-subsidize predatory product mar- 
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ket actions from the windfall profits on crude 
oil extraction, or that competition in several 
fields threatens to become ruinous — would 
hold up under more intense analytic scrutiny. 
Also disconcerting are the chapter-ending dis- 
cussion questions that almost always call for 
either a regurgitation of facts or some explana- 
tory “waffle,” rather than a rigorous working- 
out of behavioral relationships or the careful 
development of a policy proposal. 

As in all such collections, the quality of the 
individual articles varies widely. In addition 
to the usual author idiosyncracies, the quality 
variance is increased by differences in the 
amount of information available. Much more 
seems to be known about industries providing 
frequently purchased consumer goods than 
about the service trades and the suppliers of 
industrial materials such as oil and synthetic 
fibers. Because of information gaps, “high- 
tech” industries had to be omitted altogether. 
The banking chapter is a special disappoint- 
ment. There is a lengthy discussion of its struc- 
ture, dominated by three ubiquitous all-service 
banks and the quasi-public Sparkasse (savings 
bank) network. But virtually no insight is pro- 
vided on whether important behavioral effects 
follow from the intricate interrelationships 
among the Big Three banks and between them 
and their corporate clients, encompassing most 
of large-scale German industry. 

Except perhaps in banking, one finds great 
similarities in the technical and demand condi- 
tions shaping industry structures in Germany 
and the United States. There are also some 
striking parallels in the strategy choices firms, 
and especially consumer goods suppliers, make 
in response to their market opportunities and 
constraints. Where the industries differ most 
is in their relationship to government. In three 
cases, activities carried out preponderantly by 
private enterprises in the United States are or- 
ganized as quasinationalized monopolies or oli- 
gopolies in West Germany. In several other 
instances, the overlay of German government 
regulations is much heavier than in the United 
States. To Americans indoctrinated about the 
ineptness of public control, it may be surpris- 
ing that such industries, though not without 
problems, function as well as they do. The ex- 


planation, no doubt, is that reasonable perfor- 
mance can be achieved under a variety of own- 
ership or regulatory frameworks, assuming 
that government policymakers, regulators, and 
enterprise managers approach their interac- 
tions in a constructive problem-solving man- 
ner rather than conducting ideological warfare 
against each other. 

The volume nevertheless reveals an interest- 
ing tension. The authors of all but three chap- 
ters examine inter alia the relationships be- 
tween the West German and European 
Community cartel authorities and their as- 
signed industries. In nearly all of the quasina- 
tionalized or regulated enterprise cases, there 
was direct conflict between the governmental 
operators or regulators and the cartel authori- 
ties. Usually the former sought to limit entry 
and restrict competition among existing sup- 
pliers, while (except in synthetic fibers) the car- 
tel authorities have intervened to bar restric- 
tions or identify and curb abuses (such as 
excessive prices). The German case studies 
(and similar American experiences) suggest 
that such interagency clashes produce clumsy 
solutions at best. One wonders why the rele- 
vant legislative authorities have not fashioned 
institutions that resolve these conflicts more 
directly. For the Federal Republic, the answer 
probably lies in the coexistence of two equally 
strong doctrinal Nchools — one emphasizing 
regulatory approaches to economic problems 
and another, the “Ordo” group, stressing the 
efficacy of competitive market processes. The 
authors of this volume (whose biographies, un- 
fortunately, are not provided) appear to be 
drawn almost uniformly from the Ordo school. 
They argue their procompetitive case persua- 
sively. Yet a more flexible, better-balanced 
view might have been taken of those situatioiis 
in which scale economies or other conditions 
render a first-best competitive solution unat- 
tainable. In particular, more attention to “sec- 
ond best” strategies — scarcely mentioned, let 
alone evaluated — would have improved the 
analysis. Perhaps this gap will be filled in the 
second, third, and further editions that one 
hopes will follow. 

F. M. Scherer 

Swarthmore College 
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700 Agriculture: Natural Resources 

710 Acricultufe 

The theory of commodity price stabilization: 
A study in the economics of risk. By David 
M. G. Newbery and Joseph E. Stigutz. 
Oxford, New York, Toronto and Delhi: Ox- 
ford University Press, Clarendon Press, 
1981. Pp. XV, 462. $19.95, paper. ISBN 0- 
19-828438-1. JEL 84-1197 

This book is a major contribution to the liter- 
ature on international primary commodity 
markets and to the more general applied eco- 
nomic theory literature on economic analysis 
with risk and with incomplete risk markets. 
The study was motivated by the recurrent pro- 
posals for international buffer stock primary 
commodity stabilization programs, the last ma- 
jor one of which was the much-debated 1976 
UNCTAD proposal for an Integrated Pro- 
gramme for Commodities, Newbery and Sti- 
glitz state in the Preface that they originally 
intended to convert the received wisdom on 
this topic into a simple model for cost-benefit 
analysis, but subsequently decided that much 
of the received wisdom was incorrect and most 
analysis based on such special assumptions to 
be of limited use. Therefore they undertook 
this extensive study, primarily to develop the 
microeconomic theory of the full general equi- 
librium model of an economy under uncer- 
tainty given imperfect risk markets and apply 
it to the analysis of international primary com- 
modity price stabilization, but also to provide 
some empirical order-of-magnitude estimates 
and some analysis of macro effects. The task 
is complicated beyond strictly analytical diffi- 
culties by the authors’ stated intent to write 
for three audiences: 

. . . the policy economists interested in address- 
ing the desirability of commodity price stabiliza- 
tion programmes, the agricultural economist in- 
terested in the development of more general 
techniques for analysing risk, and the general 
economist, interested in the general equilibrium 
analysis of market economies in the presence 
of uncertainty [pp. v, vi]. 

The book is divided into 31 chapters (includ- 
ing an Epilogue) and seven parts: I. Introduc- 
tion and Summary (56 pages), II. Fundamen- 
tals: Supply and Demand Under Risk (38 


pages). III. Market Equilibrium (80 pages), IV 
Price Stabilization with No Supply Response 
(54 pages), V. Supply Responses to Stabilizatior 
(72 pages), VI. Macroeconomic Repercussion, 
(30 pages), and VII. Dynamic Consideration: 
(36 pages). Reading guides are provided foi 
the three audiences. 

The book is much too rich in insights anc 
analysis to be summarized in a review of this 
length. It is useful to indicate a subset of the 
topics covered and insights presented, how 
ever, for each of the three audiences. 

For policy economists; With incomplete risi 
markets, competitive markets are not efficien' 
so letting the market work does not lead tc 
efficiency. On the other hand, price stabiliza 
tion is not likely to be a very effective mean: 
of income or consumption stabilization, and 
actually may be destabilizing given the capac- 
ity of producers to share, reduce and shift risks 
An optimum buffer stock rule, for example 
suggests placing about half of the excess of tota! 
supply over some critical level into storage 
which is quite different and more effectiv 
than the normal rule of trying to keep price: 
within preset bands. In analyzing the impact 
of stabilization schemes, it is important to dis- 
tinguish between efficiency and transfer ef 
fects. The former are likely to be small in pure 
price stabilization schemes, and their estima 
tion relatively robust to the model used foi 
analysis; the latter could be quite large, are 
likely to be deleterious to producing nation: 
in the short run, but estimation of these effect: 
is quite sensitive to the exact specification used 
It also is important to consider partial stabiliza 
tion schemes since they are likely to be much 
more practical than total stabilization efforts 
with effects that are not simply proportional 
to those predicted by analysis of total stabiliza- 
tion, and not even necessarily the same in di- 
rection. The authors also emphasize importani 
distinctions between short versus long run 
partial versus general equilibrium, and micro 
versus macro effects. 

For agricultural economists: The explicit 
parameterization of risk and risk aversion ma 
be critical in analysis of agricultural produc- 
tion, and certain commonly-employed specifi 
cations are theoretically suspect. Moreover 
placing the producer in a larger general equi 
librium or macro context may be critical be- 
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cause of various mechanisms for sharing, re- 
ducing, and shifting risks and because of the 
relevance of price rigidities elsewhere in 
the economy. Finally, for analysis of inter- 
national commodity price stabilization pro- 
posals, that the price distribution is deter- 
mined by the interactions of the distributions 
of supply and demand functions introduces 
added complexity beyond the standard anal- 
ysis. 

For the general economist: With incomplete 
risk markets, rational expectations equilibria 
are not (in general) Pareto efficient, free trade 
may be Pareto inferior to autarky, and the im- 
pact and long-run equilibrium effects of poli- 
cies which affect risk (like price stabilization 
schemes) may differ qualitatively. General 
equilibrium incidence analysis of commodity 
price stabilization shows that partial equilib- 
rium analysis may be qualitatively incorrect 
in predicting the direction of response. Finally, 
methodological contributions are made to the 
analysis of risk and to cost-benefit analysis of 
risk-related policies that may be useful for simi- 
lar analysis in other contexts. 

This book is not without its limitations. Eco- 
nomic theorists may be comfortable with its 
style of presentation, but numerous members 
of other audiences will find it difficult. More- 
over, despite its extensive coverage, it is not 
exhaustive; some important issues, such as the 
nature of adjustment processes and the diffi- 
culty in obtaining good empirical estimates of 
critical parameters, are not considered suffi- 
ciently. Furthermore, as Newbery and Stiglitz 
recognize in their Epilogue, they seem to walk 
a tight rope regarding the desirabiHty of mar- 
ket interventions (there are inefficiencies, but 
their exact empirical nature and the appropri- 
ate policies are very difficult to determine) and 
may be subject to the criticism that a good 
economic theorist can derive a model with al- 
most any outcome. 

Nevertheless, this is an important book. It 
pushes back frontiers for each of its intended 
audiences, raises numerous issues that warrant 
further research, and should be widely read 
despite the difficulties that some audiences will 
have in understanding it. 

JERE R. Behrman 

University of Pennsylvania 


800 Manpower; Labor; Population 
820 Labor Markets; Public Policy 

The measurement of labor cost. Edited by Jack 
E. Triplett. NBER Studies in Income and 
Wealth, vol. 48. Chicago and London: Uni- 
versity of Chicago Press, 1983. Pp. xi, 539. 
$55.00. ISBN 0-226-81256-1. JEL 84-0570 
This volume in the NBER Studies in Income 
and Wealth series reports on a December 1981 
Conference on the Measurement of Labor 
Cost. The purpose of the conference was to 
present careful and rigorous examinations of 
a number of issues surrounding attempts to 
measure labor costs. Both the theory of eco- 
nomic measurement and a variety of empirical 
approaches to the study of worker compensa- 
tion and labor costs are developed in the pa- 
pers. The volume contains thirteen papers, dis- 
cussions, an introductory essay by the editor 
and an Index. As a whole, it gives a general 
summary of the important conceptual and dif- 
ficult measurement problems encountered by 
researchers and practitioners in understanding 
the compensation structure and cost composi- 
tions found in labor markets. 

The book begins with Triplett’s essay on la- 
bor cost, in which a fairly systematic frame- 
work of analysis is laid out. Starting from a 
formal model of a firm’s production, he pre- 
sents a standard case for using functional cost 
measures, but insightfully points out basic in- 
consistencies with empirical findings from la- 
bor markets. Thus the essay serves as guide 
to the problems examined in the papers which 
follow as well as a device to organize the strat- 
egy for assembling the pieces of the labor cost 
puzzle. 

The remaining papers are organized into 
four areas. The first section contains three that 
serve to provide an overview of the important 
concepts and data sources which appear in the 
later empirical sections. Oi’s paper on fixed 
employment costs focuses on the tradeoff be- 
tween the costs of monitoring worker perfor- 
mance and the fixed costs of specialized labor. 
He traces out some implications for the divi- 
sion of compensation between wages and 
fringes as well as job tenure which follow from 
the endogeneity of recruiting and training 
practices, The Antos paper on BLS data 
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sources should prove to be of great interest 
to the uninitiated researcher. It and a useful 
Appendix lay out a detailed look at BLS meth- 
ods which are used to gather information on 
compensation and labor costs. The limitations 
of the data are documented and a guide to 
individual data sets is included. 

The rest of the papers look at three more 
specific areas of research. Five are grouped 
in the section on measures of aggregate labor 
cost. Three examine questions surrounding 
pensions and other benefits in labor cost com- 
positions. Finally the volume closes with two 
papers that look at the use of labor cost mea- 
sures in wage and price control programs and 
income policy. 

The Gallop and Jorgenson paper illustrates 
the high quality of analysis which can be found 
in this volume. In it, they set out to construct 
labor cost measures for each of fifty-one indus- 
trial sectors of the U.S. economy during the 
194&-1978 period. At the sectoral level careful 
classifications are made among various labor 
input components on the basis of marginal 
productivity. In turn, the labor inputs them- 
selves are developed as functions of a number 
of worker characteristics, e g., demographic 
variables, education levels, employment status, 
as well as occupational categories. Assuming 
producers are in equilibrium, they are able to 
identify marginal productivities of the labor 
inputs with ratios of input prices to output 
price. The price and quantity indices thus con- 
structed can be aggregated in order to con- 
struct labor cost and labor input measures 
within any sector. 

An equally interesting paper by Hamermesh 
develops a quarterly time series on labor costs 
and compares the estimated labor demand 
elasticities with those obtained from standard 
average hourly earnings data. Details on the 
construction of the labor cost series can be 
found in Section 7.2 of the paper, but the mgjor 
modifications center on tax questions, user 
costs of training labor, and the difiPerential be- 
tween hours paid for and hours worked. While 
the evidence is mixed with regard to which 
series performs better in the demand studies, 
the paper efiFectively demonstrates the di£Bcuit 
problem of weighing the tradeofiFs from inclu- 
sion of certain components of labor cost in par- 
ticular empirical applications. 


The section on aggregate measures close 
with Rubin’s paper dealing with the questior 
of inputing income in the CPS. Like the earlie 
paper by Antos, Rubin’s analysis of the curren 
practice and limitations in the Census’ method 
ology will be helpful to readers in their usagi 
of the CPS as a data source. 

The section on pensions and benefits witl 
Smith and Ehrenberg’s discussion of the diffi 
culties involved in attempting to estimate th 
wage and fringe benefit tradeoff. While th 
theory and empirical sections are tight anc 
give a clear understanding of the issues in 
volved, the results are not encouraging. In faci 
the authors themselves admit as much, as the) 
close with a long recommendation regarding 
the data collection that would be necessary tc 
untangle the problem. This should at least in 
spire researchers in this area to tackle the omit 
ted variable problem with regard to workei 
quality and effort. 

Additional papers by Leibowitz, on the dis 
tribution of wage-fringe benefits and the asso 
ciated earnings functions, and Burkhauser anc 
Quinn, on the role of pensions in labor com 
pensation cross-sectionally and over the life cy 
cle, complete the empirical sections. 

The volume closes with two policy-focusec 
papers. McMenamin and Russell discuss the 
measurement issues involved in the Nixon anc 
Carter administrations’ controls programs. Ni 
chols covers many of the same issues, but from 
a more narrow perspective, of the Carter stabi- 
lization program. Both address the interestinj 
question of the effect of COLA on wage mea- 
surements during this period and some of the 
implications for research. 

This volume suffers an ailment not uncom 
mon to conference proceedings in that it offers 
a rather mixed range of topics and certainl 
an uneven level of analysis. In addition, a good 
deal of the coverage is available in previousl, 
published articles and papers. The strength ol 
the book lies in providing a broad overview 
of the labor cost measurement problem and 
illustrations of several areas of application. 
And, it serves as an excellent introduction 
for new researchers and points to continuin 
problems for those currently working in the 
area. 

David L. Cleeton 

Oberlin College 



830 Trade Unions; Collective Bargininc; 

Labor-Management Relations 

The elements of industrial relations. By Jack 
Barbash. Madison: University of Wisconsin 
Press, 1984. Pp. xi, 153. $17.50. ISBN 0-299- 
09610-6. JEL 84-1237 

This book is in reality an essay; its goal is 
to develop a theoretical framework for under- 
standing industrial relations. The principles 
Barbash draws upon are, he believes, valid 
under capitalist as well as socialist systems. 
Industrial society is characterized by in- 
herent conflict; Industrial relations consist, 
in large part, of the management of such con- 
flict. 

An appropriate theoretical framework for 
analyzing industrial relations, according to 
Barbash, lies somewhere between pure eco- 
nomics and organizational behavior. Pure eco- 
nomics, in his view, does not deal very well 
with ideas that do not fit into elegant theoreti- 
cal models. Corporate culture, the pursuit of 
power and status, and worker concerns about 
equity are examples of such ideas. On the other 
hand, organizational behavior, with its “micro” 
orientation, supposedly misses out on the ef- 
fects of economic conditions on seemingly per- 
sonal decisions. For example, a fall in the un- 
employment rate will cause a rise in quits; the 
rise in turnover leads organizational behavior 
theorists to mistakenly conclude that worker 
satisfaction with particular jobs has declined. 
In essence, Barbash is calling for a revival of 
institutional labor economics. 

The sources of conflict are economic and or- 
ganizational. On the economic side are the 
usual factors of cost containment, division of 
labor and large scale technology. Manage- 
ment’s pursuit of profits can come into conflict 
with workers’ desires for high living standards, 
secure jobs and pleasant working conditions. 
Conflict that Barbash views as noneconomic 
occurs within corporations as difiFerent depart- 
ments pursue their own vested interests; in 
addition, conflict occurs within unions or infor- 
mal work groups as concerns about equity take 
the fore. 

Much of the book deals with American man- 
agement strategies for controlling labor costs 
and workers’ response to management. In the 
I9th century, companies generally relied on 


the threat of unemployment and starvation, 
as well as physical threats, to obtain adequate 
productivity levels. In the 20th century, how- 
ever, companies have adopted more humane 
approaches — “human relations,” “job enrich- 
ment,” etc. — to the labor problem. Barbash is 
to be commended for pointing out that condi- 
tions of labor scarcity can be instrumental in 
changing the style of management. 

Labor’s response to management is de- 
scribed as primarily defensive, particularly in 
the area of job security. While taking us 
through a brief history of American unions, 
labor law, and the craft-industrial distinction, 
Barbash oEFers a theory of union behavior. In 
his view, the unions’ main objective is bargain- 
ing efiFectiveness. This might almost be tauto- 
logical. One would like to see a theory about 
what unions want to achieve with their bar- 
gaining power. Recent (and not so recent) liter- 
ature on wage-employment tradeoffs and the 
economics of voting are given insuflficient at- 
tention. He does, however, make the impor- 
tant point that to negotiate the price of labor, 
a union must bargain over work effort as well 
as pay scales. 

In chapters on the role of government and 
on comparative industrial relations, Barbash 
reminds us that the economic effects of unions 
go beyond wages and employment as set out 
in collective bargaining contracts. In particu- 
lar, unions’ influence on government (or in the 
1980s, lack of influence) and their role in pre- 
serving social stability can have important ef- 
fects on the allocation and distribution of re- 
sources. 

Much of Barbash ’s call for a theory that goes 
beyond mainstream economics stems from a 
variety of outcomes he believes cannot be ex- 
plained by economics alone. In many of these 
cases, however, I believe that he has gone too 
far in rejecting economic analysis. For exam- 
ple, he argues that management s willingness 
to pay high wages to retain control over the 
workplace stems from a “taste for power.” But 
a concern for long-run profitability through 
productivity enhancement could also explain 
the desire for control. In addition, he argues 
that labor’s political support for social causes 
such as minimum wages, social insurance and 
the like goes beyond economics. Again, such 
activities could be interpreted as attempts to 
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influence the shape and position of the demand 
curve for labor. 

Regarding noneconomic explanations of 
union behavior, Barbash notes that skilled 
workers were the first to organize, even 
though they were relatively privileged. He 
turns to an argument based on tastes (relative 
deprivation) as an explanation. While skilled 
workers may have different tastes from the 
nonsidlled, the strategic position occupied by 
skilled workers (a low elasticity of demand for 
their labor) could also explain their union suc- 
cess. Finally, he attributes important causal sig- 
nificance to strong personalities in the union 
movement, such as John L. Lewis, James Hoffa 
and Philip Murray. Even though these leaders 
became quite famous, one should not ignore 
the underlying economics of their industries 
that may have facilitated their rise to fame. 

In addition to these examples, economic 
analysis has recently been applied to explain 
such labor market institutions as mandatory 
retirement, seniority systems and internal la- 
bor market allocation mechanisms. Just as Bar- 
bash points out that industrial capitalism has 
proven more flexible than Marxists have be- 
lieved, so has economic analysis been able to 
incorporate more real world phenomena than 
its critics have believed possible. Much of the 
value in contributions such as this is the identi- 
fication of facts that continue to pose an ex- 
planatory challenge for economics. 

Lawrence M. Kahn 
University of Illinois, Urbana-Champaign 

900 Welfare Programs; Consumer 
Economics; Urban and Regiona] 
Economics 

920 Consumer Economics 

Investment in children; New estimates of 
parental expenditures. By Thomas J. 
Espenshade. Washington, DC; Urban Insti- 
tute Press, 1984. Pp. xvii, 124. $9.95. ISBN 
0-87766-332-7. JEL 84-1262 

This short monograph provides estimates of 
parental expenditures on children. Following 
a long tradition, expenditures are defined as 
a cost of living adjustment required to main- 
tain the welfare of the parents as the number 
of children changes. While this approach may 


appear natural when children arrive (or disa 
pear) exogenously, it requires some explar 
tion in societies, such as the U.S., where fam; 
size can be controlled. Let me therefore beg 
my review with a brief attempt to embed tt 
scale equivalence approach in a simple choi 
theoretic framework. 

Consider a household of two parents and 
variable number of children denoted by 
The utility function of the parents is specifii 

u(x,m) + v(m,c,e) ( 

where x is a vector of household expenditur 
on commodities controlled by the parents, 
denotes direct costs per child (such as schot 
ing) and c is a taste shift variable. The tv 
branches of the utility function are design 
to capture the idea that children are an inve: 
ment good. Thus the partial effect of m ■ 
current utility, u(x,m}, is negative, while 
effect on future utility, v(m,c,e), is positive. J 
future choices of expenditure levels by the ch 
dren themselves are “maximized out” 
v(m,c,e). The shift variable e, captures diffe 
ences in discounting and altruism towards ch 
dren. The parents maximize the utility fur 
tion (1) subject to their budget constraint 

p'x +cm = I ( 

where p' is a vector of exogenously giv( 
prices, and I is the parent’s income. Und 
the additive specification (1) this maximizati( 
can be done in two stages. For a given i 
choose a vector x which minimizes expenc 
tures, p'x, for a given current utility lev 
u{x,m) = u. The solution of this minimizatio 
e(u,m,p), can then be used in a second staj 
maximization problem where u H- v{m,c,e) 
maximized given e(u,m,p) + cm = /. 

The sum e(u,m,p) + cm, when viewed as 
function of m, holding u and c constant, 
defined by Espenshade to be parental expent 
tures on children. More generally, these fun 
tions determine the tradeoff between the pa 
ent's own current utility and the number (au 
quality) of children. 'The expenditure functii 
is derived, by inversion, from the indirect ut 
ity function. The latter is estimated by assui 
ing that the share of food in total consumptic 
is a representation of the parent’s current ut 
ity. ’This application of Engel’s law is valid 
family size (auid composition) shift all hous 



hold consumptions proportionately (i.e. the 
utility function u(x,m) is specified as u(3t|m): 
Deaton and Muellbauer 1980, ch. 8). 

The basic estimated equation is thus a “stan- 
dard of living” equation where the share of 
food in total consumption is regressed on total 
consumption and the number of family mem- 
bers in each age group. In addition Espenshade 
estimates three auxiliary equations; an earning 
equation for husband and wife, a family con- 
sumption equation (with earnings and family 
composition as independent variables), and 
consumption of specific items as functions of 
family consumption and composition. He uses 
these auxiliary equations to predict family con- 
sumption each year, where the number of fam- 
ily members within each age group and the 
earnings of parents change as children and par- 
ents age. These expenditures are compared, 
using the standard of living equation, to the 
expenditures of parents of the same age with- 
out children and the same predicted value for 
food share. The diflFerence is defined to be the 
estimated costs of raising children at a given 
year. These costs are accumulated over a pe- 
riod of 18 years. No discounting is used in this 
aggregation and the household is assumed to 
satisfy a separate budget constraint each year 
(no borrowing is allowed). Given the total con- 
sumption level required to maintain utility 
constant, he also calculates the changes in spe- 
cific consumption items associated with diflFer- 
ent family sizes. 

Using data from the 1972-1973 survey of 
consumer expenditures Espenshade estimates 
that it costs $82,400 (in 1981 dollars) for a typi- 
cal American family to raise a child to age 18. 
In percentage terms, families with one child 
spend about 30 percent of family income on 
their child, families with two children about 
40 to 45 percent and families with three chil- 
dren about 50 percent. These estimates exceed 
those of Lazear and Michael (1983) who use 
the same data. If one adds college education 
the estimate is raised to about 100,000 dollars. 
’Espenshade also finds that: Families of high 
socioeconomic fevel spend more on children, 
families with more children spend less per 
child. Given family size, the expenditures per 
child are not sensitive to spacing. Families with 
working wives tend to spend more on their 
children. Somewhat surprisingly, transporta- 


tion is the major cost associated with raising 
children, followed by food, shelter, and recre- 
ation. 

Espenshade mentions three possible applica- 
tions of his estimates: 1) Informing parents on 
the costs of raising children; 2) Helping the 
courts in the determination of child support 
awards; and 3) Helping welfare agencies in the 
determination of the reimbursement for rais- 
ing foster children. Let me comment on each 
of the above, separately. 

The claim for parental education would be 
more convincing if the author could demon- 
strate that the families predicted by his model 
to have high costs of children tend to have 
fewer children. It should be clear, however, 
that any attempt to conduct such a test raises 
many questions with regard to the procedure 
used. What is precisely the source of hetero- 
geneity in family size (and in related variables 
such as wife’s work) which he exploits to gener- 
ate the cost estimates? Is it indeed the case, 
as assumed in the prototype model above, that 
households differ only in their “demand” for 
children (as represented by the shift variable 
e) or do they vary systematically in their costs 
as well? The latter issue is pertinent when we 
recall that a uniform expenditure function (or 
equivalently current utility function) is im- 
posed on the data. This assumes, for instance, 
no systematic differences in the tastes for rais- 
ing children. As the model is specified, shifts 
in the costs functions across households can 
be caused only by differences in the price vec- 
tor facing them. The price that most com- 
monly differs across households is the wage 
rate. To incorporate the choice of leisure the 
author should have estimated the full income 
for each household and used it as the basis for 
evaluating expenditure shares (Gronau 1983). 
Also wage rates should appear as explanatory 
variables in the standard of living equation; 
these adjustments were not performed. It 
should be noted that the costs per child are 
endogenous and depend on the particular 
choice of u, m and c by the parents. Thus shifts 
in the whole cost function must be considered, 
and those may not be easy to parametrize. Fi- 
nally, as demonstrated by E>eaton and Muell- 
bauer (1983), the cost estimates are quite sensi- 
tive to the particular form of utility which is 
imposed on the data. 
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The use of Espenshade’s estimates as a guide 
for child support awards again raises several 
issues. If one views such awards as means for 
compensating the wife for the cost of raising 
children then, as noted by Pollack and Wales 
(1979), such a compensation should reflect the 
whole preference structure including the func- 
tion v{m,c,e). Moreover, as they also point out, 
information based on the utility of both parents 
is of questionable relevance for the wife’s sepa- 
rate utility function. Finally, child support 
awards tend to be fungible and together with 
alimony serve as a general mode for transfer- 
ring resources to the wife upon divorce (Weiss 
and Willis 1985). The framework adopted by 
Espenshade is too narrow to fully address these 
issues. 

The use of Espenshade’s estimates to deter- 
mine the reimbursement for foster children 
raises the question whether foster parents have 
the same utility (or disutility) from raising chil- 
dren as natural parents. If natural parents en- 
joy raising children and foster parents do not, 
the latter will be underpaid for their services. 

Despite these difficulties of interpretation, 
Espenshade’s study is a useful addition to the 
literature on the effects of family composition 
and size on consumption patterns. These ef- 
fects can be summarized as follows: Holding 
income constant, family expenditure tends to 


increase as the number of family members ii 
creases. A smaller increase in total expend 
tures is caused by the addition of a young chil< 
Given family expenditures and the number i 
adults, the addition of young children raise 
the expenditures on food at home, shelter, uti 
ities and clothing and lowers the expenditure 
on food out of home, transportation and recre 
ation. 

Yoram Weiss 

Tel Aviv University and 

State University of New York at Stony Bra 
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000 General economics; Theory; History; Systems 
010 General economics 
020 General economic theory 
030 History of thought; methodology 
040 Economic history 
050 Economic systems 

100 Economic growth; Development; Planning; 
Fluctuations 

110 Economic growth; development; and 
planning theory and policy 
120 Country studies 
130 Economic fluctuations; forecasting; 
stabilization, and inflation 

200 Quantitative economic methods and data 

210 Econometric, statistical, and mathemati- 
cal methods and models 
220 Economic and social statistical data and 
analysis 

300 Domestic monetary and fiscal theory and 
institutions 

310 Domestic monetary and financial theory 
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430 Balance of payments; international 
finance 

440 International investment and foreign aid 
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Accounting 
510 Administration 
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540 Accounting 
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Industry studies 
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640 Economic capacity 
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720 Natural resources 
730 Economic geography 

800 Manpower; Labor; Population 

810 Manpower training and allocation; labor 
force and supply 

820 Labor markets; public pwlicy 
830 Trade unions; collective bargaining; 

labor-management relations 
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850 Human capital 

900 Welfare programs; Consumer economics; 
Urban and regional economics 
910 Welfare, health, and education 
920 Consumer economics 
930 Urban economics 
940 Regional economics 
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An index to the Anntitaled Lislitiff of New Books will appear at the end of the General Index 
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000 General Economics; Theory; 

History; Systems 

010 General Economics 

Baumol, William J. and Blinder, Alan S Ece- 
notntcs: Principles and policy. Third edition. Sun 
Diego; London; Sydney and Toronto: llarcourt 
Brace Jovanovich, [1979, 1982) 198.5 Pp. .\xxii, 
89,3 $.30 9.5. ISBN 0-15-518841-0. 

}EL 85-0638 

Extensive revisions include updated, rewritten, 
and reorganized material, with more explanatory- 
detail, examples, and graphs. Ciontains new chap- 
ters on the budget deficit and on productivity 
problems; other chapters have been combined in 
some cases. Policy-oriented chapters have been 
updated to rellect new developments. (See JEL 
no. 84-03(X) for annotation of the second edition.] 
(Chapters contain summaries, “concepts for re- 
view," and discussion questions. A study guide is 
available. Baumol is at New York University and 
Princeton University Blinder is at Princeton Uni- 
versity. Glossary; index. 

BELLAN, Ruben C. Principles of economics and the 
Canadian economy. Seventh edition. Toronto; 
New York; Sydney and London; McGraw-Hill 
Ryerson, [1960 . . . 1981] 1985. Pp. viii, 616. 
$29.95. ISBN 0-07-548827-2. JEL 85-0639 
Introductory economics textbook for Canadian 
undergraduate students. Prefaces descriptions of 
each current policy and existing institution by a 
discussion of the historical background — how each 
policy or institution originated and how it attained 
its present state of development. Emphasis is 
placed on stabilization policy. Revisions in this edi- 
tion include a listing of basic questions at the be- 
ginning of each chapter. Other learning aids are 
chapter summaries and questions for discussion 


and review. The author is at the University ol 
itoba. Index. 

Bowles, .Samuel and Edwards, Richard. L 
standing capitalism- Competition, cotnmam 
chanfie in the U.S. economy. New York; Lo 
Mexico City and .Sydney; Harper & Row, 
Pp. XI, 419. ISBN 0-06-040897-9. 

JEL 85 

Introductory textbook designed for use in i 
microeconomics, macroeconomics, or sing 
mester micro- and macroeconomics course 
also be used as a supplement or contrastin 
in courses using neocIas.sicaI approaches t( 
nomics or in interdisciplinary social s< 
courses. Introduces a "three-dimensional eci 
ics" approach, which focuses on competition 
mand, and change. Explains the approach’; 
tionship to Keynesian, Schumpeterian, 
Marxian traditions. Discusses capitalism and 
Develops the theory of the firm and of m 
and analyzes technological change; ado 
Schumpetarian model of dynamic monop 
and oligopolistic competition and develo 
analysis of profits and profit rates that is u 
the integrating principle of the text. Deveh 
aggregate model of an open international 
omy in which unemployment is a more ' 
permanent feature of labor markets and p 
regulatory role. Evaulates the performance 
U.S. economy. Major sections conclude v 
chapter using concepts developed in the si 
to analyze the historical evolution of the 
structures of the U.S. economy. The last cl 
addresses the question whether capitalism ai 
mocracy have reached a parting of ways. I 
tions of terms are placed in text margins, and 
ters contain suggested reading lists. Ends \ 
glossary and a list of variables used. An instri 
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manual is available. The authors are at the Univer- 
sity of Massachusetts, Amherst. Index. 

Bradley, Michael. Macroeconomics. Second edi- 
tion. Glenview, 111., and London: Scott, Foresman, 
[1980] 1985. Pp. Irregular. $17.95, paper. ISBN 
0-673-15919-1. JEL 85-0641 

Textbook for a one-semester introductory 
course in economics at the university level, offer- 
ing a strong foundation in economic thinking and 
background for upper-level courses. Most of the 
book has been revised and rewritten to reflect 
changing macroeconomic problems and issues, 
specifically covering the aggregate demand side 
of the economy as a unit and revising the analysis 
of aggregate supply to show the effects of price 
level on employment and aggregate output in the 
long- and short-run. Also, the discussions of unem- 
ployment and inflation have been expanded. New 
special features have been added for easy teaching 
and learning — figure captions summarize diagram 
explanations and questions and problems have 
been expanded. Supplementary instructor’s man- 
ual and study guide are available. The author is 
at the University of Maryland. Index. 

Bradley, Michael. Microeconomics. Second edi- 
tion. Glenview, 111., and London. Scott, Foresman, 
[1980] 1985, Pp. Irregular. $17.95, paper, ISBN 
0-673-15918-3. JEL 85-0642 

Revised and updated textbook for a one-semes- 
ter or one-quarter course in introductory econom- 
ics. Provides background for upper level courses 
as well as the foundation in economic thinking 
necessary to approach economic problems, issues, 
and controversies with an analytic and logical per- 
spective. Microeconomic analytical concepts and 
tools are applied to a wide variety of real-world 
questions. Pedagogical aids include: previews, def- 
initions and key points, applications, questions and 
problems, and appendices on special topics. In- 
structor’s manual and study guide are available. 
The author is at the University of Maryland. Index. 

Creviston, Carlene, et al. Contemtorary per- 
sonal finance. Boston: London; Sydney and To- 
ronto: Allyn and Bacon, 1985. Pp. xvi, 622. ISBN 
0-205-08366-8. JEL 85-0643 

Textbook describing the personal finance envi- 
ronment of the 1980s. Elmphasizes the basic con- 
cepts of economic decisions. The six sections of 
the book are sequenced around the economic deci- 
sions that occur at different stages of the life cycle. 
Covers: personal and family decision making; fi- 
nancial services, consumer credit, and taxes; hous- 
ing; insurance; investments: and tax shelters, re- 
tirement, and estate planning. Learning aids 


include cases or problems, questions, and chapter 
summaries. Instructor’s manual is available. Car- 
lene Creviston as well as coauthors Gene W. Ho- 
ban, James P. Hoban, Jr., and James V. Koch are 
at Ball State University. S. A. Hashmi is at Emporia 
State University. Index. 

Eastman, Byron D. Interpreting mathematical eco- 
nomics and econometrics. New York: St. Martin’s 
Press, 1984. Pp. ix, 110, $19.95. ISBN 0-312- 
42477-9. JEL 85-0644 

Non-technical, non-mathematial, non-statistical 
introduction to the meaning of mathematical sym- 
bolism and econometric analyses. Purpose is to en- 
able those with no training in calculus or statistics 
to understand the results of application of mathe- 
matical and econometric tools. Stresses the under- 
standing of research results from an intuitive point 
of view. Discusses differential and integral calcu- 
lus, introducing mathematical notation, explaining 
the use of equations, and discussing the meaning 
of the principal results of differentiation and inte- 
gration. Describes theoretical modeling and statis- 
tical testing of models, statistics associated with 
econometric analyses, and problems that can arise 
in regression analyses. The author is Associate Pro- 
fessor of Economics, Laurentian University, Sud- 
bury, Ontario. Index. 

Lipsey, Richard G.; Purvis, Douglas D. and 
Steiner, Peter O. Economics. Fifth edition. New 
York; London; Mexico City and Singapore- Harper 
& Row, [1973 . . , 1982] 1985, Pp. Irregular. ISBN 
0-06-044077-5. JEL 85-0645 

Revised introductory textbook for first year (one 
or two term) economic courses written for Cana- 
dian students [see JEL no. 82-0677 for annotation 
of fourth edition]. Some changes are: a more con- 
densed treatment of microeconomics, an introduc- 
tory chapter to the distribution of income section, 
updated discussions to allow for changing world 
conditions, a new treatment of aggregate supply, 
revised treatment of current policy issues, a reor- 
ganized treatment of monetary economics, full use 
of AD-AS analysis throughout, revisions to macro 
international material, and the addition of a chap- 
ter on macroeconomic controversies. Teaching 
aids throughout the book are: tag lines and cap- 
tions for figures and tables, boxes, end-of-chapter 
material, a separate section of mathematical notes, 
and glossary. A workbook and instructor's manual 
are available. Lipsey and Purvis are at Queen’s 
University, Kingston, Ontario. Steiner is at the 
University of Michigan. Index. 

Miller, Roger LeBoy. Economics today. Fifth edi- 
tion. New York; London; Mexico City and Sydney: 
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Harper & Row, [1973 . . . 1982] 1985. Pp. Irregu- 
lar. $24.50. ISBN O-OB-044494-0. 

JEL 85-0646 

Revisions in this introductory textbook include 
numerous theoretical and pedagogical changes. 
This fifth edition modernizes the theoretical con- 
tent of the text, particularly in the macroeconom- 
ics area, and chapters have been regrouped for 
more logical presentation, such as the placement 
of policy chapters closer to the appropriate theory 
chapters. Several significant changes have been 
made in the theory chapters — additional new top- 
ics, updated information, and expansion of theo- 
retical concepts. Appendices have also been ex- 
panded, including a new appendix on oligopoly 
and gome theory models. (See JEL no. 82-0679 
for annotation of fourth edition.] The author is 
at the Center for Policy Studies and Department 
of Economics, Clemson University. Name index, 
index of glossary terms, and subject index. 

Pen, Jan. Among economists: Reflections of a neo- 
classical post Keynesian. Translation. Translated 
by Trevor S. Preston. Professor Dr. P. Hennip- 
man Lectures in Economics; Theory, Institutions, 
Policy, vol. 5. Amsterdam; New York and Oxford: 
North-Hollandj distributed in the U.S. and Canada 
by Elsevier Science, New York, 1984. Pp. 200. 
$37.00. ISBN 0-444-87636-7. JEL 85-0647 
Monograph developed from the fourth Hennip- 
man Lecture delivered in April 1984. Concerns 
the question of what the mix is between argument 
and disagreement in economics. Proposes that in 
economics there is a scale of statements with falsifi- 
ability as the criterion and discusses seven catego- 
ries of such statements: statements on observables, 
logical statements, empirical statements, value 
judgments, colligation, policy recommendations, 
and methodological statements. Recommends in- 
creased communication among economists and 
economic subcultures and, in particular, coopera- 
tion between econometricians and general econo- 
mists. The author is Professor of Economics, Uni- 
versity of Groningen, The Netherlands. Index of 
names. 

Rose, Tom. Economics: The American economy from 
a Christian perspective. Mercer, Penna.; American 
Enterprise, 1985. Pp. xii, 388. ISBN 0-9612198- 
0-7. JEL 85-0648 

Investigates the science of economics from the 
point of view of religion, focusing on better service 
to one’s fellowmen by learning how man thinks 
and acts economically. Evaluates economic theo- 
ries and current economic structures from a bibli- 
cal perspective, starting with the premise that 
there is an ideal method men should use in the 


exchange of goods and services, Evaluati 
nomic theories from the p>erspective tl 
Christian scholarly goal is aimed at discc 
God’s mind; measures present systems agai 
benchmark of God’s word. Deals primari 
macroeconomics. Chapters include quest, 
textbook entitled Economics: A Christian P 
tive (1977) deals with microeconomics top 
lected bibliography; name, subject, and sc 
indices. 

Russell, John J. and Germain, Regina, e 
tional trade and profe.ssional associations 
United States, 1985. Twentieth annual t 
Washington, D.C.: Columbia Books, 1985. 1 
$45.00, paper. ISBN 0-910416-52-4. 

JEL 8. 

1985 edition of an annual directory listinf 
6,000 national trade associations; labor unioi 
fessional, scientific, or technical societie 
other national organizations in the United 
and some in Canada. Lists associations alp 
cally and by subject, geographic location, ar 
get. Information listed per association com 
executive director, membership, staff, annu 
get, telephone number, publications, me 
and any relevant historical notes. Also con 
listing of U.S. association management com 
and a subject and key word index. An introci 
reviews the history and scope of as.sociati 
the United States. [For previous annotati 
JEL no. 83-0568.] 

Samuelson, Paul A. and Nordhaus, Will 
Economics, Twelfth edition. New York; Aui 
London and Montreal; McGraw-Hill Books 
. , , 1980] 1985, Pp. XXXV, 950. $32.95. IS 
07-054685-1. JEL 81 

Revised introductory economics textboo 
half- or full-year course, now prepared ' 
collaborator. Revisions include a complet 
ganization of the order of presentation, 
aggregate supply and demand approa 
macroeconomics, streamlined chapter 
microeconomics, applications chapters havi 
refocused on problems of the 1980s, and exi 
and factual material have been updated. Ad 
consist of a glossary, a new Study Guide, 
new Instructor’s Manual. Samuelson is In 
Professor at Massachusetts Institute of Techi 
Nordhaus is John Musser Professor of Ek;oi 
at Yale University. Glossary, index. 

Thompson, Allen R. Economics. Reading, 
Don Mills, Ontario; Wokingham. Englam 
Sydney; Addison-Wesley, 1985. Pp. xxiii, 123 
0-201-07882-1. JEL 81 





J 


Introductory textbook on the principles of mi- 
cro- and macroeconomics. Features the theme of 
rational choice as fundamental to economic rea- 
soning and to explain individual and social deci- 
sions; uses a "building block” approach, involving 
a step-by-step introduction to the fundamental 
logic of each economic principle, illustration of 
each principle as a tool of analysis, and a link of 
these principles to new material; employs graphs 
as analytical tools; and stresses an applied ap- 
proach, i.e., how economic theory relates to the 
real world. Introduces aggregate demand and sup- 
ply analysis as a macroeconomic tool. Includes sev- 
eral pedagogical aids: “What to look for” introduc- 
tions to chapters, key terms and running glossary, 
boxed application cases, summaries, questions and 
problems, and mathematical appendices. Supple- 
ments available include a study guide, an instruc- 
tor’s resource guide, transparencies, and test item 
files. Thompson is at the University of New Hamp- 
shire. Glossary; index. 

See also: Book Numbers JEL 85-0672, 85-0716 

020 General Economic Theory 

Arestis, Philip and Skouras, Thanos, eds. Post 
Keynesian economic theory: A challenge to neo- 
classical economics. Brighton, England: Harvester 
Press, Wheatsheaf Books; Armonk, N.Y.: Sharpe, 
1985. Pp. xii, 235. $30.00, cloth; $14.95, paper. 
ISBN 0-87332-318-1. JEL 85-0652 

Eight selections from Thames Papers in Political 
Economy illustrate several important themes in 
the post-Keynesian literature, including the plea 
for policy-relevant economic theory. Yiannis Ki- 
tromilides raises the question of policy-making in 
the real world and asserts the need for a relevant 
theory of political economy. Hyman Minsky cri- 
tiques the neoclassical synthesis and develops a 
theory of the operation of capitalist economies. 
Amit Bhaduri and Josef Steindl emphasize the im- 
portance of the financial aspects of capitalism, par- 
ticularly the banking system, and argue that bank- 
ing and rentier interests are served by restrictive 
monetary and fiscal policies. Victoria Chick dis- 
cusses monetarist theory and its similarity with 
the Keynesian position, focusing on the mode of 
introducing new money. Arestis reviews the effi- 
cacy and monetary implications of fiscal policy. 
Geoffrey Harcpurt and Malcolm Sawyer each pro- 
vide a discussion of post-Keynesianism and Ka- 
lecki’s contributions. Skouras outlines a Kaleckian 
approach to development and to the problem of 
rapid industrialization. The editors are at Thames 
Polytechnic and North-East London Polytechnic, 
respectively. Bibliography; index. 


o 

Bleaney, Michael. The rise and fall of Keynesian 
economics: An investigation of its contribution to 
capitalist development. New York: St. Martin’s 
Press, London: Macmillan, 1985. Pp. xi, 218. 
$29.95. ISBN 0-312-68267-0. JEL 85-0653 
Focuses on the practical achievements of 
Keynesian ideas. Reviews the whole debate about 
the Keynesian revolution and investigates how 
much of Keynesianism was left after the theoreti- 
cal reaction against it by the monetarists during 
the 1960s and 1970s. Presents the experiences of 
the United States, Sweden, France, and Germany, 
which employed fiscal measures to promote recov- 
ery during the 1930s. Describes the application 
of Keynesian thought in the United Kingdom and 
the United States during the war years and its con- 
tribution to the postwar boom. Analyzes the theo- 
retical reaction against Keynesianism in the 1970s. 
Argues that Keynesian fiscal policies made a sub- 
stantial contribution to the recovery of some coun- 
tries after the depression in the 1930s and to the 
long postwar boom; that, after World War II, the 
commitment to active fiscal measures sustained 
business confidence and helped create a stable en- 
vironment for investment and technical innova- 
tion. During the early 1970s, Keynesian reactions 
prevented a repetition of the depression of the 
1930s. Concludes that expansionary fiscal policies 
are currently rejected because they are inconsis- 
tent with the requirements of restabiUzing the so- 
cioeconomic systems of the advanced capitalist 
world. The author is Lecturer in Economics at the 
University of Nottingham. Index. 

CUKIERMAN, ALEX. Inflation, stagflation, relative 
prices, and imperfect information. Cambridge; 
New York and Sydney: Cambridge University 
Press, 1984. Pp. xiii, 202. $32.50. ISBN 0-521- 
25630-5. JEL 85-0654 

Summary of the imperfect information ap- 
proach to macroeconomic modeling, organized 
around two basic types of incomplete information; 
"aggregate-relative confusion” and “permanent- 
transitory confusion.” Explores the implications of 
the confusion between aggregate and relative 
price changes for various effects of inflation within 
a unified rational expectations equilibrium frame- 
work. Focuses on the interrelationships among 
monetary variability, the magnitude of the trade- 
off coeEScient between output and unanticipated 
inflation, the degree of divergence between the 
inflationary expectations of different individuals, 
inflation uncertainty, inflation variance, and the 
variability of relative prices. Also examines the im- 
plications of the inability of individuals to distin- 
guish perfectly between permanent and tempo- 
rary changes in the economic environment for 
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stagflation, relative price variability, and the effi- 
ciency of the price system. May be used as a sup- 
plementary textbook in a first-year graduate 
course in macroeconomics or as a main textbook 
in a self-contained course on inflation and its real 
effects. The author is Associate Professor of Eco- 
nomics, Tel-Aviv University. Glossary; index. 

DeSerpa, Allan C. Microeconomic theory: Issues 
and applications. Boston; London; Sydney and To- 
ronto; AUyn and Bacon, 1985. Pp. xvii, 652. ISBN 
0-205-08339-0. JEL 85-0655 

Intermediate level textbook highlighting appli- 
cations that relate to familiar situations and that 
reinforce abstract principles. These include discus- 
sion of government intervention in the market 
mechanism, consumer choices constrained by time 
and money and directed toward attributes of 
goods, income received in kind or as free goods, 
the environment of risk, production theory ex- 
tended to common ownership and from exhausti- 
ble natural resources, pricing problems (price dis- 
crimination, peak-load pricing, two-part tariffs), 
markets for pay television, computers, labor mar- 
ket theory (involving problems of discrimination, 
job training, slavery), vertical mergers, profes- 
sional sports, franchising, and public referenda. 
Chapters include summaries, glossaries, and study 
questions. Working knowledge of basic algebra is 
required. The author is at Arizona .State Univer- 
sity. Author and subject indices. 

Feiwel, George R., ed. Issues in contemporary 
macroeconomics and distribution. Albany; State 
University of New York Press, 1985. Pp. xxviii, 465. 
$39.50, cloth; $12.95, paper. ISBN 0-87395-942- 
6. JEL 85-0656 

Twenty previously unpublished papers focus on 
the "fundamental issues, underlying tensions, and 
perennial challenges in contemporary econom- 
ics." The opening paper highlights alternative ap- 
proaches to macroeconomics. The essays discuss 
alternative perspectives on macroeconomics and 
distribution; non-Walrasian macroeconomics; in- 
terpretations and assessments of the new classical 
macroeconomics; inflation and disinflation; and 
distribution, growth, and policy alternatives. The 
contributors are all economists. [See JEL no. 85- 
0657 for armotation of companion volume on mi- 
croeconomics and welfare.] The editor is Alumni 
Distinguished Service Professor and Professor of 
Economics, University of Tennessee. Index. 

Feiwel, George R., ed. Issues in contemporary mi- 
croeconomics and uvlfare. Albany; State Uni- 
versity of New York Press, 1985. Pp. xxviii, 
510. $39.50, cloth; $12.95, paper. ISBN 0-87395- 
944-2. JEL 85-0657 


Sixteen papers, all but one previously 
lished, "attempt to capture and convey th 
controversies, richness, variety, achievemei 
failures of some mgjor advances in contem 
economics." [See JEL no. 85-0656 for ann 
of companion volume on macroeconomics : 
tribution.] The opening essay, by the editor 
a partial background to the analysis in the 
ing papers. The essays cover approaches 
source allocation processes, oligopoly and d 
new developments in the theory of industr 
ture, and welfare economics and consur 
The contributors are all economists. The 
is Alumni Distinguished Service Professor ai 
fessor of Economics, University of Tennes* 
dex. 

Fine, Ben and Muhfin, Andy. Macroeco 
and monopoly capitalism. New York: St. V 
Press, 1984. Pp. 170. $22.50. ISBN 0-312-, 
9. JEL 8. 

Critical analysis of Keynesianism, mone 
and the Kaleckian school. Argues that the fi 
have maintained a vast distance betweei 
core concepts and the economic realities 
postwar period and have been wide of th< 
in identifying the crucial determinants ( 
nomic growth. Contends that while the Kai 
school (post-Keynesians) emphasizes the 
monopolization, it remains too attached to 
cus on exchange relations in the conve 
framework of economic analysis. The auth( 
proach would stress the role of multination 
state economic intervention as the most imi 
features of modern capitalism. Further argt 
Marxism can accommodate the phenome 
monopolization without abandoning the ba 
oretical propositions of Capital. Discusses p 
capitalism and economic theory; the mi 
Keynesianism; monetarism; monopioly sup 
economics; the Kaldor-Pasinetti syndrom 
nopoly demand side economics; and mo 
capitalism. Fine is Reader in Economics, Bi 
College, University of London, and Murfin 
nior Economic Analyst, Henley Centre foi 
casting, London. Index. 

Clahe, Fred R. Macroeconomics: Theory tn 
icy. Third edition. San Diego; London; Sydn 
Toronto: Harcourt Brace Jovanovich, [1971 
1985. Pp. xii, 516. $27.95. ISBN 0-15-551 

JEL 8. 

Revised and rewritten edition of a textb 
an intermediate-level or an introductory 
graduate-level economic theory course. Us« 
braic and gp'aphic analyses as the primary m 
of presentation; neither calculus nor an ini 
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tory economics course is assumed. Employs the 
IS-LM model, where appropriate, to present the 
theory and explain its policy implications. Also in- 
cludes examination of contemporary views on 
macroeconomics. Discusses policy prescriptions of 
classical, Keynesian, monetarist, neo-Keynesian, 
post-Keynesian, Austrian, and new classical schools 
of thought within the basic IS-LM framework and 
cites relevant empirical research to focus attention 
on explanations for specific economic events. The 
third edition places more emphasis on the forma- 
tion of price expectations, their impact on prices 
and employment, and their implications (or mone- 
tary policy; other new features include an analysis 
of the Laffer curve from the perspective of public- 
choice theory. Applications of economic theory 
sections, terms and concepts sections, and prob- 
lems have been added to each chapter. Student 
workbook available. [For annotation of second edi- 
tion, see JEL no. 77-0610.} The author is at the 
University of Colorado. Name and subject in- 
dices. 

Howard, Michael C. and King, John E. The polit- 
ical economy of Marx. Second edition. Modern 
Economics series. London and New York; Long- 
man, [1975] 1985. Pp. X, 269. Paper. ISBN 0-582- 
29627-7. JEL 85-0660 

Rewritten version of a text published in 1975 
[see JEL no. 76-0323 for annotation of first edi- 
tion). Critically sympathetic to Marx's political 
economy, but treats his work as a piece of scientific 
analysis, susceptible to error. The authors believe 
that the central problems facing economics today 
are those posed by Marx and that they can only 
be solved by Marxism methods (broadly defined). 
Discusses the philosophical and sociological foun- 
dation of Marx’s political economy, ansilyzes his 
relationship with classical economics, and con- 
siders his theories of vsdue, exploitation, repro- 
duction, accumulation, and crisis. Assesses the 
strengths, weaknesses, and potential of Marx’s po- 
litical economy as to economic thought, method, 
critique, and agency. Changes in the content of 
the second edition to reflect the explosion in the 
literature on Marxian economics since the early 
1970s. Howard is Associate Professor of Ek;onom- 
ics. University of Waterloo, Canada. King is Senior 
Lecturer in Elconomics, University of Lancaster, 
England. Bibliography; index. 

McCloskey, Donald N. The applied theory of 
price. Second edition. New York; Macmillan; Lon- 
don: Collier Macmillan, [1982] 1985. Pp. *vii, 631. 
ISBN 0-02-378520-9. JEL 85-0661 

Textbook for an intermediate theory of price 
(microeconomics) course; prerequisites are an in- 


troductory course in economics and some expo- 
sure to calculus. Stresses problem-solving and 
features numerous examples and graphs, and ap- 
proximately 1000 worked problems. Sections are: 
demand, exchange, production and welfare, pro- 
duction and markets, monopoly, and labor, capital, 
and distribution. Each chapter begins with a 
“What to Bead For’’ paragraph and concludes with 
a summary, exercises, and problems. Answers to 
odd-numbered exercises and selected problems 
are provided in the appendix. Study guide and 
instructor’s manual are available. The author is a 
member of the Department of Economics, Univer- 
sity of Iowa. Index. 

Morishima, Michio. The economics of industrial 
society. Translated by Douglas Anthony, John 
Clark, and Janet Hunter. Cambridge; New 
York and Sydney: Cambridge University Press, 
1984. Pp. ix, 301. $49.50, cloth; $15.95, paper. 
ISBN 0-521-26700-5. JEL 85-0662 

Textbook translated from Japanese for first or 
second year students in the British education sys- 
tem, most of whom will have already studied intro- 
ductory economics. Analyzes the price mechanism 
in accordance with reality and introduces students 
directly to the major problems of economics. Fo- 
cuses on historical experience and the observation 
and formation of the way in which actual institu- 
tions work. Analyzes the case of a medium-sized 
industrial country entirely lacking natural re- 
sources but capable of producing sufficient goods 
to satisfy the demands of its people. Discusses the 
way(s) in which prices are determined on the for- 
eign commodity market and considers how the 
exchange rate is determined on the international 
interbank market. Discusses the circulation of both 
goods and money from the standpoint of the prin- 
ciple of effective demand. Contains exercises. In- 
dex. 

Pack, Spencer J. Recontructing Marxian econom- 
ics: Marx based upon a Sraffian commodity theory 
of value. New York; Elastboume, Elngland; To- 
ronto and Sydney; Praeger, 1985. Pp. vii, 163. 
$29.95. ISBN 0-03-003092-7. JEL 85-0663 
Reconstructs Marx’s analysis of the theoretical 
genesis of capital based upon a Sraffian commodity 
theory of value rather than upon the labor theory 
of value to avoid the transformation problem re- 
sulting from the need to change Marxian values 
into long-run prices of production. Provides the 
theoretical background and a brief history of value 
theory in economic thought; also gives an account 
of Sraffa’s value theory and the creation of surplus 
value. Presents a model of a folly automated soci- 
ety to point out the weakness of the labor theory 
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of value when used to determine relative prices 
and the profit rate. Discu-sses some of the theoreti- 
cal and historical assumptions concerning the capi- 
talist mode of production. Contends that Marxian 
analysis of capitalism can be reworked when based 
upon a commodity rather than a labor theory of 
value. Shows that adopting Sraffa’s analysis of equi- 
librium relative pricing does not necessarily ne- 
gate a basically Marxist understanding of capital- 
ism. The author i.s Assistant Professor of Economics 
at Connecticut College, New London. Selected bi- 
bliography; index. 

Rosen, Harvey S. Public finance. Homewood, 111.; 
Irwin, 1985 Pp xvii, 641. $29.95. ISBN 0-256- 
02813-3. JEL 85-0664 

Textbook for undergraduate courses integrates 
the analysis of government expenditures and taxa- 
tion with basic economic theory and applies tools 
of econometrics to explain how tax and expendi- 
ture policies aflFect individual behavior and how 
government sets policies. Organized in six parts; 
the role of government in the economy; tools of 
public finance, which covers methods of empirical 
analysis and the fundamentals of theoretical wel- 
fare economics; analysis of public expenditures, 
covering income distribution, public goods, exter- 
nalities, social insurance, cost-benefit analysis and 
government behavior; a framework for tax analy- 
sis; the U.S. tax system, including the personal in- 
come tax, the corporation tax, and taxes on con- 
sumption and wealth; and multigovernment 
public finance. Chapters contain summaries, ques- 
tions, and selected references. The author is at 
Princeton University. Author and subject indices, 

Shapiro, Milton M. Foundations of the market- 
price system. Lanham, Md., and London; Univer- 
sity Press of America, 1985. Pp. xxvi, 396. $29.50, 
cloth; $16.75, paper. ISBN 0-8191-4543-2, pbk. 

/EL 85-0665 

Introductory microeconomics textbook, primar- 
ily on the principles of microeconomics. Also in- 
cludes nontechnical elements to elucidate the "ul- 
timate foundations” of the subject and to create 
links between human action in the realm of eco- 
nomics and human action in general, particularly 
concerning subjective motivation and decision- 
making. Restricted mainly to topics required to 
understand the workings of the market price 
mechanism. Chapters discuss; scarcity; division of 
labor; the origin of money; production, income, 
and economic growth; scarcity and individual 
choice; price-elasticity of market demand; how the 
market determines prices; profits and other in- 
comes; the consumers' sovereignty problem; and 
perfect vs. real competition. Contains a list of fur- 


ther readings. Earlier editions of this textbook ap- 
jjeared under the title The Common Sense of Eco- 
nomics. The author is at the California State Poly- 
technic University, Pomona. Index. 

Smith, Gary. Macroeconomics. New York; Free- 
man, 1985. Pp. xvii, 579. $25.95. ISBN 0-7167- 
1646-1. JEL 86-0666 

Intermediate textbook with eighteen chapters 
emphasizing the understanding of important cur- 
rent macroeconomic issues and analysis of the ma- 
cro eflFects of economic events. Historical examples 
and policy issues that illustrate the economic logic 
are interwoven into the textual discussion to high- 
light the close relation between macroeconomic 
theory and practice. Also discusses modern topics, 
including the rational expectations views, supply- 
side policies, market disequilibrium, and Tobin’s 
q. Mathematics is at the level of elementary alge- 
bra. Chapter exercises are based on actual events 
or policy debates to afford students the opportu- 
nity to apply what they are learning to real-life 
situations. Chapters also include important terms 
and concepts and suggested reading. The author 
is Fletcher Jones Professor of Economics at Po- 
mona College, California. Glossary; index. 

Thompson, ARTHER A,, Jr. Economics of the firm: 
Theory and practice. Fourth edition. Englewood 
Cliffs, N.J,; Prentice-Hall, [1973 . . , 1981] 1985. 
Pp. xviii, 638. $28.95. ISBN 0-13-231499-1. 

JEL 85-0667 

Intermediate microeconomics textbook de- 
signed for MBA students and undergraduate busi- 
ness majors with some exposure to basic algebra. 
Revised and updated with, among other changes, 
enhanced coverage of sources of competitive ad- 
vantage, competitive behavior in various types of 
generic industry environments, and new ways to 
analyze competition and competitors. Covers tra- 
ditional topics (models of utility theory, indiffer- 
ence analysis, supply and demand, elasticity, pro- 
duction and cost functions, monopoly and perfect 
competition, resource pricing, general equilib- 
rium) as well as methods of economic analysis, the 
concept of a market, technological aspects of pro- 
duction and technical change, techniques for ana- 
lyzing industries and competition, etc. Some other 
revisions include; methodology updates, coverage 
of learning curve and experience curve effects 
and a new section on strategic cost analysis. Learn 
ing aids are used throughout the book and include 
“applications capsules,” summaries of empirica 
findings, suggested readings, discussion question.' 
and numerous examples. [For annotation of prev 
ous edition see /£L no. 77-0618.] The author i 
at the University of Alabama. Index. 
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See also: Book Numbers JEL 85-0670, 85-0734, 85- 
0736, 85-0770, 85-0782, 85-0818, 85-0870 

030 History of Economic Thought; 

Methodology 

CosER, Lewis A. Refugee scholars in America: Their 
impact and their experiences. New Haven and 
London; Yale University Press, 1984. Pp. xviii, 351, 
$25.00. ISBN 0-300-03193-9. JEL 85-0668 
Analyzes and assesses the contributions to Amer- 
ican scholarship and culture made by European 
refugees who arrived in the United States between 
1933 and the end of World War II, mainly, but 
not exclusively, from Germany and Austria. Fo- 
cuses not only on what the refugee intellectuals 
had to offer but also on the social and cultural 
conditions in the United States, which either fos- 
tered or impeded the reception of their teachings. 
Largely deals with scholars in the social sciences 
and the humanities; includes only persons who re- 
ceived their major education in Europe, remained 
in the U.S. for a sufficiently long time to become 
imbedded in relatively stable and enduring net- 
works of relationships with American colleagues 
and students, and made creative contributions in 
.their areas of interest and competence. The sec- 
tion on Economics and Economic History discusses 
the contributions of; Ludwig von Mises, Gottfried 
von Haberler, Fritz Machlup, Oskar Morgenstern, 
Jacob Marschak, Alexander Gerschenkron, Karl 
Polanyi, Albert O. Hirshman, Paul Baran, George 
Katona, Fritz Redlich, and Peter Drucker. Other 
sections cover: psychology and psychoanalysis, so- 
ciology and social thought, political science and 
political theory, writers, the humanities, and phi- 
losophy and theology. The author is Distinguished 
Professor of Sociology, State University of New 
York, Stony Brook. Index. 

F'ondazione Luigi Einaudi. Annali. Volume 17. 
Torino; Author, 1983. Pp. 610. Lit 30.000, paper. 

JEL 85-0669 

Annals of the Luigi Einaudi Foundation. Con- 
tains a description (in Italian) of the foundabon 
and 1983 activities and 12 essays, 11 in Italian, 
on economics and other topics. The essay in En- 
glish is “Mandeville Moralized,” by Dario Casti- 
glione, and concerns Mandeville’s interest in the 
perverse use of moral theories for the justification 
of the social order. Index of names. 

Reekie, W. Duncan. Markets, entrepreneurs and 
liberty: An Austrian view of capitalism. New 
York: St. Martin’s Press, 1984. pp. x, 191. $27.50. 
ISBN 0-312-51533-2. JEL 85-0670 

Describes the Austrian approach from its begin- 
nings in the 1980s to its decline during 1930-70. 


Discusses why the Austrian approach, which re- 
jects the neoclassical orthodoxy, has again become 
a research program for economists. Elxamines the 
method and goals of Austrian economics, the na- 
ture of exchange in a nonequilibrium society, and 
the role of knowledge in a world of imperfect in- 
formation. Discusses some problems and fallacies 
of economic aggregation, the Austrian view of cap- 
ital and interest, and money and its role in the 
business cycle. Links the praxeological method of 
Austrianism to the microfoundations of economics 
and examines recent developments in the study 
of entrepreneurship, information, Schumpeterian 
innovation, and managerial decision-making in the 
presence of uncertainty. Explores how Austrian 
theory can also be applied to unexpected, noncom- 
mercial areas in the political scene. Final chapter 
discusses the morals and ethics of Austrianism. 
Points out that individualism is highly regarded 
by Austrians as a means for solving the problems 
of economic calculation while central government 
planning is perceived as being unable in practice 
to accomplish. The author is E. P. Bradlow Profes- 
sor of Business Ea;onomics at the University of Wit- 
watersrand. Index. 

SiMiCH, J erry L. and Tilman, Rick. Thorstein Veb- 
len: A reference guide Reference Guide to Litera- 
ture series. Boston; Hall, 1985. Pp. xix, 217. $39.50. 
ISBN 0-8161-8358-9. JEL 85-0671 

Annotated listing of the literature on Thorstein 
Veblen, presented on a yearly basis from 1891- 
1982. Includes books, chapters, dissertations, arti- 
cles, portions of books or articles, and book re- 
views. Contains information on Veblen in several 
foreign languages and abstracts of items published 
in Canada, England, Switzerland, Sweden, and 
Australia. Index is organized under author and ti- 
tle, but includes personal names used as subjects 
and selected subject categories. The authors are 
members of the political science faculty at the 
University of Nevada, Las Vegas. 

Smirnov, a. D ; Golosov, V. V. and Maximova, 
V. F., eds. The teaching of political economy: A 
critique of non-Marxian theories. Elnglish transla- 
tion of revised Russian text. Translated by H. 
Campbell Creighton. Guides to the Social Sci- 
ences series. Moscow; Progress; distributed in the 
U.S. by Imported Publications, Chicago, (1981) 
1984. Pp. 333. JEL 85-0672 

Translation of a Russian textbook designed for 
students in Marxist political economy, consisting 
of individually written chapters and sections writ- 
ten by forty contributors. Critiques contemporary 
non-Marxian views and ideas in the teaching of 
economics in the West. Treats contemporary ideas 
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wilhin a logical rather than a historical context, 
bringing out the class essence and socio-political 
meaning of non-Marxian economic theories. 
Brings out "the unsoundness of the methodology 
of the theories analyzed,” criticizing the subjective 
idealist approach of authors to economic phenom- 
ena and "the falsity of their unhislorical interpre- 
tation of economic processes.” Focuses on authors’ 
rejection of the determinant role of production 
and its relations in society’s economic a£Fairs. Meth- 
odological basis of the critique is based on the 
works of Marx, Engels, and Lenin. The contribu- 
tors and the editors are profe.ssors and teachers 
at the Mo.scow Institute of Economics and Statistics 
iuid other Moscow colleges. No index. 

Sowell, Thomas. Marxism Philosophy and eco- 
nomics. New York: Morrow, 1985. Pp. 281. $15.9.5. 
ISBN 0-688-0296,5-9. JEL 85-0673 

Interpretive analysis of the economic and philo- 
sophic doctrines of Karl Marx and his historical 
legacy. Distinguishes Marx's ’’communism" from 
twentieth century "Communism” as the doctrine 
of a particular set of parties or governments and 
investigates the degree of correspondence be- 
tween the two. Contends that the Marxian ideas 
are not complex, once disentangled; examines sep- 
arately philosophy, then economics, and finally, 
Marx’s historical legacy. Marxian doctrines are 
quoted in the original words. Some specific topics 
covered are: Marxian theory of history, the capi- 
talist economy, Marxian economic crisis, Marxian 
value, and political systems and revolution. The 
author is Senior Fellow at the Hoover Institution, 
Stanford University. Index. 

Stevenson, Michael 1, compiler. Joseph Alois 
Schumpeter: A bibliography, 1905-1984. Bibliog- 
raphies and Indexes in Economics and Economic 
History, no. 1. Westpiort, Conn., and London: 
Greenwood Press, 1985. Pp. xviii, 137. $29.95. 
ISBN 0-313-24471-5. JEL 85-0674 

Listing of Schumpeter’s works, including 21 
books and pamphlets and 127 articles on economic 
development, entrepreneurship, competition ver- 
sus concentration, the ’’poverty of economics,” 
and the history of economic analysis. Also includes 
an annotated list of writings about Schumpeter 
and his work, including citations to 26 introduc- 
tory and biographical works, 356 analytical works, 
10 dissertations, and 113 book reviews. Tbe com- 
piler is Assistant Professor and Reference Librar- 
ian for Business and Economics at the University 
of Nebraska, Omaha. Author and subject indices. 

See also: Book Numbers JEL 85-d)647, 85-0660, 85- 
0663 
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Abel, Chbistopheh and Lewis, Colin M., eds. 
Latin America, economic imperialism and the 
state: The political economy of the external con- 
nection from independence to the present. Insb- 
tute of Latin American Studies Monographs, no. 
13. London and Dover, N.H.: Athlone Press for 
the University of London, Institute of Latin Ameri- 
can Studies, 1985. Pp. xiv, 540. $52.00. ISBN 0- 
485-17713-7. JEL 85-0675 

Twenty-six essays, all previously unpublished, 
focus on the dependency debate and the relation 
of Latin America to the advanced nations. Essays 
explore three themes; the structure and complex- 
ity of Latin America’s external connections, the 
importance of the state and political economy, and 
the emergence of organized labor and associated 
processes of social differentiation. Seven essays an- 
alyze the aftermath of independence in Colombia, 
Mexico, and Chile in the nineteenth century and 
imperialism in Argentina, Brazil, Peru, and Uru- 
guay in the late nineteenth century and the pre- 
World War I period. Five essays discuss the ’’era 
of disputed hegemony” in Mexico, Chile, the Do- 
minican Republic, Argentina, and Brazil. Six essays 
discuss the ’’new order” and the changes in Latin 
America’s relationship to the international econ- 
omy over the last 35 years. The contributors are 
mainly economists. Abel is at the University Col- 
lege, London. Lewis is at the London School of 
Economics and Political Science and the Institute 
of Latin American Studies, London. Bibliography; 
index. 

Herlihy. David and Klapisch-Zuber, Chris- 
TIANE. Tuscans and their families: A study of the 
Florentine Catasto of 1427. Abridged translation. 
Yale Series in Economic History. New Haven and 
London: Yale University Press, [1978] 1985. Pp. 
xxiv, 404. $32.00. ISBN 0-300-03056-8. 

JEL 85-0676 

Abridged version of Les Tuscans et leurs fa- 
milies. Une itude du Catasto florentin de 1427, 
a social history of Tuscany in the fourteenth and 
fifteenth centuries based on analysis of the Floren- 
tine Catasto, a fiscal survey undertaken in 1427. 
Discusses the Florentine fiscal system and the Ca- 
tasto data; the Florentine state, administration, 
and the regional settlement pattern; population 
movements; distributions of wealth, producers, 
and occupations; sex, age, marriage, births, and 
death statistics; the household; and kinship and 
lineage. Discusses data from the Catasto in the 
context of the flow of demographic events, and 
the behavior and reflections of contemporaries. 
Includes an updated reference section. Herlihy if 
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Henry Charles Lea Professor of History, Harvard 
University. Klapisch-Zuber is at the Ecole des 
Hautes Etudes en Sciences Sociales, Paris. Index. 

Kennedy, LIam and Ollerenshaw, Philip, eds. 
An economic history of Ulster, 1820-1939. Man- 
chester, England, and Dover, N.H.: Manchester 
University Press, 1985. Pp. 248. $26.00. ISBN 0- 
7190-1750-5. JEL 85-0877 

Seven previously unpublished papers concern- 
ing economic developments in Ulster. Papers dis- 
cuss the major themes in Ulster economic history 
from the end of the Napoleonic wars to the eve 
of the Second World War. Covers: the rural econ- 
omy, 1820-1914 (Liam Kennedy); industry, 1920- 
14 (Philip Ollerenshaw); transport, 1820-1914 
(W. A. McCutcheon); population change and ur- 
banization, 1821-1911 (L. A. Clarkson); industrial 
labor and the labor movement, 1820-1914 (Henry 
Patterson); the Northern Ireland economy, 1914- 
39 (D. S. Johnson); and an overview of the eco- 
nomic history of Ulster (John Othick). The contri- 
butors are mainly economic and social historians 
Kennedy is Lectprer in Economic and Social His- 
tory, The Queen’s University, Belfast. Ollerenshaw 
is Lecturer in History, University of Ulster. Select 
bibliography; place and subject indices. 

McMichael, Philip. Settlers and the agrarian ques- 
tion: Foundations of capitalism in colonial Austra- 
lia. Cambridge; New York and Sydney: Cam- 
bridge University Press, 1984, Pp. xvi, 304. $34.50. 
ISBN 0-521-26570-3. JEL 85-0678 

Investigates the historical origins of the capitalist 
transition in nineteenth century Australia in the 
context of the world-capitalist economy. Recon- 
structs the colonial history of Australia as that of 
a settler society and considers the agrarian ques- 
tion in nineteenth century Australia as the balanc- 
ing point of the uneven and combined forces that 
characterize world economic development. De- 
scribes the background of the conflict between 
reactionary wool growers oriented to supplying 
the world market and progressive urban commer- 
cial forces, which wished to harness rural produc- 
tion to domestic market expansion. Contends that 
the resolution of the conflict in favor of the pro- 
gressives shifted patterns of accumulation and de- 
veloped state structures in colonial Australia. Also 
argues that the development of colonial Australia 
was an integral part of world-capitalist develop- 
ment. The author is a member of the Department 
of Sociology at the University of Georgia, Athens. 
Index. 

Munslow, B. and Finch, H., eds. Proletarianisation 
in the Third World: Studies in the creation of la- 


bour force under dependent capitalism. London; 
Sydney and Dover, N.H.: Groom Helm, 1984. Pp. 
320. $29.00. ISBN 0-7099-1764-3. 

JEL 85-0679 

Twelve previously unpublished country-specific 
case studies concerning the emergence of a free 
wage-labor force in a range of low income coun- 
tries and the processes involved in the creation 
of Third World proletarianism. Discusses the im- 
pact of capitalism on dependent or peripheral so- 
cial systems. Four studies (gold mining in the Cold 
Coast [Ghana], 1870-1906; nitrate production in 
Chile, 1880-1914; the transport sector in Mozam- 
bique, and the sugar plantations in Peru, 1880- 
1920) examine the character of the capitalist ex- 
port of primary products to the advanced industri- 
alizing countries of the north and the preoccupa- 
tion of capital with the supply of workers. Four 
studies focus on the transformation of rural rela- 
tions of production (Sudan, 1920-50; Kenya, 
Egypt; and Brazil). Four studies (Indochina, 1870- 
1940; Peru; Argentina, 1857-1919; and Shanghai 
and Bombay, 1927-29) address the issue of prole- 
tarianism from a national or regional perspective. 
Overall, the papers examine the mechanisms em- 
ployed to obtain a labor force, to divide it and 
ensure its weakness, forms of worker resistance, 
and patterns of state intervention. Contributors 
are mainly from the disciplines of history, sociol- 
ogy, and economics. Munslow is Lecturer in Politi- 
cal Theory and Institutions and Finch is Lecturer 
in Economic History at the University of Liver- 
pool. Index. 

P^r^EBI, Gyohcy. War and society in East Central 
Europe. N'olume 16. Effects of World War 1: War 
communism in Hungary. Translation. Translated 
byJCLiA Parti andj. Brian McLean. East Euro- 
pean Monographs, no. 167; Atlantic Studies. 
Brooklyn College Studies on Society in Change, 
no. 35. New York; Brooklyn College Press; dis- 
tributed by Columbia University Press, New York, 
[1979] 1983. Pp. X. 229. $25.00. ISBN 0-88033- 
059-7. JEL 85-0680 

First published in Hungarian as A Magyar Ta- 
ndcskoztdrsasdg ipariranyitdsi rendszere. Docu- 
ments the industrial history of the Hungarian So- 
viet Republic, which was established on 21 March 
1919 and which lasted for 133 days (the Idrolyi 
regime). Discusses antecedents of the industrial 
policy applied after 21 March and its main themes: 
the question of state capitalism and the role of 
the state in solving the crisis, assessment of the 
movement for workers' control, and the demands 
relating to the expropriation of capital. Draws par- 
allels between developments in Hungary and the 
principles of War Communism introduced in So- 
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viet Russia from the summer of 1919 onward 
More specific subjects discussed are: economic 
conditions after World War I, the program of so- 
cialist transformation, industrial production, em- 
ployment, the system of industrial management, 
centralization, the conflict between scientific plant 
management and workers’ control, and company 
form and management. Biographical index. 

PiOTT, Steven L. The anti-monopoly persuasion- 
Popular resistance to the rise of big business in 
the Midwest. Contributions in Economics and Eco- 
nomics History, no. 60. Westport, Conn., and Lon- 
don: Greenwood Press, 1985. Pp. x, 194, $35.00. 
ISBN 0-313-24545-2. JEL 85-0681 

Examines the popular response to corporate 
domination of earlier values and modes of living 
and working, focusing on reactions to the corpo- 
rate monopoly or trust, the most extreme form 
of economic concentration. Covers the period 
1887-1913, which corresponds with the most dras- 
tic phase in the growth of corporate consolidations. 
Traces the popular origins of the antitrust move- 
ment as industrial capitalism grew rapidly follow- 
ing the Civil War. Discusses the efforts of policy 
makers during the 1890s to solve the problem of 
monopolization in Missouri, the St. Louis streetcar 
strike of 1900, the investigation of the Beef Trust, 
and the Chicago teamsters' strike of 1 902 against 
the major Chicago packing houses. Describes the 
fight against the Standard Oil Company by the 
antitrust movement in 1907 and the shift toward 
government regulation as an alternative to trust 
policy after the Panic of 1907. The author is Assis- 
tant Professor of History at the University of Wis- 
consin Center at Marshfield. Bibliographical essay; 
index. 

Randall, Stephen]. United States foreign oil pol- 
icy, 1919-1948: For profits and secuiity. Kingston, 
Ont.: McGill-Queen's University Press, 1985. Pp. 
viii, 328. $35.00. ISBN 0-7735-0449-4. 

JEL 85-0682 

Provides a historical perspective on the evolu- 
tion of U.S. foreign oil policy, the factors giving 
rise to policy, and those that weakened the capac- 
ity of the state to develop and implement a cohe- 
sive policy to meet the exigencies of changing 
world conditions. The period covered begins after 
World War I and ends in 1948 when the 20-year 
old Red Line Agreement concluded, marking the 
climax of an era of dramatic corporate and diplo- 
matic expansion and the coming of age of U.S. 
based corporations in the Middle Blast. Questions 
the contention that the private sector directly de- 
termined the nature of U.S. foreign oil policy dur- 
ing the post-World War II period and the validity 


of the argument advanced by the Senate Foreign 
Relations Committee’s report in 1975 on multina- 
tional oil companies that the United States did not 
have a foreign oil policy before World War II. Ar- 
gues that the evidence suggests that U.S. policy 
was premised on the objectives of strategic secu- 
rity and economic strength during the interwar 
and war years. Focuses on the nature of U.S. oil 
policies and the story of the men who made them. 
The author is Chairman of the Department of His- 
tory at McGill University, Montreal. Bibliography; 
index. 

RoDBicUEZ, Linda Alexandeb. The search for 
public policy: Regional politics and government 
finances in Ecuador, 1830-1940. Berkeley and 
London; University of California Press, 1985. Pp. 
XV, 281. $32.50. ISBN 0-520-05150-5, 

JEL 85-0683 

Analysis of Ecuadorian history from its founding 
as an independent state when it began to formu- 
late its own financial policies. Argues that evolu- 
tionary, not revolutionary, change typifies the 
history of Ecuador. Challenges the negative inter- 
pretation of the Liberal period (1895 to 1925) and 
its corollary that the 1925 coup represented a 
disinterested nationalist movement. Examines the 
factors contributing to disunity, which have handi- 
capped economic and political development, and 
emphasizes the regionalism, authoritarianism, mil- 
itarism, and personalism of Ecuadorian politics 
from 1830 to 1925. Examines government finances 
and public policy during the period 1895-1925, 
showing that government finances were anchored 
in nineteenth century traditions and that benefi- 
cial changes in the provision of services in all sec- 
tors of the economy were not supported by effec- 
tive systems of taxation and fiscal administration. 
Discusses the relationships among local interest 
groups, the national government, and foreign ad- 
visors to provide insights into the functions of the 
latter in the modernization process. Highlights the 
impact of the 1930 depression on reforms and in- 
stitutions. Underscores the vitality of traditional 
patterns and structures for dealing with realities 
in Ecuador, including the isolation and divisions 
imposed by its geography. The author is Coordina- 
tor of Academic and Planning Programs in the 
Latin American Center, University of California 
Los Angeles. Bibliography; index. 

Sheridan, Richard B, Doctors and slaves: A medi 
cal and demographic history of slavery in the Bril 
ish West Indies, 1680-1834. Cambridge; Net 
York and Sydney: Cambridge University Pres 
1985. Pp. xxii, 420. $42.50, ISBN 0-521-25961! 

7. JEL 85~06i 
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Argues that the curse of a slavery monoculture 
offset the great wealth derived from the British 
Caribbean Sugar Colonies. Re-examines the world 
system advocated by European politicians and 
economists in the age of mercantilism, coloniza- 
tion, and chattel slavery in the light of environ- 
mental and ecological insights and impacts. Ex- 
plains why the slave population of West Indies 
sugar plantations suffered attrition because deaths 
exceeded births. Examines medical, demographic, 
environmental, and economic factors, e.g., work 
loads, diet, clothing, and housing as well as disease 
environments and epidemiology. Discusses the na- 
ture and impact of African and European medical 
cultures; the origins and credentials of European 
doctors who practiced in the West Indies; common 
diseases, their causes and treatment; the quality 
of health care; preventive medicine; and the care 
of pregnant women, infant and child care, and 
the pediatrics of slavery. Based on archival ma- 
terials in the United States, United Kingdom, 
and Jamaica and printed sources from and about 
the period from 1680 to 1834. The author 
is at the University of Kansas. Bibliography; in- 
dex. 

Stone, Ian. Canal irrigation in British India: Per- 
spectives on technical change in a peasant econ- 
omy. Cambridge South Asian Studies, no. 29. Cam- 
bridge; New York and Sydney: Cambridge 
University Press, 1984. Fp. xiv, 374. $59.50. ISBN 
0-521-25023-4. JEL 85-0685 

Study of the effect upon a peasant economy of 
the irrigation schemes of the colonial British in 
India, focusing upon the experience of the prov- 
ince of Uttar Pradesh, particularly the manner of 
adjustment of activities in relation to the new canal 
irrigation technology. Analyzes the impact on agri- 
cultural production and organization. Emphasizes 
the interaction between the form of the local irri- 
gation facilities and the specific recipient environ- 
ments — physical, economic, technical, social, and 
cultural. Examines the different effects of the canal 
in different parts of the Doab, why growth rates 
and patterns differed, and how the distribution 
pattern of benefits was a factor in perpetuating 
the cycle of growth and prosperity. Based on a 
Ph.D. dissertation. The author is at Sunderland 
Polytechnic, England. Glossary; bibliography; in- 
dex. 

Wright, Tim. Cbol mining in China’s economy and 
society 1895-1937. Cambridge Studies in Chinese 
History, Literature, and Institutions. Cambridge; 
New York and Sydney: Cambridge University 
Press, 1984. Pp. xiii, 249. ISBN 0-521-25878-2. 

JEL 85-0686 


Analyzes the development of the Chinese coal 
industry from aroimd 1895 until the start of the 
Sino-Japanese War in 1937. Examines the major 
influences on the secular growth of the supply of 
and the demand for coal. Considers determinants 
of the secular growth of coal mining, including 
supply of the factors of production, technological 
change, growth of demand, and the geographical 
and temporal pattern of that growth. Examines 
the industry in the context of China's political his- 
tory; discusses foreign investment, Chinese in- 
vestment and entrepreneurship, miners' work 
and living conditions, and the labor movement. 
Concludes that substantial growth took place in 
pre-revolutionary China, especially up to 1937. 
The author is at Murdoch University. Bibliogra- 
phy; index. 

See also: Book Numbers JEL 85-0653, 85-0715, 85- 
0718, 85-0889 

050 Economic Systems 

Bohnet, Abmin, ed. Preise im Sozialismus: Konti- 
nuitdt im Wandel. Part II: Zur Theorie und Praxis 
gesamtwirtschaftlicher Preissysteme. Osteuropas- 
tudien der Hochschulen des Landes Hessen Series; 
Giessener Abhandlungen zur Agrar- und Wirt- 
schaftsforschung des Europaischen Ostens, no. 
125. Berlin; Duneker fit Humblot, 1984. Pp. 246. 
DM 48,-, paper. ISBN 3-428-05480-6. 

JEL 85-0687 

Nine papers, five in German with Einglish sum- 
maries and four in English, the second part of two 
volumes of papers on socialist pricing. Part two 
includes papers on theory and practice. The Ger- 
man language papers consider the role of prices 
in the traditional Soviet economic steering model 
and in economic reforms in Yugoslavia and Hun- 
gary, the structures of the price systems in the 
U.S.S.R. and the German Democratic Republic, 
Hungarian world-market-oriented prices, effi- 
ciency and pricing, and inflation in a Soviet-type 
economy. The English articles are concerned with 
the reform of the price system in Poland, price 
formation in socialist enterprises, price indices un- 
der suppressed inflation, and the structure and be- 
havior of consumption and prices in different eco- 
nomic systems. The editor is at Justus-Leibig- 
University of Giessen. No index. 

Bohnet, Armin and Schinke, Eberhard, eds. 
Preise im Sozialismus: Kontinuilat im Wandel. 
Part I: Agrarpreissysteme in RGW-Ldndem. Os- 
teurpastudien der Hochschulen des Landes Hes- 
sen Series; Giessener Abhandlungen zur Agrar- 
und Wirtschaftsforschung des Europaischen Os- 
tens, no. 124. Berlin; Duneker & Humblot, 1983. 
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Pp. 135. DM 32,-, paper. ISBN 3-428-05479-2. 

JEL 85-0688 

F’our papers in German (with EInglish summar- 
ies) and one in English, part of two volumes of 
papers discussing price systems and theoretical as- 
pects of pricing in socialist countries [see JEL no. 
85-0687 for annotation of Part 2J. The four Ger- 
man language papers discuss pricing in Soviet agri- 
culture, the Hungarian food sector price system, 
pricing in the Hungarian agricultural sector, and 
agricultural pricing policy in the German Demo- 
cratic Republic. The English article, by Wiktor 
Herer, examines price formation in Poland. The 
editors are at Justus-Leibig-University of Giessen. 
No index. 

Coe, Richard D. and Wilber, Charles K., eds. 
Capitaluim and democracy: Schumpeter revisited. 
Notre Dame; University of Notre Dame Press, 
1985. Pp. ix, 190. $19.95, cloth; $9.95, paper. ISBN 
0-268-00751-9, pbk, JEL 85-0689 

Four previously unpublished articles present 
current views concerning the relationship be- 
tween a capitalist economic system and a demo- 
cratic political system. An overview by the editors 
provides the framework for interpreting the three 
articles, which reflect the institutionalist, the neo- 
classical, and the Marxist schools of economic 
thought and gives a summary of Schumpeter’s ar- 
guments in Capitalism, Socialism, and Democracy 
(1942). Warren J. Samuels critiques Schumpeter's 
seminal work. Gary S. Becker discusses pressure 
groups and political behavior, and Samuel Bowles 
examines state structures and political practices 
in a reconsideration of the liberal democratic con- 
ception of politics and accountability. The editors 
note agreement by the three contributors on the 
basic Schumpeterian thesis that democracy repre- 
sents the competitive struggle for political leader- 
ship; also, notes general agreement with the 
Schumpeterian argument that the success or lack 
of success of the capitalist class in controlling the 
democratic process is crucial to the survival of cap- 
italism. Coe is at New College, University of South 
Florida. Wilber is at the University of Notre Dame. 
No index. 

^LLMAN, Michael. Collectivisation, convergence 
and capitalism: Political economy in a divided 
world. Studies in Political Economy. London; Or- 
lando; Sydney and Tokyo: Harcourt Brace Jovano- 
vich. Academic Press, 1984. Pp. xii, 332. $55.00. 
ISBN 0-12-237520-3. JEL 85-0690 

Seventeen reprinted articles on the problems 
of communism and capitalism. Organized into 
three sections; (1) the economics of agriculture col- 
lectivization in the U.S.S.R. (2) the Soviet economy 
in the Kosygin-Breshnev period, including articles 


on economic reform via Soviet grain imports, in- 
come distribution, and stagnation and inflation; 
and (3) problems of political economy in a divided 
world under state socialism and capitalism. A final 
chapter (originally published in 1980) critiques 
convergence theory. Two of the papers are by Erik 
Dirksen and Ruud Knaack, respectively, on infla- 
tion in centrally planned economies and on eco- 
nomic reform in Chinese industry. The author is 
Professor of the Economics of Centrally Planned 
Economies at the University of Amsterdam. Index. 

Hoy, Calvin M. A philosophy of individual free- 
dom: The political thought of F. A. Hayek. Contri- 
butions in Political Science series, no. 119. West- 
port, Conn., and London; Greenwood Press, 1984. 
Pp. 144. $27.95. ISBN 0-313-24361-1. 

JEL 85-0691 

Examines Hayek’s philosophy of freedom and 
his contention that individual liberty is being de- 
stroyed, unintentionally, and that it is man’s adher- 
ence to certain principles that will prevent the 
destruction of liberty. Also examines Hayek’s claim 
to have stated a comprehensive philosophy of lib- 
erty. Analyzes Hayek’s concepts of freedom with 
regard to its value, the economic order, the law, 
democracy, and constitubonalism. Concludes that 
Hayek has succeeded in demonstrating the impor- 
tance of a market order for the preservation of 
individual liberty, although it is not quite compre- 
hensive; problems such as the problem of limiting 
coercion remain. Bibliography; index. 

Shaffer, Harry G., ed. The Soviet system in theory 
and practice: Western and Soviet views. Second, 
revised edition. New York; Ungar, 1984. Pp. xx, 
451. $19.95, cloth; $12.95, paper. ISBN 0-8044- 
6857-5, pbk. JEL 85-0692 

Seventy-nine selected articles and excerpts, all 
but one previously published, ofler views and anal- 
yses of Soviet society and life, including historic 
events and ideology. This revised edition contains 
65 new selections and three other articles have 
been ufidated and rewritten. Organized under 
seven headings, each with brief introductory notes 
by the editor, the articles cover; the Marxist- 
Leninist background; Stalin — great leader or cruel 
despot?; the Soviet system of government; free- 
dom and democracy; the Soviet economy — struc 
ture, planning, development; and living standard: 
and social welfare. The contributors include West 
em Sovietologists, scholars, journalists, and U.£ 
and Soviet officials. The editor is Professor of Elcc 
nomics and Soviet and East European Studiei 
University of Kansas. No index. 

SiDDiQui, Muhammad Nejatullah. Partnership 
and profit-sharing in Islamic law. Islamic Ec 
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nomic Series, no. 9. Leicester, England: Islamic 
Foundation, 1985. Pp. 111. £6.50, cloth; £2.45, pa- 
per. ISBN 0-86037-142-5, pbk. JEL 85-0693 
English translation of a text written in the Urdu 
language in the mid-1960s as a prelude to Banking 
Without Interest [see JEL no. 83-0714], Examines 
Islamic jurisprudence to provide a basis for a sys- 
tem of banking without interest. Discusses the 
rules of Shari'ah on shirkah (partnership) and mu- 
ddrabah (profit sharing), distribution of profit and 
liability for loss in joint enterprise, limits of busi- 
ness operaHons in a joint enterprise, financial lia- 
bilities of partners, term of contract, and shirkah 
or mudarabah contracts for industrial production. 
Concludes that shirkah and mudarabah methods 
can be adopted for all types of business (commer- 
cial, industrial, and agricultural). The author is Pro- 
fessor of Economics, International Center for Re- 
search in Islamic Economics, King Abdulaziz 
University, Jeddah. Index. 

Thompson, Jacqueline. Future rich: The people, 
companies, and industries creating America's next 
fortunes. New York: Morrow, 1985. Pp. 384. 
$18.95. ISBN ()-688-«4039-X. JEL 85-0694 
Based on the premise that the personal fortunes 
are usually made by entrepreneurial ventures in 
infant or emerging industries, the author projects 
which of these industries and companies are likely 
to be the sources of future wealth in the United 
States and which entrepreneurs will become “su- 
permillionaires." Uses the results of a survey of 
225 economic and social forecasters as to what are 
the current rapid growth industries and who are 
the leading entrepreneurs. Describes the careers 
of entrepreneurs in biotechnology; computer 
hardware manufacture, parts and peripherals sup- 
pliers, and software publishers and servicers; tele- 
quipment; electronic entertainment; information- 
age office equipment, organization, and communi- 
cation; and the "roboticians." The last chapter lists 
375 entrepreneurs who are candidates for the rich- 
est Americans list in the year 2000. The author 
is a business journalist living in New York City. 
Bibliograpy; index. 

See also: Book Numbers JEL 85-0678, 85-0680, 
85-0842 

100 Economic Growth; Development; 
Planning; Fluctuations 

110 Economic Growth? Development; and 
Planning Theory and Policy 

Beckford, George L. Persistent poverty: Underde- 
velopment in plantation economies of the Third 
World. Abbreviated edition. Morant Bay, Jamaica: 


Maroon; London: Zed Books; distributed in the 
U.S. by Biblio Distribution Centre, Totowa, N.J., 
[1972] 1983. Pp. XXV, 244. $9.25, paper. ISBN 0- 
86232-207-3. JEL 85-0695 

Analysis of the persistent underdevelopment in 
the world’s plantation economies where, it is ar- 
gued, a “revolution” is needed to bring about im- 
proved welfare of the people. Suggests that the 
underdevelopment derives from the institutional 
environment, i.e., the nature of economic, social, 
and political organization. Examines underdevel- 
opment in the major plantation areas of Asia and 
America (the Caribbean, the U.S. South and North- 
east Brazil) and dispossession among black people 
in the New World. Deals with the agricultural di- 
mension of the neo-colonial economic relations be- 
tween third world countries and the advanced 
countries of the North Atlantic. Contends that the 
plantation system must be destroyed if the people 
of the plantation society are to secure economic, 
social, political, and psychological advancement. 
This edibon omits the appiendices and bibliogra- 
phy. The author is at the University of the West 
Indies. Index. 

Castro, Fidel. The world crisis: Its economic and 
social impact on the underdeveloped countries. 
London: Zed Books; distributed in the U.S. by 
Biblio Distribution Centre, Totowa, N.J., 1984. Pp. 
224. $21.75, cloth; $5.95, paper. ISBN 0-86232- 
251-0, pbk. JEL 85-0696 

Argues that the current economic crisis is part 
of the typical cyclical course of developed capital- 
ist economies and discusses its impact on the Third 
World. Presents data and analysis of developments 
in world economic activity over the years 1979- 
82/83 in order to provide the basis for strategic 
lines of action by the Non-Aligned Countries. Cov- 
ers: trade, monetary and financial questions, agri- 
culture and food, industry, transnational corpo- 
rations, the energy sector, cooperation among 
underdeveloped countries, the quality of life in 
LDCs, and the arms build-up. Contends that the 
financial resources being poured into the arms 
race by developed countries could instead be di- 
verted to meet the financial needs of the Third 
World. Sums up the main efforts of the Movement 
of Non-Aligned Countries and developing coun- 
tries to overcome exploitation by the world’s pow- 
erful countries. No index. 

Cohen, S. I., et al., eds. The modelling of socio- 
economic planning processes. Aldershot, Hamp- 
shire, and Brookfield, Vt.: Gower, 1984. Pp. xvi, 
469. $34.50. ISBN 0-566-0065&-8. 

JEL 85-0697 

Nineteen papers, two previously published, 
originating from a seminar organized by the Cen- 
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tre for Development Planning of Erasmus Univer- 
sity and the Institute of Social Studies and held 
in The Hague, October 1980. Two previously pub- 
lished papers by Jan Tinbergen and Janos Kornai 
describe the evolution of development modeling 
and policy making in the context of both devel- 
oping and Western countries and in centrally 
planned economics. The papers are grouped un- 
der five main themes; the identification of socio- 
economic groups for use in a planning framework; 
the elementary needs for a minimum level of well- 
being and demographic topics; the problems of 
the polity, particularly the existence of different 
interests of socioeconomic groups; complications 
in the treatment of prices in models; and new ap- 
proaches in quantitative economic analysis based 
on the Social Accounting Matrix. Cohen and 
P. A. Cornelisse are both at the Centre for Devel- 
opment Planning, Erasmus University. H. Teekens 
is at the Institute of Social Studies, The Hague, 
and E, Thorbecke is at Cornell University. Index. 

Ghosh, Pradip K., ed. Development co-operation 
and Third World development. Foreword by 
Gamani Corea. International Development Re- 
source Books, no. 15. Westport, Coim., and Lon- 
don: Greenwood Press, 1984. Pp. xxiv, 497. $49.95. 
ISBN 0-313-24151-1. JEL 85-0698 

Resource book written to document, analyze, 
and evaluate trends and progress in economic de- 
velopment and development cooperation in and 
among third world countries and to provide re- 
searchers with sources of Information and availa- 
ble data related to the objectives, goals, and meth- 
ods of development cooperation programs among 
the third world countries. Contains 11 reprinted 
articles representing current international issues 
and trends affecting development cooperation; 
many of the articles reflect the perspective of vari- 
ous international organizations, e.g., OECD, UN, 
and UNCTAD, Also includes; statistical informa- 
tion and a descriptive bibliography of information 
sources; a select, annotated bibliography of books, 
documents, and periodical articles published since 
1970; and a directory of information sources. In- 
dex. 

Ghosh, Pradip K., ed. Disarmament and develop- 
ment: A global perspective. Foreword by Gamani 
Corea. International Development Resource 
Books, no. 17. Westport, Conn., and London; 
Greenwood Press, 1984. Pp. xxiv, 444. $45.00. 
ISBN 0-313-24153-8. JEL 85-0699 

Resource book written to document, analyze, 
and evaluate trends in the global arms race and 
the impact of the arms race on the third world 
countries and to provide researchers with sources 


of information and available data related to the 
arms race and development. Contains 21 re- 
printed articles representing current international 
issues and trends affecting the arms race and third 
world development, and analytical methods, strat- 
egies, and policies for disarmament. Also includes; 
statistical information and a descriptive bibliogra- 
phy of information sources; a select, annotated 
bibliography of books, documents, and periodical 
articles published since 1970; and a directory of 
information sources. Index. 

Hershlag, Z. y. The philosophy of development 
revisited. Leiden; Brill, 1984. Pp. x, 130. $14,00, 
paper. ISBN 90-04-07072-9. JEL 85-0700 
Evaluates and highlights issues in the contro- 
versy over ai^roaches to development. Discusses 
leadership, escapism, and taboos; lessons of the two 
development decades and future extrapolations of 
trends; development versus growth; energy, tech- 
nology, and environment; the international divi- 
sion of labor; the “New Order”; growth and basic- 
needs strategies; the representative employment 
target; and the intricacies of development plan- 
ning. Espouses the employment-oriented strategy 
as best suited to optimize growth and equality. 
The author is Director, David Horowitz Institute 
for the Research of Developing Countries, Tel- 
Aviv University. Bibliography; index. 

Institute of Social Studies. Research outputs: 
Annotated bibliography 1977-1984. The Hague; 
Author, 1984. Pp. xxxviii, 324. Paper. ISBN 90- 
6490-015-9, JEL 85-0701 

Descriptive details of applied and policy-ori- 
ented research directed at the needs of poorer 
nations, which was undertaken by the faculty 
members of the Institute of Social Studies (ISS) 
during the period 1977-84. Divided into thirteen 
subject categories, the bibliography covers: books, 
including the series of ISS Research Reports and 
subsidized publications; published articles in schol- 
arly journals and ISS Occasional Papers; and other 
materials such as unpublished mimeographed ma- 
terials covering large projects in process, techni- 
cal-assistance project reports, ISS Working Papers 
series for comments prior to publication, and 
working papers produced for other institutions. 
Author index. 

Kreisberc, Paul H., ed. American hostages in Iran: 
The conduct of a crisis. Council on Foreign Rela- 
tions Books. New Haven and London: Yale Univer- 
sity Press, 1985. Pp. xiv, 443. $25.00. ISBN 0-300- 
03233-1. JEL 85-0702 

Ten previously unpublished papers by direct 
participants in policy-making. Traces the role of 
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senior advisers to the U.S. President, Secretary of 
State, etc. during the Iranian crisis. Explains the 
difficult human, political, military, and economic 
choices that had to be made and describes the 
interaction of the policymakers with the families 
of the hostages, private individuals, international 
bankers, the media, and public opinion. Papers 
examine the diplomatic, economic, and legal issues 
at stake in the fourteen-month-long crisis, the ne- 
gotiations to resolve it, and possible lessons for the 
future both for policymakers and for lawyers in- 
volved with the issues of international law. The 
editor is with the Council on Foreign Relations, 
Washington, D.C. Index. 

McNaucjHER, Thomas L. Arms and oil U.S mili- 
tary strategy and the Persian Gulf. Washington, 
D.C.: Brookings Institution, 1985. Pp. xiii, 226. 
$26 95, cloth; $9.95, paper. ISBN 0-8157-5624- 
0. JEL 85-0703 

Suggests a U.S. military strategy for the oil-rich 
Persian Gulf, which would take into account the 
need to balance the risks of overinvoKement 
against the risks, of neglect. Argues that the U.S. 
must cultivate the traditional security mechanisms 
of the states on the Arabian Peninsula and cooper- 
ate with allies such as the United Kingdom and 
France, who have been historically involved in 
Gulf security. Discusses the problem ofSoviel mili- 
tary power in the region since 1979 after its inva- 
sion of Afghanistan and in the wake of the Iranian 
revolution. Outlines the use of U.S. forces to deter 
Soviet entry into Iran, including the implications 
for force posture, tactics, and training. Focuses on 
the six peninsular oil states, which roughly hold 
55 percent of the world's known oil reserves, and 
analyzes threats in that area. Discusses possible 
U.S. security roles, how to deal with likely changes 
in the environment, and the use of U.S. forces 
should the quest for stability and peaceful change 
be challenged. The author is Research Associate 
in the Brookings Foreign Policy Studies program. 
Index. 

Rearden, Steven L. History of the Office of the 
Secretary of Defense. Volume 1. The formative 
years, 1947-1950. Washington: Office of the Secre- 
tary of Defense, Historical Office; distributed by 
the U.S.G.P.O., 1984. Pp. xi, 667. 

JEL 85-0704 

A policy history of the Office of the Secretary 
of Defense during its formative years, drawn from 
the office’s internal files and other documentary 
collections. Traces the evolution of the Office of 
the Secretary of Defense from its establishment 
in September 1947 to the outbreak of the Korean 
War in June 1950, during which time two men 


occupied the office, James V, Forrestal and Louis 
A. Johnson. Examines how the office came into 
being, how it operated, and how it dealt with the 
problems of national security. Discusses interna- 
tional affairs, including assistance to Greece, Tur- 
key, and Italy; Israel and the Arab States; the crisis 
in China; the emerging conflict in Southeast Asia; 
and the Berlin Crisis. Examines defense budgets 
for the period, the development of the atomic en- 
ergy program and nuclear weapons, the creation 
of NATO, the Mutual Defense Assistance Program, 
and the policy paper NSC 68 with its program 
of peacetime rearmament. Bibliography; index. 

Stewart, Frances. Basic needs in developing 
countries. Johns Hopkins Studies in Development. 
Baltimore: John.s Hopkins University Press, 1985. 
Pp. ix. 244. $27.50. ISBN 0-8018-2383-8. 

JEL 85-0705 

Di.scusses the implementation of the basic needs 
approach through planning and identifies types 
of political economy that tend to be successful in 
promoting a basic needs approach. Develops a 
macroeconomic planning framework for imple- 
menting basic needs objectives and considers al- 
ternative policies. Examines basic needs achieve- 
ments in recent years in different countries; 
identifies features of "successful” and “unsuccess- 
fur’ basic needs performers and the type of politi- 
cal economy associated with them. Considers per- 
formance on economic and social variables related 
to good and poor basic needs pierformance. Pre- 
sents a detailed case study of Nigeria using the 
previously developed macroeconomic framework. 
Looks at the experience of Tanzania to determine 
whether adjustment programs made necessary by 
the crisis in the world economy need be at the 
expense of basic needs achievements. Finds that 
most countries can improve their basic needs per- 
formance substantially; argues that it is the lack 
of commitment that keeps so many deprived. The 
author is Senior Research Officer, Institute of Com- 
monwealth Studies and Fellow of Somerville Col- 
lege, University of Oxford. Bibliography; index. 

See also: Book Numbers /EL 85-0679, 85-0709, 85- 
0721, 85-0752, 85-0759, 85-0762, 85- 
0774, 85-0811, 85-0843, 85-0862, 85- 
0872, 85-0874, 85-0891 

120 Country Studies 

Ahmed, Viqah and Amjad, Rashid. The manage- 
ment of Pakistan's economy, 1947-82. UGC Mon- 
ograph Series in Economics. Karachi; Oxford; New 
York and Delhi; Oxford University Press, 1984. 
Pp. xi, 315. $21.95, paper. ISBN 0-19-577316-0. 

JEL 85-0706 
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Details the. features of Pakistan’s economy, its 
historical development, and the factors responsi- 
ble for the formulation and implementation of the 
economic policies since Pakistan’s independence 
in 1947, Discusses the basic structural changes that 
have occurred during the last thirty-five years. De- 
scribes advances in the social services since inde- 
pendence.. Describes the economic planning ma- 
chinery in Pakistan and decision-making in 1947- 
58, the 1960.S, and 1970s. Examines agricultural, 
industrial, and commercial policies, and financing 
of economic development over the period. Ahmed 
is Director of Studies, Pakistan Administrative 
Staff College, Ijahore. Amjad is Senior Develop- 
ment Economist in the Asian Employment Pro- 
gramme of the ILO/AHTEP in Bangkok. Index. 

Auboni, Roberto, et ai.. Egypt's economic poten- 
tial. London; Sydney and Dover, N.H.: Croom 
Helm, 1984. Pp. 239. $28.00. ISBN 0-7099-1319- 
2. JEL 85-0707 

Collaborative research project undertaken by 
the Istituto Affari Internazionali on the transfor- 
mation of the Egyptian economy over the past 
decade. Presents an overview of the financial 
structure and economy of Egypt, which covers 
various phases since 1952, during which the econ- 
omy changed from a preindustrialized market sys- 
tem to a planned economy that accelerated in- 
dustrialization and then returned to a market 
economy open to foreign capital and characterized 
by state intervention. Details the structural evolu- 
tion of the Egyptian economy as the industrial cen- 
ter of the Arab world, covering agricultural poten- 
tial, hydrocarbons, human capital and migration, 
the Suez Canal, tourism, and the desert. Discusses 
Egypt’s social equilibrium and global outlook in 
the eighties. Characterizes current posture as one 
of discreet diplomacy aimed at reestablishing close 
relations with moderate Arab countries, maintain- 
ing relations with Israel, and increasing productive 
investments and reducing consumption. Aliboni 
and Giacomo Luciano are at the Institute Affari 
Internazionali. All Hillal Dessouki, Saad Eddin 
Ibrahim, and Piercario Padoan are at the Cairo 
University, the American University (in Cairo), 
and the University of Rome, respectively. Bibliog- 
raphy; index. 

Bardhan, Pranab. The political economy of devel- 
opment in India. Oxford and New York: Black- 
well, 1984. Pp, viii, 118. $24.95. ISBN 0-631- 
13544-8. JEL 85-0708 

Expanded version of the 1982-83 Radhakrish- 
nan Memorial Lectures delivered by the author 
at All Souls College, Oxford. Focuses on political 
and economic constraints, which seem to have 


blocked faster growth of the Indian economy, and 
attempts to discern patterns in events in the politi- 
cal and economic life of India in recent years. Dis- 
cusses the roles of public investment in the agricul- 
tural and industrial infrastructure and of public 
management of capital as key determinants of eco- 
nomic growth. Explores the nature of the Indian 
state and its relationship with society, the kind 
of economic classes that dominate the society, and 
the types of pressures for patronage and subsidies 
that the classes generate. Traces the impact of 
the.se forces on the functioning of the economy 
and the piolity. The author is Professor of Econom- 
ics, University of California, Berkeley. Index. 

Bhattacharya, B. B. Public expenditure, inflation 
and growth: A macro-econometric analysis for In- 
dia. Institute of Economic Growth Studies in Eco- 
nomic Development and Planning, no. 37. Delhi: 
Oxford University Press, 1984. Pp. xxvii, 228. 
$18.95. SBN 19-561713-4, JEL 85-0709 

Econometric analysis of the behavior of 200 
macroeconomic endogenous, exogenous, and pol- 
icy variables, related to inflation and growth of 
the mixed economy of India. Employs an eclectic 
model incorporating elements of Keynesian, neo- 
classical, and dual economy theories of aggregate 
economic activity. Analyzes the effects of major 
policy decisions taken since 1951 and public sector 
behavior at a disagregated level with correspond- 
ing production, employment, and investment 
functions. Traces links between government bud- 
get and other economic parameters and between 
sectoral allocation of public investment and secto- 
ral output and price, using time-series data for the 
period 1950-51 to 1975-76. Suggests that inflation 
in India is more a "real" than a "monetary” phe- 
nomenon. The behavior of sectoral prices has been 
dynamic, and positive price expectation and infla- 
tion during the planning era has been relatively 
mild. The author is Professor of Economics at the 
Institute of Economic Growth, Delhi University. 
Index. 

Economic Council of Canada. Western transi- 
tion. Ottawa; Author; available from Canadian 
Government Publishing Centre, 1984. Pp. x, 260. 
$9.95, Canada; $11.95, other countries, paper. 
ISBN 0-660-11693-6. JEL 85-0710 

Examines the long-term economic prospects for 
the western provinces of Canada: Manitoba, Sas- 
katchewan, Alberta, and British Columbia. Ana- 
lyzes the western provincial economies, their role 
in the confederation, and policies that would en- 
able future growth. Covers policies pertaining to 
forestry management, transportation improve- 
ments, oil and gas development, agriculture, min- 
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eral development, natural resources and tourism, 
manufacturing promotion, and the service sector. 
Lists recommendations. Uses data through 1981, 
and in some instances 1983. No index. 

Ghosh, Pradip K., ed. Developing Africa: A mod- 
ernization perspective. Foreword by Gamam Co- 
rea. International Development Resource Books, 
no. 20. Westport, Conn., and London; Greenwood 
Press, 1984. Pp. xx, 435. $45.00. ISBN 0-313- 
24156-2. JEL8.S-07II 

Seven previously published papers in part one 
examine the experience of third world African 
countries in implementing development plans 
during the 1970s and evaluates their progress in 
attaining long-term objectives of sustained eco- 
nomic growth and improvement in the quality of 
life. Part two includes statistical information and 
a descriptive bibliography of information sources 
related to development in the African countries 
Part three is a select, annotated bibliography of 
books, documents, and periodical articles pub- 
lished since 1970 that are relevant to development 
of the African countries covered in this volume. 
Part four is a directory of information sources The 
papers are by staff members of the Africa Division 
of the World Bank and staff members of the Eco- 
nomic Commission for Africa. Index. 

Ghosh, Pradip K., ed Developing Uitin America- 
A modernization perspective. Foreword by Ga- 
MANi Corea. International Development Re- 
source Books, no. 19. Westport, Conn., and Lon- 
don: Greenwood Press, 1984. Pp. xxii, 416. $45.00 
ISBN 0-313-24155-4. /EL 85-0712 

Five previously published country studies docu- 
ment and analyze the current trends in the devel- 
opment of Latin American developing countries 
and evaluate the progress during the past decade 
in attaining long-term objectives of sustained eco- 
nomic growth and improvement in the standard 
of living. Also includes: statistical information and 
a descriptive bibliography of information sources 
related to development in Latin America; a select, 
annotated bibliography of books, documents, and 
periodical articles published since 1970 relevant 
to Latin American development; and a directory 
of information sources. Four of the papers are writ- 
ten by the staff of the Inter-American Develop- 
ment Bank. Index. 

Ghosh, Pradip K., ed. Developing South Asia: A 
modernization perspective. Foreword by Gamani 
Corea. International Development Resource 
Books, no. 18. Westport, Conn., and London. 
Greenwood Press, 1984. Pp. xxii, 582. $55.00. ISBN 
0-313-24154-6. }EL 85-0713 


Resource book written to document, analyze, 
and evaluate trends in the development of South 
Asian developing countries and to provide re- 
searchers with sources of information and availa- 
ble data related to the development of the South 
Asian countries of India, Bangladesh, Pakistan, Sri 
Lanka, and Nepal. Contains eight reprinted arti- 
cles from the June 1979 and June 1980 issues of 
Economic Bulletin for Asia and the Pacific, which 
examine the experience of the South Asian coun- 
tries in implementing development plans during 
the 1970s and draw conclusions for policy action 
during the years ahead. Also includes: statistical 
information and a descriptive bibliography of in- 
formation .sources; a select, annotated bibliogra- 
phy of books, documents, and periodical articles 
published since 1970; and a directory of informa- 
tion .sources. The editor is President of the World 
Academy of Development and Cooperation, 
Washington, D.C. Index 

CoLDsiEiN, Steven M.; Sears, Kathrin and 
Bush, Richard C. The People's Republic of 
China. A basic handbook. Fourth edition. New 
York (Council on International and Public Affairs 
in cooperation with the China Council of the Asia 
Society, distributed by Learning Resources in In- 
ternational Studies, New York, [1975] 1984. Pp. 
xiii, 164. Paper. ISBN 0-936876-17-4. 

JEL 85-0714 

Expanded and updated, this handbook provides 
information to assist representatives of the media, 
teachers, students, business executives, govern- 
ment officials, and the public in general in under- 
standing the China of today. The chapters detail 
facts about the land and the people; the history 
of the Chinese revolution; China after Mao; for- 
eign relations and national defense; economic de- 
velopment and foreign trade; material welfare, ed- 
ucation, and public health; and daily life. Goldstein 
and Sears are members of the China Council of 
the Asia Society. Bush is a member of the House 
Committee on International Affairs. No index. 

Harrison, Joseph. The Spanish economy in the 
twentieth century. New York: St. Martin’s Press, 
1985. Pp. 207. $32.50. ISBN 0-312-74988-0. 

JEL 85-0715 

Surveys the economic development and prob- 
lems of Spain from the First World War until the 
present in the context of the general economic 
and political trends of the time. Describes the pre- 
dominantly agrarian economy at the start of the 
century. Considers economic conditions during 
World War 1 and under the Prime de Rivera dicta- 
torship (1923-30). Discusses the Second Republic 
(1931-^6), the Civil War, and the Franco regime; 
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the isolation period (1939-59), and the stabilization 
and recovery period (1959-mid-70s). Describes 
the political transition and economic problems 
from the mid-TOs to the present. The author is a 
Lecturer in Economic History, University of Man- 
chester. Bibliography; index. 

IltCKS, J. R.; MUKHERJEK, M. AND GHOSH, SYAMAI. 
K. The framework of the Indian economy: An in- 
troduction to economics Delhi; Oxford; New York 
and Toronto; Oxford University Press, 1984. Pp. 
xi, 312. $9.9.5, paper. JEL 85-0716 

Introductory textbook in economics and in In- 
dian economics. Adaptation of the fourth edition 
of The Social Framework (Oxford, 1971) by J. R. 
Hicks, with alterations to accommodate some 
structural features of developing economies and 
particularly the Indian economy. Replaces British 
data with Indian data and includes additional 
chapters and sections on the Indian economy. In 
five parts; the productive process, the factors of 
production; labor and capital, the social product, 
and social accounting. Hicks was formerly Drum- 
mond Professor of Political Economy, University 
of Oxford. Mukherjee is Visiting Professor at the 
Indian Statistical Institute, Calcutta. Ghosh is at 
the Indian Institute of Management, Calcutta. In- 
dex. 

KuburSI, Atif a. Oil, industrialization and devel- 
opment in the Arab Gulf states. London; Sydney 
and Dover, N.H.: Groom Helm, 1984. Pp. 144. 
$28.00. ISBN 0-7099-1566-7. JEL 85-0717 
Explores the development potential of the Gulf 
region within a framework of cooperation among 
the Gulf Co-operation Council (GCC) countries 
(Saudi Arabia, Kuwait, Bahrain, Qatar, UAE, and 
Oman) and within the broader context of Arab 
development. Argues that economic development 
in the GCC region is inseparable from economic 
development in the Arab world at large. Provides 
a macroeconomic perspective of the Arab Gulf 
states and the region. Discusses oil and gas and 
downstream activities and considers the prospects 
and problems of diversification with limited water 
and labor resources. Examines agricultural activity 
and industrialization as sectors for further devel- 
opment. Formulates a development strategy for 
the region based on the premise that it is essential 
that the GCC economy be diversified before oil 
supplies are depleted. The author is Professor of 
Economics, McMaster University, Ontario. In- 
dex. 

Landau, Zbigniew and Tomaszewski, Jerzy. The 
Polish economy in the twentieth century. Transla- 


tion. Translated by Wojciech Roszkowski. New 
York; St. Martin’s Press, 1985. Pp. vi, 346. $32.50. 
ISBN 0-312-62019-5. JEL 85-0718 

An account of the economic development and 
problems of Poland from the end of World War 
I to the present. Covers three periods of Polish 
history, independent Poland (1918-39), the Nazi 
occupation (1939-44), and People’s Poland (1944- 
80), considering trends in population, industry, ag- 
riculture, finance, domestic trade, foreign eco- 
nomic relations, and living conditions. Concludes 
that the economic crisis that began in 1979 is a 
crisis of certain methods of rule and that for a 
policy to be successful, it must have social ap- 
proval, which the authors contend requires de- 
mocrabzation of the decisionmaking with all the 
necessary consequences in the system of institu- 
tions and information. Underscores the introduc- 
tion of self-financing investments, an increase in 
wages, and elimination of easy budgetary subsi- 
dies. Landau is Full Professor of Economics at 
the Central School of Planning and Statistics, 
Warsaw. Tomaszewski is Professor of Political 
Sciences at the University of Warsaw. Bibliogra- 
phy; index. 

Melitz, Jacques and Wyplosz, Charles, eds. The 
French economy Theory and policy. Westview 
Special Studies. Boulder, Colo., and London; West- 
view Press, 1985. Pp. ix, 386. $30.00, paper. ISBN 
0-8133-7021-3. JEL 85-0719 

Proceedings of a conferance held at the Institut 
Europ6en d’Administration des Affaires (INSEIAD) 
at Fontainebleau in July 1982. Nine previously un- 
published papers with comments focus on the 
abrupt break in macroeconomic performance in 
the 1970s from sustained growth with reasonable 
stability to high and rising inflation and unemploy- 
ment. An opening essay presents an overview of 
the French economy during the 1970s. Essays dis- 
cuss, among other macroeconomic issues, real 
wage profitability of capital, employment, and 
structural adjustment, including an intertemporal 
disequilibrium model for maintaining full employ- 
ment. Other topics are: the franc, capital controls, 
and fiscal and monetary policies under a flexible 
exchange-rate system. A roundtable discussion in- 
cludes general comments on the French economy. 
The contributors are mainly economists. The edi- 
tors, respectively, are at the Institut des Etudes 
Politiques and Institut Europ^en d’Administration 
des Affaires. No index. 

Mikkelsen, Arne, et al. Economic growth in i 
Nordic perspective. Copenhagen: Danish Eco 
nomic Council and the Institute for Future 5tu<i 
ies, in cooperation with institutes at Helsinki, Bei 
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gen, and Stockholm, 1984. Pp, 373. Paper. ISBN 
951-9205-89-6. JEL 85-0720 

Analyzes the differences in policy responses to 
the environmental disturbances of the 1970s by 
the four Nordic countries: Denmark, Finland, Nor- 
way, and Sweden. The first part consists of an ex- 
amination of economic growth in the Nordic coun- 
tries collectively, including economic forecasts to 
1987 and policy options; a discussion of the slow 
growth of the international economy in the me- 
dium term; and assessments of the economic situa- 
tion in each country individually. The second part 
contains seven special studies written by staff 
members of the cooperating Nordic institutes. 
Topics are: the largest Nordic manufacturing com- 
panies, Nordic engineering industries and the Nor- 
wegian offshore market, industrial subsidies, 
trends in total factor productivity in Finnish and 
Swedish industries, a comparison of the external 
value of Nordic currencies, export performance, 
and intra-Nordic trade. The third part is a statisti- 
cal supplement (1950-82), which contains data on 
export specialization and on each of the Nordic 
economies. Coauthors are: Pentti Vartia, Gunnar 
Eliasson, and Arne Selvik. No index. 

Ngo, Manh-Lan, ed. Unreal growth: Critical studies 
on Asian Development. 2 vols. New Delhi; Hindu- 
stan Publishing, 1984. Pp. xxx, 561; xviii, 568-898. 
cloth; paper. JEL 85-0721 

Forty-two previously unpublished papers pre- 
sented in two volumes assess issues involved m 
formulating development strategies in Asia, focus- 
ing on analysis of failures in the programmes and 
policies for economic growth and social develop- 
ment. Questions, from a class approach, those eco- 
nomic models and policies that have aggravated 
social inequalities and injustice and have moved 
the Asian countries from the goal of self-reliance 
and national independence, both political and eco- 
nomic. Emphasis is placed on the characteristics 
of the international environment. Organized in 
four parts, two in each volume, covering Asia in 
world politics, its industrial and agricultural de- 
velopment, and theoretical issues involved in stra- 
tegic alternatives for development. Discussions 
include the topics of; world crisis and the in- 
ternational division of labor, the politics of transna- 
tional corporations, foreign policy and develop- 
ment, trends of global strategies, monopoly in de- 
veloping countries, foreign capital and social 
change, historical transitions and modernization 
policies, structural changes in agriculture, the 
Green revolution, and strategic approaches to ag- 
riculture. The contributors are mainly economists. 
The editor is Director of UNITAR Programme 
Strategies for the Future of Asia. Index. 


Peet, Richard. Manufacturing industry and eco- 
nomic development in the SADCC countries. With 
an introduction by Phil O’Keefe and Barry 
Munslow. Energy, Environment and Develop- 
ment in Africa series, no. 5. Stockholm; The Royal 
Swedish Academy of Sciences, Beyer Institute; 
Uppsala, Sweden; The Scandinavian Institute of 
African Studies, 1984. Pp. xi, 119. Skr 75.-. ISBN 
91-7106-233-5. JEL 85-0722 

Examines the economic structure, historical 
movement, and possible future development of 
the Southern African Development Coordinating 
Conference (SADCQ region as a whole and its 
individual constituent countries, including their 
future industrial demand for energy. Compares 
scenarios resulting from alternative plans for the 
region's development and derives projections of 
economic and industrial growth for a range of lev- 
els and typies of development. Concludes that, 
while manufacturing is a rapidly growing sector 
in the southern African region, it is mainly of the 
“light” industrial type, making consumer goods, 
with only Zimbabwe having a large and well-struc- 
tured heavy industrial base producing capital 
goods. As a result the demand for energy in the 
region is correspondingly low, as light industry 
uses less energy However, this characteristic also 
reduces the indigenous capacity to improve pro- 
ductivity through the building of machines and 
construction of infrastructure. Stresses increased 
industrial production as the way to create a stable 
form of development, controlled in terms of speed 
and direction of movement Index. 

Reynolds, Lloyd G. Economic growth in the Third 
World, 1850-1980. Economic Growth Center se- 
ries. New Haven and London: Vale University 
Press, 1985. Pp. xii, 469. ISBN 0-300-03255-2. 

JEL 85-0723 

Comparative study of long-term economic 
growth m third world countries over the period 
1950-80 based on information gleaned from a re- 
view of country-specific and related literature 
written by economists and economic historians. 
Outlines the growth experiences of 41 countries 
(for the most part, those with a population of more 
than ten million in 1980) in Asia, Africa, and Cen- 
tral and South America. Develops a systematic 
framework for analysis, which uses the concept 
of economic growth (an increase in capacity to 
produce), and identifies three chronological stages: 
an era of extensive growth, followed (in cases of 
success) by a turning point, followed by an era 
of intensive growth. Relies on national time series 
analysis to as great an extent as possible. The first 
part of the book introduces the framework. The 
second and third parts contain individual country 
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analyses, dividing the countries into early develop- 
ers (1850-1950) and recent developers (1950-80). 
The fourth part presents and comparatively ana- 
lyzes aggregate measures of growth performance 
for all countries from 1950-80 and assesses the 
impact of political variables on country growth 
performances. The author is Sterling Professor 
Emeritus of Ekionomics, Yale University. Bibliogra- 
phy; index. 

See oho. Book Numbers JEL 85-0677, 85-0683. 85- 
0690, 85-0775, 85-0785, 85-0795. 85- 
0797, 85-0834, 85-0842, 85-0853, 85- 
0860, 85-0871, 85-0885 

130 Economic Fluctuations; Forecastinc; 
Stabilization; and Inflation 

Bowers, David A, An introduction to business cy- 
cles and forecasting. Beading, Mass.; Don Mills, 
Ontario; Wokingham, England, and Sydney: ,^ddi- 
son-Wesley, 1985. Pp. ix, 390. ISBN 0-201-10163- 
7. JEL 85-0724 

Textbook for advanced undergraduate and 
graduate students. Considers business fluctuations 
in historical context and the relevance of funda- 
mental and advanced economic theory to the 
study of fluctuations in the overall level of eco- 
nomic activity. Covers real world applications of 
economic theory, from time series analysis to cycli- 
cal behavior of aggregate demand components; 
discusses national economic policy, contemporary 
macroeconomic forecasting, and the business cycle 
in the context of international trade and finance, 
with emphasis on the impact of differing exchange 
rate arrangements on the transmission of cyclical 
fluctuations. Chapters include discussion questions 
and recommended reading. The author is at Case 
Western Reserve University. Index. 

Eucken, Walter and Bcihm, Franz, eds. ORDO. 
Jahrbuch fiir die Ordnung von Wirtschaft und 
Geselhchaft. Band 35. Stuttgart and New York; 
Fischer, 1984. Pp. xiv, 376. DM 98,-, paper. ISBN 
3-437-50280-8. JEL 85-0725 

Twelve articles, nine in German (with English 
summaries) and three in English, and thirteen dis- 
cussions, all presented in German. The nine Ger- 
man-language papers cover government expendi- 
tures, reform of the German statutory health 
insurance, the financial situation of the German 
Federal Postal Service, agricultural and financial 
policy of the EEC, German stabilization poUcy 
making, distribution of goods, comments on Ota 
M’s ‘‘Humme Economic Democracy,” buying 
power as an instrument for adjustment tO StTUC’ 
tural changes: the case of food retailing, and eco- 
nomic conaideratlons concerning the reform of the 


German Bankruptcy Act. The three papers in En- 
glish cover the shadow economy as a challenge 
to the welfare state (M. E. Streit), the new protec- 
tionism (Gerard Curzon and Victoria Price), and 
macroeconomic policy coordination issues under 
flexible exchange rates (Thomas D. Willet). Name 
and subject indices. 

Fishbein, Wahben H. Wage restraint by consensus: 
Britain's .search for an incomes policy agreement, 
1965-79. Boston; London and Melbourne; Rout- 
ledge & Kegan Paul, 1984. Pp. vii, 295. $35.00. 
ISBN 0-7102-0074-9. JEL 85-0726 

Descriptive analysis of three attempts to intro- 
duce consensus incomes policies in Britain by: the 
Wilson Labour Government (1964-70), the Heath 
Conservative Government (1970-74), and the Wil- 
son-Callaghan Labour Government (1974-79). 
Identifies the broad political and economic factors 
that influenced trade union decisions to support 
or oppose restraint policies. Assesses the prospects 
for controlling inflation, particularly over the long- 
run, through a consensus incomes policy. Discusses 
the problems involved in mobilizing trade union 
support for incomes policies and the logic underly- 
ing the consensus approach to wage restraint. Ar- 
gues that the pursuit of long-term trade union sup- 
port for wage restraint in Britain has been 
unsuccessful. Although the alternative strategy of 
monetary restraint produces higher rates of unem- 
ployment and lower rates of economic growth 
than an effective incomes policy, such a policy will 
not function effectively without sustained trade 
union support. The author is an international af- 
fairs analyst. Bibliography; index. 

Fheeman, Christopher, ed. Long waves in the 
world economy. London and Dover, N.H.; Pinter, 
1984. Pp. viii, 245. $25.75, cloth; $12.50, paper. 
ISBN 0-86187-46B-8. JEL 85-0727 

Seventeen papers, five previously unpublished, 
reflect the growing interest in long waves or Kon- 
dratiev cycles in the development of the economy 
Many of the papers examine the issue of whethei 
there is a connection between technical innova 
tion and long waves of economic development- 
some investigate the relationship between majo 
innovations and intervals of expansion, and othei 
repudiate the view that innovation is the mgjc 
factor in any satisfactory theoretical explanah'or 
The first two papers provide a survey of recen 
contributions to long wave theory and a review 
of contributions made by Dutch economists to tV 
development of long wave theories. Most of tl 
papers were published in a special issue of Futw 
in 1981. The contributors are economists. Thee 

tor is Deputy Director of the Science PoUcf 
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search Unit at the University of Sussex. Glossary; 
no index. 

Furtado, Celso. No to recession and unemploy- 
ment; An examination of the Brazilian economic 
crisis. Translated by Sue Branford. London: 
Third World Foundation for Social and Economic 
Studies; distributed by the Duke University Press, 
Durham, N.C., 1984. Pp. xxi, 77. $5.00, paper. 
ISBN 0-907962-27-0. JEL 85-0728 

Translation of Nao: Nao a Recessao e ao desem- 
prego, a collection of six articles and searches, 
which the author wrote while advising the Partido 
do Movimento Democriitico Brasileiro (a legal op- 
position political party in Brazil). Some of the au- 
thor's ideas are that Brazil should break away from 
the guardianship of the IMF and decide to what 
extent it will honor its foreign financial commit- 
ments; better coordinate its economic system to 
increase productivity; rebuild the instruments of 
economic policy making; change the development 
model; and direct the benefits of industrialization 
to the whole population. The author is Director 
of Research, Institut de Hautes Etudes en Sciences 
Sociales, University of Paris. No index. 

Gamble, A. M. and Walkland, S. A. The British 
party system and economic policy, 1945-1983; 
Studies in adversary politics. Foreword by J. E. 
S. Hayward. Oxford; New York; Toronto and 
Delhi: Oxford University Press, Clarendon Press, 
1984. Pp. x, 196, $29.95, cloth; $1 1.50, paper, ISBN 
0-19-876174-0, JEL 85-0729 

Examines British post- 1945 fiscal and monetary 
policy and economic planning. The focus is on the 
British party system and its relationship to social, 
industrial, administrative, and constitutional fac- 
tors. Evaluates the evidence for and against the 
adversary politics thesis that the manner in which 
the political system works and the kind of public 
choices that emerge from it in the form of govern- 
ment economic policies had an unfavorable im- 
pact on the overall performance of the economy 
Each author presents a separate conclusion. Walk- 
land concludes that Britain suffers from a closed 
political process, elitist and unresponsive, with se- 
crecy and lack of public debate surrounding gov- 
ernment operation. Gamble argues that the sys- 
tem of adversary politics was "one of the most 
successful creations of Conservative statecraft," 
which helped prevent the emergence of a radical 
alternative to Conservatism. The authors are at 
the University of Sheffield. Select bibliography; in- 
dex. 

Hughes, James J. and Perlman, Richard, The eco- 
nomics of unemployment: A comparative analysis 


of Britain and the United States. New York and 
London: Cambridge University Press, 1984. Pp. 
xiii, 258. $39.50, cloth; $12.95, paper. ISBN 0-521- 
26788-9. JEL 85-0730 

Discusses unemployment as a chronic economic 
problem confronting both the United Kingdom 
and the United States. Analyzes methods of mea- 
surement of the number of people unemployed, 
classification of unemployment types, definition of 
unemployment, its relationship with inflation, the 
relationship between minimum wages and unem- 
ployment experience, costs of unemployment, and 
unemployment as a consequence of inadequate 
demand. Underscores incomes policy as a deter- 
rent to the acceleration of the wage inflation rate, 
principally advocating pay determination as the 
appropriate focal point of economic policy mak- 
ing. Hughes is Reader in Economics at the Univer- 
sity of Kent. Perlman is Professor of Economics 
at the University of Wisconsin, Milwaukee. Index. 

Labys, Walter C. and Pollak, Peter K. Com- 
modity models for forecasting and policy analysis. 
Groom Helm Commodity series. New York: 
Nichols; London and Sydney: Groom Helm, 1984. 
Pp. Vi, 209. $38.50. ISBN 0-89397-193-6 

JEL 85-0731 

Overview of the nature of commodity models 
and their different applications as tools for fore- 
casting and policy analysis. Discusses modeling 
methods — their advantages, limitations, and com- 
modity specific implications. Considers the defini- 
tion, distribution, and structure of commodity 
markets including price movements and their role 
in international trade and economic development. 
Examines the process of validating and judging 
the performance of commodity models. Presents 
a bibliography of more than 400 commodity mod- 
els currently or previously constructed, featuring 
some 80 commodities traded on national and inter- 
national markets, special commodity categories, 
and methodologies employing econometric mar- 
ket models, econometric process models, interin- 
dustry models, spatial equilibrium models, recur- 
sive and integer programing models, system 
dynamics models, and general systems nK)dels. 
Labys is Professor of Resource Economics, GoUege 
of Mineral and Energy Resources at West Virginia 
University. Poliak is an economist in the Gonimod- 
ities and Exports Projections Division. Index. 

Manning, Ian. Incomes and policy. Sydney; Lon- 
don and Boston: Allen & Unwin, 1985. Pp. ix, 192. 
ISBN 0-86861-063-1. JEL 85-0732 

Argues that governments cannot avoid having 
"incomes policies” because they possess consjdeYa- 
ble powers of influence over incomes, which stre 
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both varied and pervasive. Focusing on Australia, 
the author examines the concepts of justice in ex- 
change and in distribution, both of which are com- 
monly used to assess the fairness of income pat- 
terns. Also discusses the principle of equality of 
opportunity and describes naive incomes policies. 
Analyzes definitions of national income and the 
sources of individual incomes and of family in- 
comes. Concludes that justice in exchange and jus- 
tice in distribution can only be finally reconciled 
through tax and social security systems; in addition 
contends that a guaranteed income scheme is 
likely to provide the best framework for policy 
on incomes. The author is Research Fellow at the 
Institute of Applied Exjonomic and Social Research 
in Melbourne, Australia. Bibliography; index. 

PPAKASH, Om. Quided incomes policy. New Delhi; 
Sterling, 1983. Pp. vi, 214. Rs 90.-. 

JEL 85-0733 

Study of incomes jxjlicy as a useful and desirable 
means of controlling prices. Discusses aspects of 
incomes policy connected with the precepts of so- 
cioeconomic justice, perspectives of change, and 
practices relevant to the rationalization of income 
distribution. Focuses on the attainment of status 
quo stability (through voluntary restraint, statu- 
tory pay pause, indexation, etc.) beyond what 
could be attained through traditional toots of fiscal 
and monetary policies. Stresses guiding the econ- 
omy to a more judicious pattern of income distri- 
bution, which is able to establish a viable relation- 
ship between effort, reward, and need. Discusses 
the basic concepts of an incomes policy, justice, 
liberty, and equality. Considers socioeconomic, 
technological, institutional and infrastructural, and 
human resource change. EIxamines the nature of 
income distribution and incomes policies, an in- 
comes policy for India, and incomes policy and 
human welfare. Concludes that an incomes policy 
holds promise for promoting equity, provided the 
politico-administrative structure has a "critical 
minimum” of objectivity and operational effi- 
ciency. The author is Professor, University of Ra- 
jasthan, Jaipur, India. Index. 

Shone, Ronald. Issues in macroeconomics. Oxford; 
Robertson; New York; Blackwell, 1984. Pp. iii, 230. 
$29.95, cloth; $14.95, paper. ISBN 0-85520-535- 
0. JEL 85-0734 

Written to guide students and readers on the 
application of reasoning and tools to problems that 
face the British economy. Concentrates on the 
British economy since 1945. Each chapter centers 
around a 3p>ecific issue or problem area and pres- 
ents atiswers that have been suggested by alterna- 
tive economic views. One of the purposes of the 


book is to illustrate that there are no “right” an 
swers and that much depends on the model usee 
one’s basic beliefs, institutional arrangements, etc 
The problems discussed are; unemployment ant 
inflation, monetary policy, fiscal policy, and man 
agement. Each problem area is analyzed as to in 
struments and targets, model, time, governmen 
and private involvement, political acceptability 
institutions involved, and effectiveness of solution: 
adopted. Contains end of chapter questions. Ths 
author is Senior Lecturer in Economics, Universit' 
of Stirling. Bibliography; author and subject in 
dices. 

Wallis, Kenneth F., ed. Models of the UK econ 
omy: A review by the £SRC Macroeconomu 
Modelling Bureau. Oxford; New York; Torontc 
and Melbourne; Oxford University Press, 1984. Pp 
158. $24.95, cloth; $10.95, paper. ISBN 0-19- 
828501-9. JEL 85-0731 

First in a planned annual series of systematii 
appraisals of models being developed with suppor 
from the Economic and Social Research Council 
These include the Cambridge Growth Project, the 
City University Business School, Liverpool Univer 
sity, the London Business School, the National In 
stitute of Economic and Social Research, and He 
Majesty’s Treasury. Presents the econometric 
framework and an outline description of eacl 
model. Examines the overall properties of the 
models through simulation exercises and dynamii 
multiplier analysis. Explains variations betweer 
forecasts in terms of different assumptions regard 
ing exogenous inputs, the influence of judginen 
on the forecasts, and differences between the un 
derlying economic models. Clarifies and contrast; 
the labor market sectors of the six models. Exam 
ines how appropriate five U.K. models are for an 
swering some common questions about fiscal anc 
monetary policy. The authors are members of the 
Macroeconomic Modelling Bureau at the Univer 
sity of Warwick. No index. 

Wilson, Thomas. Inflation, unemployment, anc 
the market. Edited, with an introduction bj 
M. C. MacLennan. New York; Oxford; Torontc 
and Delhi; Oxford University Press, Clarendor 
Press, 1984. Pp. 272. $29.95. ISBN 0-19-828468- 
3. JEL 85-073t 

Thirteen essays, all but four previously pub 
lished, collected to mark the author’s retiremen 
in 1982. Covers two themes — the theoretical foun 
dations of policy and the respiective roles of the 
market and the. state in economic activity. Th 
essays concern how far theory can provide guid 
ance to policymakers confronted with a world o 
uncertainty and with administrative and politica 
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constraints. Topics include: current theoretical 
controversies relating to how to bring about recov- 
ery in output and employment; monetarism and 
the Thatcher government Medium Term Finan- 
cial Strategy; financing the welfare state; the ques- 
tion of a repetition of the world-wide depression 
of 1929-33; a plea for the relevance of Robertso- 
nian economics; the effectiveness of devaluation 
in reducing foreign deficits; instability and the rate 
of growth; the case for monetary policy; the theory 
of effective demand; the price of oil as a case of 
negative marginal revenue; perfect competition 
and the Paretian rules; and the inadequacy of the 
theory of the firm and Paretian welfare economics. 
The author recently retired from the Adam Smith 
Chair of Political Economy at the University of 
Glasgow. Index. 

Zambell, Richard G. Hyperinflation or depres- 
sion? West Palm Beach, Fla.: Weiss Research, 
1984. Pp. vii, 155. $19.95. ISBN 0-9613048-3-9. 

JEL 85-0737 

Presents forecasts generated from an operation 
forecast system consisting of linked weekly, 
monthly, and quarterly econometric models of the 
U.S. economy. Discusses the opportunities and 
constraints under which the U.S. economy and po- 
litical system operate and will operate during the 
current and next 60 years, presenting four scenar- 
ios: severe depression, double-digit inflation, roller 
coaster depression, and rampant inflation. Dis- 
cusses characteristics of the 40-60 year long wave 
and the 150 year world supremacy cycles. Con- 
tends that a depression in the 1980s is very possible 
as the United States enters the final wave of its 
supremacy cycle and the wave's late stage. Con- 
tends that the weakening of its political and eco- 
nomic power base during the 1970s and into the 
twenty -first century presents the United States 
with a challenge to its supremacy in world leader- 
ship. The author is Director of Economic Research 
at Weiss Research, Inc., West Palm Beach, Florida. 
Bibliography; no index. 

See also: Book Numbers JEL 85-0653, 85-0654, 85- 
0696, 85-0710, 85-0719, 85-0750, 85-0773 

200 Quantitative Economic Methods 
and Data 

210 Econometbic, Statistical, and 
Mathematical Methods and Models 

Van Dijk, N. M. Controlled Markov processes: Time 
discretization. CWI Tract, no. 11. Amsterdam: 
Centre for Mathematics and Computer Science, 
1984. Pp. 166. f 23.80, paper. ISBN 90-6196-280-3. 

JEL 85-0738 


Concerned with the approximation of controlled 
Markov processes with continuous-time parameter 
by controlled Markov processes with discrete-time 
parameter. Presents a general method of approxi- 
mating continuous-time controlled Markov pro- 
cesses and related functions such as expected costs. 
Focuses on an approach that yields convergence 
of discrete-time approximations as the step size 
tends to 0 and which also provides rates of conver- 
gence or bounds. Revised part one of author’s doc- 
toral thesis submitted to the Institute of Applied 
Mathematics at the University of Leiden. Author 
index; symbol index; subject index. 

Hamburg, Morris. Basic statistics: A modem ap- 
proach. Third edition. San Diego; London; Sydney 
and Toronto: Harcourt Brace Jovanovich, [1974, 
1979] 1985. Pp. X, 548. $28.95. ISBN 0-15-505113- 
X. JEL 85-0739 

Revised and updated textbook designed as a one 
semester or two quarter introductory course in 
statistics for business and public administration 
students, which may also be used by students in 
the liberal arts and sciences. Places emphasis on 
the reasoning and logic underlying statistical con- 
cepts and techniques and on the interpretation 
and use of statistical results. Uses a noncalculus 
format. Topics covered fall under the general 
headings of descriptive statistics, probability, sta- 
tistical inference, and statistical decision theory. 
Elxercises are included at the ends of individual 
chapter sections, with answers to odd-numbered 
exercises at the end of the book. Appendices in- 
clude statistical tables; symbols, subscripts, and 
summations; and short cut formulas. A solutions 
manual and study guide are available. The author 
is at the Wharton School, University of Pennsylva- 
nia. Bibliography; index. 

Hausman, Jerry a. and Wise, David A., eds. Social 
experimentation. National Bureau of Economic 
Research Conference Repiort. Chicago and Lon- 
don: University of Chicago Press, 1985. Pp. viii, 
292. $33 00. ISBN 0-226-31940-7. 

JEL 85-0740 

Eight papers with comments, all previously un- 
published, from a conference held in 1981 spon- 
sored by the National Bureau of Economic Re- 
search. Addresses the question of the success of 
social experiments in achieving the primary goal 
of providing precise estimates of the effects of a 
proposed government policy. Four papers cover 
residential electricity time-of-use pricing experi- 
ments, housing behavior and the experimental 
housing-allowance program, income-maintenance 
policy and work effort, and inacro- and micro-ex- 
periments for health policy. The other papers con- 
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cern questions of statistical and econometric meth- 
odology with respect to social experiments, and 
the question of how the output of the experiments 
is actually used in policy formulation. The con- 
tributors are mainly economists. Hausman is Pro- 
fessor of Economics at the Massachusetts Institute 
of Technology and Wise is John F. Stambaugh Pro- 
fessor of Political Economy at the John F. Kennedy 
School of Government, Harvard University. Au- 
thor and subject indices 

Hendry, David F and Wallis, Kenneth F., eds. 
Econometrics and quantitative economics. Oxford 
and New York: Blackwell, 1984. Pp 342. $34.95. 
ISBN 0-631-13797-1. JEL 85-0741 

Nine papers reflect a change in emphasis in 
econometrics from estimation to modeling. Con- 
tains a reprint of J. D. Sargan's 1964 papier, "Wages 
and Prices in the United Kingdom: A Study in 
Econometric Methodology,” as a precursor in con- 
fronting issues of modeling and integrating eco- 
nomic theoretical insights into practical models 
The editors note that the chapters represent the 
mixture of economic theory, econometric analysis, 
and data evidence needed to construct useful 
quantitative economic models. Stephen J. Nickell 
offers a framework for models of wages and em- 
ployment. Andrew C. Harvey investigates the sta- 
tistical formulation and analysis of models for char- 
acterizing time-series data. Jean-Frani?ois Richard 
discusses classical and Bayesian inference in in- 
complete simultaneous equation models. Adrian 
R. Pagan considers model evaluation by variable 
addition, and Grayham E. Mizon looks at the en- 
compassing approach in econometrics. Pravin K. 
Trivedi analyzes modeling strategies for time-se- 
ries data when the prior information about the 
precise equation specification is uncertain. David 
F. Hendry analyzes the behavior of house prices 
in the United Kingdom. Meghnad Desai reviews 
developments in the modeling of wages and 
prices. Also contains a list of the published works 
of J. D. Sargan. Contributors are economists. Hen- 
dry is Professor of Economics, University of Ox- 
ford, and Wallis is Professor of Econometrics, Uni- 
versity of Warwick. Author index. 

Kohler, Heinz. Statistics for business and econom- 
ics. Glenview, 111., and London; Scott, Foresman, 
1985. Pp. Irregular. $29.95. ISBN 0-673-15822- 
5. JEL 85-0742 

AppUcations-oriented textbook designed for an 
introductory course in statistics. Divided into five 
parts: (1) descriptive statistics; (2) analytical statis- 
tics (the foundations of inference); (3) analytical 
statistics (basic inference); (4) analytical statistics 
(advanced inference); and (5) speoial topics for 
business and economics, including time series and 


forecasting, index numbers, and decision theory. 
Practice problems, analytical examples, “close- 
ups” on the use of statistics, and biographical 
sketches of scholars who developed specific statisti- 
cal theories are integrated into the structure of 
the text. Chapters also include summaries, key 
terms, and selected references. A student work 
book and an instructor’s manual are available. Cal- 
culus is not a prerequisite. The author is at Am- 
herst College. Glossary; subject and name indices. 

Moskowitz, Herbert and Wright, Gordon P. 
Statistics for mananement and economics Colum- 
bus; Toronto; London and Sydney; Merrill, 1985. 
Pp. xiii, 786. ISBN 0-675-20211-6. 

JEL 85-0743 

Introductory textbook for a one- or two-semes- 
ter or a one-quarter undergraduate course; covers 
basic concepts and skills in probability, statistics, 
and decision analysis as they apply to problems 
in management and economics. Written for stu- 
dents with little or no familiarity with probability 
and statistics, but some knowledge of calculas. Or- 
ganized as follows: descriptive statistics; probabil- 
ity concepts and models; classical inference (sam- 
pling, estimation, hypothesis testing); forecasting 
(regression, correlation, analysis of variance); and 
decision analysis. Each chapter begins with in- 
structional objectives and is supplemented with 
summaries, key concepts, review problems (and 
answers), exercises, and a data base analysis. Each 
major section of the text concludes with case study 
problems, including computer problems. Instruc- 
tor’s manual is available. The authors are at the 
Krannert Graduate School of Management, Pur- 
due University. Index. 

VAN DER Ploec, FREDERICK, ed. Mathematical 
methods in economics. Wiley Interscience publica- 
tion. Handbook of Applicable Mathematics Guide- 
books series, no. 6. Chichester, England; New 
York; Brisbane and Toronto: Wiley, 1984. Pp. xix, 
580. ISBN 0-471-90422-8. JEL 85-0744 

This guidebook to the six core volumes of the 
Handbook of Applicable Mathematics contains 
twenty papers describing how mathematics is used 
as a tool in economics. Mathematical methods are 
cross referenced to the appropriate section in one 
or more of the six core volumes of the Handbook. 
Articles are arranged in six parts: disaggregated 
approaches to economics, macroeconomic behav- 
ior, macroeconomic models, microeconomics, eco- 
nomic methodology, and optimization over space 
and time. The contributors are economists. The 
editor is at the Lpndon School of Economics and 
Political Science and Darwin College, University 
of Cambridge. Index. 

Thiemann, J. G. F. Analytic spaces and dynamic 
programming: A measure-theoretic approach. 
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CWl Tract no. 14. Amsterdam: Centre for Mathe- 
matics and Computer Science, 1985. Pp. v, 96. 
f 14.30, paper. ISBN 90-6196-285-4. 

JEL 85-0745 

Presents a measure-theoretic alternative to ana- 
lytic topological spaces, which are used in dynamic 
programing to avoid some measurability prob- 
lems. Describes measure-theoretic prerequisites, 
including universal measurability and the Souslin 
operation and introduces analybc measurable 
spaces. Shows how analytic measurable spaces may 
be used to solve problems in dynamic programing, 
covering decision models, and expected utility and 
optimal strategies. Revised version of doctoral 
thesis for the Department of Mathematics at the 
Eindhoven University of Technology, the Nether- 
lands. Index. 

White, Halbeht. Asymptotic theory for econome- 
tricians Economic Theory, Econometrics, and 
Mathematical Economics series. Orlando, London, 
Sydney and Toronto: Harcourt Brace Jovanovich, 
Academic Press, 1984. Pp. x, 228. $39 00. ISBN 
0-12-746650-9: JEL 85-0746 

Intended for use as both a reference book and 
textbook for graduate students in advanced econo- 
metric courses, the author presents tools and con- 
cepts necessary to study the behavior of economet- 
ric estimators and test statistics in large samples 
Assumes familiarity with the basic concepts of 
probability and statistics, with calculus and linear 
algebra, and a good understanding of the classical 
linear model. Provides a unified treatment of large 
sample theory and relates the fundamental tools 
of asymptotic theory directly to many of the esti- 
mators of interest to econometricians. Pays partic- 
ular attention to the similarities and differences 
in the techniques appropriate to different contexts 
(time series, cross sections, time series-cross sec- 
tions). Highlights similarities among different tech- 
niques. The author is Professor of Economics, 
University of California, San Diego, La Jolla. Index. 

220 Economic and Social Statistical Data 
AND Analysis 

Biasca, Rodolfo Eduardo. Productividad. Un en- 
foque integral del tema. {Productivity: A complete 
approach to the subject. ) Buenos Aires: Ediciones 
Macchi, 1984. Pp. 728. $19.00, paper. ISBN 950- 
537-045-8. JEL 85-0747 

Written iri Spanish, this book examines pro- 
ductivity in Argentina from both a macroeco- 
nomic and firm point of view. Discusses the con- 
cept of productivity and the different productivity 
indexes, which are described in detail. Treats the 
subject from the macroeconomic point of view: 
growth accounting, productivity indexes in Latin 
America vs. rest of the world, the declining Argen- 


tine productivity, long-term productivity trends, 
and some public policy analysis. Examines pro- 
ductivity from a business management standpoint: 
productivity measurement and analysis, pro- 
ductivity improvement opportunities, productiv- 
ity programs, and productivity vs. quality of work- 
ing life. Explains the Argentine experience during 
the last ten years. Describes general sources of 
information (complementing chapter bibliogra- 
phies). Includes statistics, examples, tables, and 
charts. The author is professor at Argentine uni- 
versities and president of a consulting firm. Bibli- 
ography; no index. \ Rodolfo E. Biasca] 

Hajra, Shri S. Capital and technological progre.ss 
in the Indian economy, 1950-51 — 1980-81. New 
Delhi: Radiant for the Birla Institute of Scientific 
Research, 1985. Pp. xvi, 198. Rs 95.00. 

JEL 85-0748 

Examines the role of capital and technology in 
the Indian economy, working out the empirical 
relationship between capital accumulation, tech- 
nological progress, and growth of net domestic 
product (NDP). Summarizes the growth of India’s 
economy during the past three decades and com- 
pares technological progress during this period 
with that of other countries. Using an econometric 
growth model, simulates the rate of technological 
progress necessary to have kept India’s capital out- 
put ratio constant. Extends the analysis to the pri- 
mar>', secondary, and tertiary sectors and to the 
private and public sectors. Estimates growth pa- 
rameters in each sector by industry of origin. Uses 
data from the .National Accounts Statistics of the 
Central Statistical Organization, New Delhi, Con- 
cludes that the NDP growth has not been com- 
mensurate with capital investment; attributes the 
cause to a low rate of technological progress. The 
author is at the Economic and Scientific Research 
Foundation. Select bibliography; no index. 

Hughes, Barry B. World futures: A critical analysis 
of alternatives. Baltimore and London: Johns Hop- 
kins University Press, 1985. Pp. xii, 243. $25.00, 
cloth; $10,95, paper. ISBN 0-8018-3236-5 

JEL 85-0749 

Outlines competing views concerning the future 
of the global development; examines the bases for 
alternative world futures at three interconnected 
levels; world views, theories, and evidence. Re- 
views key future studies of the 1970s and discusses 
nugor world views (classical liberal, international- 
ist. radical, neotraditionalist, modernist) and how- 
they shape future images. Examines alternative 
forecasts in more detail by i&sue area, including 
population, economics, energy, food and agricul- 
ture, technology, the environment, and values and 
political structures. The author is Professor, Gradu- 
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ate School of International Studies, University of 
Denver. Bibliography,' index. 

Hulten, Charles R. and Sawhill, Isabel V„ eds. 
The legacy of Reaganomics: Prospects for long- 
term growth. Changing Domestic Priorities Series. 
Washington, D.C.- Urban Institute Press, 1984. Pp. 
xii, 270. $28.95, cloth; $14.95, paper. ISBN 0- 
87766-345-9, pbk. JEL 85-0750 

Eleven previously unpublished papers pre- 
sented at a conference held in 1 983 by the Urban 
Insbtute. Focuses on the impact of the Reagan 
administration’s program on economic growth, 
providing estimates of its long-term eifects. Covers 
a range of growth-related policy issues, including 
the impact of recent shifts in federal tax and spend- 
ing policies on economic growth, trade policy, 
composition of the federal budget, measures of 
federal investment outlays, implications of the re- 
cession and budget deficits, and the rising political 
power of interest groups. In a “summing up" pa- 
per, William D. Nordhaus points out that the 
Reagan program is designed to change the struc- 
ture of incentives and to stop the pattern of depen- 
dency and that, by these standards, some success 
may have been achieved in the areas of social regu- 
lation, social dependency (social security, unem- 
ployment insurance, foreign aidl, energy, and gov- 
ernment financial and trade assistance. The 
contributors are economists. The editors are at the 
Urban Institute — Hulten is Research Associate and 
Sawhill is codirector of the Changing Domestic 
Priorities Project. No index. 

International Productivity Symposium. Mea- 
suring productivity: Trends and comparisons from 
the First International Productivity Symposium. 
Sponsored by Japan Productivity Center. New 
York and Tokyo: UNIPUB, 1984. Pp. xiv, 290. 
$46.50. ISBN 0-89059-035-4. JEL 85-0751 
Eight papers, seven previously unpublished, 
originating at the First International Productivity 
Symposium held in Tokyo in May 1983. Two pa- 
pers overview productivity measurement and 
analysis and discuss the problems of productivity 
measurement (both by Solomon Fabricant). Other 
papers cover; measuring white-collar productivity 
in a computer environment (Hirohide Hinomoto); 
comparison of total factor productivity in Japan 
and the United States (Carl C. Thor, George E. 
Sadler, EUliot S. Crossman); capital input measure- 
ment (J. R. Norsworthy); international compari- 
sons of recent productivity trends (John W. Ken- 
drick); international comparison of productivity 
(Kazukiyo Kurosawa); and econometric analysis of 
productivity improvement in Japan (Naomi Ma- 
ruo). An appendix contains a study of the distribu- 


tion of value added in enterprises in Japan (Toshiro 
A. Suzuki). Index. 

Kim, Kwanc-suk and Park, Joon-kyung. Sources 
of economic growth in Korea: 1963-1982. Seoul: 
Korea Development Institute, 1985. Pp. xx, 217. 

JEL 85-0752 

Estimates the sources of Korea's rapid economic 
growth over the period 1963-82. Presents an over- 
view of Korean economic growth over the period 
and discusses the measurement of national in- 
come, compares estimates of sources of economic 
growth for Korea with estimates for eleven ad- 
vanced nations, estimates income shares for differ- 
ent factors of production and for factor inputs in 
nonresidenHal business, describes the derivation 
of various indices measuring changes in output 
per unit of input. F'inds that the largest contribu- 
tion to the growth rate over the entire period, 
as well as the two subpenods 1963-72 and 1972- 
82, was made by all components of labor input 
except education. “Advances in knowledge and 
miscellaneous determinants" made the second 
largest contribution to growth during the earlier 
subperiod but the lowest contribution during the 
later subperiod. Also finds that the contribution 
to growth of “advances in knowledge and miscella- 
neous determinants” was particularly low when 
compared with the estimates for Japan and the 
United States. Suggests several hypotheses for fur- 
ther research based on these results. Kim is at 
Kyung-Hee University; Park is a Fellow of the 
Korea Development Institute. Bibliography; in- 
dex. 

Miller, Ronald E. and Blair, Peter D. Input- 
output analysis: Foundations and extensions. En- 
glewood Cliffs, N.J.: Prenbce-Hall, 1985. Pp. xii, 
464. $35.95. ISBN 0-13-466715-8. 

JEL 85-0753 

Textbook presents the fundamentals of the in- 
put-output model developed in the late 1930s and 
the evolution of extensions to the input-output 
framework in recent years. Illustrates applications 
of input-output and its usefulness for practical pol- 
icy questions. Covers input-output analysis at the 
regional level; input-output multipliers; construc- 
tion of input-output tables from a system of eco- 
nomic accounts and the impact of aggregation on 
the behavior of input-output models; analyses of 
energy and ecology/environment; partial survey 
and nonsurvey approaches to data collection; and 
extensions of input-output framework into supply 
side models, analyses of industrial linkages, anc 
dynamic models. Chapters include summaries 
problems, and references. The authors are at th< 
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University of Pennsylvania. Name and subject in- 
dices. 

SA.RMA, Atul and Tulasidhar, V. B. Economic im- 
pact of government expenditure: An analysis In 
input-output framework. Foreword by D. T. Lak- 
dawala. New Delhi: Concept; distributed by Hu- 
manities Press, Atlantic Highlands, N.J., 1984. Pp. 
xii, 175. $10.00. JEL 85-0754 

Assessment of the sectoral impact of the direct 
commodity purchases of the Union government 
in India and that of the demand induced by its 
salary disbursals. Uses a Leontief static input-out- 
put model and also a linear programing framework 
and data from 1971-72. Evaluates the sectoral sen- 
sitivity to changes in the government expenditure 
and estimates the sectoral import requirement of 
the government expenditure. Analyzes the secto- 
ral employment consequences and explores the 
possibility of changing the level and composition 
of government expenditures to minimize excess 
capacity in the manufacturing sectors. The authors 
are both advisers to the Eighth Finance Commis- 
sion in India. Select bibliography; index. 

Wattenberc, Ben J. The good news is the bad news 
is wrong. New York; Simon and Schuster, 1984. 
Pp. 431. $17.95, ISBN 0-671-47545-2. 

JEL 85-0755 

Positive assessment of America today, arguing 
that interesting contemporary trends are often 
misreported or unreported. Contends that the me- 
dia are missing the biggest stories about progress — 
regularly, consistently, and structurally, and be- 
cause they are often getting the wrong story, the 
picture of the whole system appears distorted 
Presents statistics, typically for the period 1970 
to 1984, that show an optimistic picture of the 
future of America, covering the quality of life, 
standard of living, values, politics, and the media. 
Warns that the "bad news bias" of the media may 
be self-fulfilling to some extent. The author is a 
Senior Fellow at the American Enterprise Insti- 
tute in Washington, D.C., and coeditor of its Public 
Opinion magazine. Index. 

See also: Book Numbers /EL S5-068 7, 85-0688, 85- 
0697, 85-0860 

300 Domestic Monetary and Fiscal 
Theory and Institutions 

310 Domestic Monetary and Financial 
Theory and Institutions 

Bank of England Quarterly Bulletin. The de- 
velopment and operation of monetary policy 
J 960-83: A selection of material from the “Quar- 


terly Bulletin " of the Bank of England. Oxford; 
New York; Toronto and Delhi: Oxford University 
Press, Clarendon Press, 1984. Pp. vii, 194. $29.95, 
cloth; $13.95, paper. ISBN 0-19-877234-3 

JEL 85-0756 

Collection of selected spieeches and articles, 
ranging from regular commentaries to technical 
econometric research written by members of the 
staff of the Bank of Elngland. Most of the selections 
are from the Bank of England Quarterly Bulletin 
and span a 20-year period, including major papers 
and pronouncements made by the Bank on the 
conduct, objectives, and operations of British mon- 
etary policy. The first four chapters deal with more 
general policy issues and describe the overall de- 
velopment of monetary policy during the last 25 
years. Two chapters concern the Bank’s operations 
in the gilt-edged market and the money market. 
An econometric appendix contains two papers: the 
first describes the breakdown of the demand for 
money function for broad money after 1971, and 
the second examines the stability of the transac- 
tions demand for money. Index. 

Glower, Robert W. Money and markets: Essays 
by Robert W. Clotver. Edited by Donald A. 
Walker. Cambridge; New York and Sydney: 
Cambridge University Press, 1984. Pp. xv, 277. 
$37.50. ISBN 0-521-26231-3. JEL 85-0757 

Eighteen reprinted essays concerning monetary 
economics written between 1960 and 1979 and 
a previously unpublished essay in which Glower 
reflects on his past work, evaluates current Keyne- 
sian, monetarist, and new classical models, and 
states his present position on the direction that 
monetary theory should take. Sections of the book 
are: doubts about orthodoxy (four essays), the char- 
acter and consequences of money (four essays), 
money supply and demand (five essays), and gen- 
eral process analysis (five essays). An introduction 
by the editor outlines the author’s contributions 
and provides a general orientation for studying 
the essays. The author is Professor of Economics 
at the University of California, Los Angeles, and 
managing editor of the American Economic Re- 
view from 1980 to 1984. Index. 

CouLBECK, Neil. The multinational banking indus- 
try. New York: New York University Press; dis- 
tributed by Columbia University Press, 1984. Pp. 
xvii, 397. $55.00. ISBN 0-8147-1396-3. 

JEL 85-0758 

Analyzes the operations of universal multina- 
tional banks (UMNBsi in the 1960s and 1970s in 
terms of their strategic planning, business develop- 
ment, financial constraints, and the process of di- 
versification in activities and geographical scope. 
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Discusses the market pressures causing major 
banks in the developed countries to adopt similar 
strategic positions. Provides the conceptual back- 
ground on banking markets worldwide and an out- 
line of the modern banking markets and the na- 
ture of bank operations from the point of view 
of the general management. Also discusses the 
competitive position of multinational banks in the 
market. Presents seven country studies — United 
States, Japan, United Kingdom, France, West Ger- 
many, Canada, and Switzerland — assessing the 
strategic development of universal multinational 
banks in each country. Each study describes the 
country’s financial system and regulation and is 
illustrated by case studies of one or more banks 
to give a better idea of the problems these banks 
face and the ways in which management confronts 
these problems. The author is at the Financial Con- 
trol Division of the National W'estminster Bank. 
Index. 

CnTiNGKR, J, Price. Compounding and discount- 
ing tables for project analysis with a guide to their 
applications. Second edition, revised and ex- 
panded. EDI Series in Economic Development. 
Baltimore and London: Johns Hopkins University 
Press for the Economic Development Institute of 
the World Bank. [1973] 1984. Pp. x, 200. $10.95, 
paper. ISBN 0-8018-2409-5. JEL 85-0759 
Presents compounding and discounting tables 
assembled to meet the needs of analysts in devel- 
oping countries and of students studying the tech- 
niques of project analysis. The tables cover factors 
that facilitate determination of measures of project 
worth, estimates of growth rates, and such project 
calculations as debt service payments. This second 
edition extends several tables and contains new 
examples of their use which have been drawn from 
situations in developing countries. Includes a new 
discussion of the application of electronic calcula- 
tors to compounding and discounting computa- 
tions for project analysis and an extension of the 
section on measures for project worth to illustrate 
applications of cost-eflFectiveness analysis, the net 
benefit-investment ratio, and sensitivity tests. 
Bibliography; no index. 

Hawthorne, Jennie. Questions and answers on 
monetary economics. Cambridge and Dover, N.H.: 
Woodhead-Faulkner, 1984. Pp. v, 119. £6.95, pa- 
per. ISBN 0-85941-274-1. JEL 85-0760 

Guide for students in the United Kingdom tak- 
ing examinations with a banking /monetary /in- 
vestment option. Lists questions typical of those 
in the Monetary Economics examination of the 
Institute of Bankers as well as suggested answers. 
Questions are grouped by topic and preceded by 


descriptive notes. Topics covered are; the concept 
of money, the value of money, aspects of monetary 
theory, saving and investment, interest rates, mon- 
etary policy, fiscal policy, the U.K. financial system, 
the balance of payments, exchange rates. Eurocur- 
rency markets, and international liquidity. The au- 
thor is a writer and lecturer on monetary and eco- 
nomic subjects. Index. 

Johnson, Ivan C. and Roberts, William W. 
Money and banking; A market-oriented approach. 
Second edition. Dryden Press Series in Elconomics. 
Chicago; Montreal; London and Sydney; Holt, 
Rinehart and Winston, Dryden Press, [1982] 1985. 
Pp. xviii, 620. ISBN 0-03-001222-8. 

JEL 85-0761 

Undergraduate textbook for courses in econom- 
ics or business. Provides a picture of forces that 
continually operate in financial markets and illus- 
trates how financial institutions influence resource 
allocation in the aggregate economy. Explains how 
the monetary authorities are able to influence 
macroeconomic variables such as aggregate out- 
put, unemployment, and the general price level. 
This edition incorporates the institutional changes 
effected by the Depository Institutions Deregula- 
tion and Monetary Control Act of 1980 amended 
by the Garn-St. Germain Act of 1982. Chapters 
include sununaries, key terms, questions, and addi- 
tional readings. An Instructor’s Manual and Study 
Guide are available. The authors are at California 
State University, Northridge. Glossary; index. 

Kessler, Denis and Ullmo, Pierre-Antoine, eds. 
Savings and development: Proceedings of a collo- 
quium held in Paris: 28, 29 and 30 May 1984. 
Paris: Economica, 1984. Pp. 376. Paper. ISBN 2- 
7178-0854-X, JEL 85-0762 

Nineteen previously unpublished papers pre- 
sented at a colloquium preceding the United Na- 
tions symposium held in Yaounde in December 
1984. The first section concerns the necessity of 
mobilizing savings in developing countries, re- 
viewing the constraints on the implementation of 
such a policy and considering alternate interest 
rate policies to stimulate the collection of savings 
and their orientation to productive uses. The sec- 
ond section analyzes present financial behaviors 
and institutions in developing countries with em- 
phasis on the financing of the rural sector. The 
third section assesses the potential role of domestic 
savings, especially personal savings, for overcom- 
ing the adverse effects of the current international 
crisis. Kessler and' Ullmo are at the University of 
Paris X and at the Centre D’fitudes et de Re- 
cherche sur i‘£pargne, les Patrimoines et les In- 
^galit^s. No index. 
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Laidler, David E. W. The demand for money: The- 
ories, evidence, and problems. Third edition. New 
York; London; Mexico City and Sydney; Harper 
& Row, [1969, 1977] 1985. Pp. x, 178. Paper. ISBN 
0-06-043827-4. JEL 85-0763 

Guide to macroeconomic literature on money. 
This edition’s title includes the word “prohlems,” 
and this edition lays more emphasis on the tenta- 
tive nature of empirical knowledge and on provid- 
ing a balanced account of controversial material. 
A new part of the book now deals with problems 
of data and econometric technique in monetary 
economies. The final section on empirical results 
has been revised and updated. [See JEL no. 78- 
0101 for previous annotation.] The author is at 
the University of Western Ontario. Bibliography; 
index. 

DE Saint Phalle, Thibaitt. The Federal Reserve; 
An intentional mystery. Foreword by Fritz 
Leutwiler. Preface by Charles E. Lord. New 
York; Eastbourne, England; Toronto and Sydney: 
Praeger, 1985. Pp. xxvi, 315. $34.95, cloth; $14.95, 
paper, ISBN 0-03-069288-1, pbk. 

JEL 85-0764 

Examines how the Federal Reserve Board has 
fulfilled its congressional mandate with respect to 
monetary policy over the course of its existence 
and whether changes should be made in the regu- 
latory system itself. Analyzes domestic regulation 
of depository institutions in the United States and 
its historical development; the role of the Federal 
Reserve in its control over U.S. monetary policy, 
recent changes in the definitions of money and 
of a bank; domestic bank regulation by Federal 
Reserve and other agencies; and proposals to re- 
structure the regulatory system and reallocate re- 
sponsibilities among federal regulatory agencies. 
Also considers how well the U.S. regulatory author- 
ities have discharged their responsibility for the 
actions of U.S. banks outside the United States. 
Examines the regulation of excessive bank lend- 
ing, the possible role of international financial in- 
stitutions in a long-term solution to current bank 
lending policies, and trends toward an interna- 
tional monetary policy. The author is counsel to 
the law firm of Vorys, Sater, Seymour, and Pease 
in Washington, D.C., and Adjunct Senior Fellow, 
Georgetown University Center for Strategic and 
International Studies. Bibliography; index. 

Vickers, Douglas. Money, banking, and the mac- 
roeconomy. Englewood Cliffs, N.J.: Prentice-Hall, 
1985. Pp. xui, 632. $29.95. ISBN 0-13-60003SW). 

JEL 85-0765 

Textbook concerning monetary analysis, mone- 
tary institutions, and monetary policy for under- 


graduate or initial graduate courses as well as parts 
of business school programs. Presents in compara- 
tive form the main structure of the neoclassical- 
Keynesian synthesis and the postclassical theory. 
Contains discussions of the nature, purposes, and 
functions of money; the commercial banking, fi- 
nancial institutional, and central banking (Federal 
Reserve) structures and operations; the place of 
money in economic policy; international money 
flows and policies; and a postclassical model of the 
supply side. Takes account of the legislation of the 
early 1980s concerning changes in the regulation 
of depository institutions and anticipates further 
likely changes. Each chapter is introduced by a 
brief summary of the principal issues covered in 
the chapter and ends with a list of important con- 
cepts and questions for discussion and review. In- 
structor's manual available. The author is at the 
University of Massachusetts. Index. 

See also; Book Numbers JEL 85-0652, 85-0731, 85- 
0736, 85-0792, 85-0800, 85-0819, 85- 
0836, 85-0837, 85-0848 

320 Fiscal Theory and Poucy; Public 
Finance 

Cacan, Phillip and Somensatto, Eduardo, eds. 
Essays in contemporary economic problems, 1985: 
The economy in dejicit. Contemporary Ekjonomic 
Problems Series, vol. 8. Washington, D.C., and 
London; American Enterprise Institute, 1985. Pp. 
336. Paper. ISBN 0-8447-1372-4. 

JEL 85-0766 

Eleven previously unpublished essays assess the 
effect.s of large deficits on the American economy. 
The topics range from a review of the reasons for 
the increase in the deficits to an analysis of the 
economic consequences, an evaluation of tax pol- 
icy options to reduce deficits, the experience of 
other countries, and the political difficulties of 
dealing with deficits. Among the conclusions that 
emerge from the studies are; President Reagan’s 
1981 plan for a balanced budget in 1984 was unre- 
alized, actually recording a $175 billion deficit due 
to an overoptimistic economic projection for the 
years 1981-85 and the failure to foresee the 1981- 
82 recession, which accounted for less than antici- 
pated tax revenues, and the strong domestic in- 
vestment growth of 1983-84 can be expected to 
diminish as the effects of investment tax stimulants 
wear off. The contributors are mainly economists. 
The editor is Professor and chairman of the De- 
partment of Economics at Columbia University. 
No index. 

Cockle, Paul, ed. Public expenditure policy, 1984- 
85. New York: St. Martin’s Press, 1984. Pp. 240. 
$27.50. ISBN 0-312-65459-6. JEL 85-0767 
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Twelve previously unpublished papers explore 
U.K. government expenditure plans, focusing on 
the political choices being made. Essays also exam- 
ine the margins of policy formulation, the total 
level of resources devoted to public expenditures, 
and the manner of resource distribution to meet 
social objectives. Includes forecasts of public ex- 
penditures based on ofiBcial planning documents 
and the environment in which these plans are to 
be implemented; utilizes the Treasury Model to 
predict Britain's economic future and to deter- 
mine the levels of government expenditure, reve- 
nue, and borrowings. Three alternative scenarios 
are discussed to examine the strength of govern- 
ment plans: depressed world trade, reduced public 
sector pay, and revitalized British industrial per- 
formance, One essay examines the impact of North 
Sea Oil on the British economy. Other essays detail 
current and planned government spending on lo- 
cal authority finance, education and science, 
health and personal social services, social security, 
defense, employment, and the transport sector. 
The contributors are mainly economists in the 
United Kingdom. The editor is Senior Economist 
at Data Resources, Inc. Index. 

Dafflon, Bernard and Weber, Luc. Lefinance- 
ment du secteur public: Analyse microSconomi- 
que. Economic d'Aujourd'hui. Paris; Presses Uni- 
versitaires de France, 1984. Pp, 336. Fr 250.-. 
ISBN 2-13-038464-1. JEL 85-0768 

Intermediate textbook, written in French, ex- 
plores the microeconomic aspects of the financing 
of the public sector. Starting with criteria that may 
be used to formulate a “good” fiscal system, the 
authors discuss how taxes must be set to meet these 
conditions and the impacts of diflferent deviations 
on the allocation of resources and on the distribu- 
tion of wealth. Surveys incidence theory as well 
as the microeconomic effects of taxes. Also stresses 
the study of public prices as a means of developing 
a new philosophy of the public sector. Daffion is 
reader at the University of Freiburg and economist 
of the state government. Weber is professor of eco- 
nomics and vice-rector of the University of Ge- 
neva. No index. [Luc Weber] 

Groenwecen, Peter. Public finance in Australia: 
Theory and practice. Second edition. Sydney: 
Prentice-Hall of Australia, [1979] 1984. Pp. xvi, 
363. A$24,95, paper. ISBN 0-7248-1014-5. 

JEL 85-0769 

Textbook designed for Australian university stu- 
dents. Covers the mgjor areas of public finance, 
discussing Australian institutions and Australian 
examples. Revisions take account of changes in 
Australian public finance institutions, taxation, and 


policy discussions since the end of the 1970s. The 
ten chapters discuss the scope of government ac- 
tivity, aspects of the budget process, public expen- 
diture decision making processes, taxation, public 
debt, intergovernmental financial relations, fiscal 
policy for stabilization, the future outlook, and the 
relevance of some public finance issues to the 
1980s. Updated references, statistics, and illustra- 
tions. The author is Professor of Economics at the 
University of Sydney. Bibliography; index. 

Hanusch, Horst, ed. Public finance and the quest 
for efficiency: Proceedings of the 38th Congress 
of the International Institute of Public Finance, 
Copenhagen, 1982. Detroit; Wayne State Univer- 
sity Press, 1984. Pp. xiv, 362. $35.00, paper. ISBN 
0-8143-1777-4. JEL 95-0770 

Twenty-four previously unpublished papers, 
one in French, deal with the challenge of efficiency 
in the public sector. Papers discuss the optimal 
use of resources to achieve specific ends; the de- 
mand for government activities; the supply of gov- 
ernment output; and problems in the financing 
of public goods and services. Examines the politi- 
cal decision making and the behavior of public 
administrators and explores the effects of public 
sector activities on the market. Elach of the English 
papers includes a summary in French. The con- 
tributors are economists. The editor is at the Uni- 
versity of Augsburg, Federal Republic of Ger- 
many. No index. 

Harriss, C. Lowell, ed. Control of federal spend- 
ing: Proceedings of the Academy of Political Sci- 
ence. New York: Academy of Political Science, 
1985. Pp. X, 188. $8.95, paper. ISSN 0065-0684. 

JEL 85-0771 

Twelve papers discuss issues concerning the 
level and rate of increase of federal government 
spending in recent years. The first two essays re- 
view the recommendations of the Grace Commis- 
sion, the Reagan administration’s private sector 
survey group on cost control, and describe the 
commission’s organization and operaHon. Three 
essays analyze the growth of public spending. Six 
papers discuss public policy to limit spending, in- 
cluding suggestions for managing defense expen- 
ditures, reforming federal pension programs, and 
revitalizing federal management. The last paper 
examines the President’s role as manager of the 
federal government. Also includes selections from 
the Panel Report of the National Academy of Pub- 
lic Administration (1983). The contributors are 
mainly economists. The editor is Professor Emeri- 
tus of Elconomics, Columbia University, and is Ex- 
ecutive Director of the Academy of Political Sci- 
ence, New York City. Index. 
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Hungarian Ministry of Finance. Public finance 
in Hungary; Technical terms used in public fi- 
nance in Hungary. Public Finance in Hungary 
Series. Budapest: Author, 1984. Pp. 60. Ft 31.-, 
paper. ISBN 963-03-1842-3. JEL 85-0772 

An alphabetical listing of the English equiva- 
lents of technical terms used in public finance dis- 
cussions in Hungary as of July 1984. Includes brief 
explanatory notes for each as well as the Hungar- 
ian original. Also contains an alphabetical list of 
the Hungarian terms with their English equiva- 
lents. 

Mills, Gregory B. and Palmer, John L., eds. Fed- 
eral budget policy in the 1980s. Changing Domes- 
tic Priorities Series. Washington, D.C.; Urban Insti- 
tute Press, 1984. Pp. xxv, 468. $28.95, cloth, 
$15.95, paper. ISBN 0-.87766-336-X, pbk 

JEL 85-0773 

Eleven previously unpublished papers with 
comments presented at a conference sponsored 
by the Urban Institute in September 1983. Ad- 
dresses the issues regarding the unprecedented 
role for the federal budget in the Reagan adminis- 
tration’s pursuit of significant policy changes, 
which have led to growing federal deficits since 
mid- 1980. Papers in part one set the context for 
budget choices in the 1980s — assessing the major 
budget developments, the economic implications 
of projected deficits, and basic budget tradeoffs 
confronting federal policymakers. Papers in part 
two survey policy areas likely to receive pnmary 
attention in the search for measures to reduce the 
deficit — the defense budget, health and pension 
programs, aid to state and local governments, and 
taxes. Papers in part three cover the political and 
institutional setting for budget choices, focusing 
on the executive and congressional budget pro- 
cesses and accounting. The contributors are econo- 
mists. The editors are on the staff of the Urban 
Institute. No index. 

Pascall, Glenn. The trillion dollar budget: How 
to stop the bankrupting of America. Seattle and 
London: University of Washington Press, 1985. Pp. 
xxii, 400. $19.95, cloth; $9.95, paper. ISBN 0-295- 
96237-2, pbk. JEL 85-0774 

Discusses the U.S. budget deficit and proposals 
for spending cuts and tax reform that the author 
contends would reduce the deficit by between 
$144 billion and $198 billion a year. Argues that 
there is an emerging collision between .spending 
commitments and the economic future of the U.S. 
Examines the quality of spending and its future 
impact. Outlines and discusses fiscal history from 
1964, presidential styles concerning the budget, 
and policies and trends during the Carter and 


Reagan administrations. Concentrates on two larg- 
est areas of spending; defense and transfer pay- 
ments. Argues that a precondition to reconstruc- 
tion of the defense budget on coherent principles 
is to "demythologize” the fimetion. Discusses 
Medicare, Social Security, federal and military 
pensions, welfare, and subsidies for economic in- 
terest groups. A chapter by Dayna Hutchings pro- 
jects the trend in deficits into the future (1995). 
Calls for a new American social contract in which 
everyone moderates their demands so that the fu- 
ture will not be mortgaged. The author is Senior 
Research Fellow, Institute of Public Policy and 
Management, Graduate School of Public Affairs, 
University of Washington, Seattle. Index. 

Rabushka, Alvin. From Adam Smith to the toealth 
of America. New Brunswick, N.J., and Oxford: 
Transactions Books, 1985. Pp. xiii, 237. $29.95. 
ISBN 0-88738-029-6. JEL 85-0775 

Reviews Adam Smith’s views on the free market 
and examines their relevance to the modem econ- 
omy and the political feasibility of his ideas about 
economic organization Relates the new directions 
of the Reagan administration toward individual 
initiative and laissez faire economics. Examines 
Great Britain in the nineteenth century, with mer- 
cantilism as the starting point. Investigates the 
twentieth-century piost-World War II economies 
of Hong King, Singapore, Korea, and Taiwan as 
examples of developied countries that achieved 
growth with policies of low taxes and minimum 
governmental interference in private and business 
affairs. Traces the rise of the modem welfare state 
and big government in the last fifty years in the 
American social and political context and gives 
suggestions for achieving prosperity. The author 
is Senior Fellow at the Hoover Institution, Stanford 
University. Index. 

SiLKMAN, Richard H. and Young, Dennis R. Sub- 
sidizing inefficiency: A study of state aid and local 
government productsvity. With the assistance of 
Robert Lipp. New York; Eastbourne, England; 
Toronto and Sydney: Praeger, 1985. Pp. xviii, 101. 
$31.95. ISBN 0-03-000662-7. JEL 85-0776 
Analyzes the relationships between the financ- 
ing of local government services through state 
grants-in-aid and the efficiency with which those 
public services are produced. Based on data from 
the mid-1970s, focuses on school bus transporta- 
tion and public libraries. OflFers an empirical strat- 
egy for estimating efficiency norms or “frontiers” 
associated with given levels of service output and 
for explaining deviations from these norms in 
terms of quality variations and production ineffi- 
ciency. Outlines a theory of why external financing 
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of a lower government level delivery of service 
by a higher level of government is likely to aflFect 
the efficiency in that ser\'ice delivery. Discusses 
the distortional effects from changes in pricing of 
production inputs and motivational effects that 
lessen incentives of local governments to minimize 
waste and corruption. Concludes that savings ef- 
fected in providing public services more economi- 
cally and effectively will add to the economy's abil- 
ity to generate surpluses and invest in the means 
for future production. Silkman is Associate Profes- 
sor of Public Policy and Management at the Uni- 
versity of Southern Maine. Voung is at the State 
University of New York at Stony Brook Bibliogra- 
phy; index. 

Tarasofsky, .Abraham. The subsidization of inno- 
vation projects by the Government of Canada. Ot- 
tawa: Supply and Services Canada, 1984. Pp. vi, 
106. $7,9.5, Canada; $9.55, elsewhere, paper. ISBN 
0-660-1 1 644-8. JEL 8.’y-0777 

Analyzes the theoretical justification for project- 
s|>ecilic subsidy programs, examining the workings 
of five federal subsidy programs in Canada: the 
Enterprise Development Program, the Defense 
Industry Productivity Program, the Industrial Re- 
search Activities Program, the Program for Indus- 
try/Laboratory Projects, and the Technical Infor- 
mation Service. Focuses on the rationale for the 
subsidization of private B&D spending when the 
prospective product is mainly for domestic con- 
sumption. Considers program objectives and ad- 
ministration, qualifying criteria for proposed proj- 
ects, decision-making process of each program, 
and the informational basis for program approval 
or denial. Stresses that project-specific innovation 
subsidy programs are conceptually valid for prod- 
ucts for domestic consumption, but argues that 
such projects should be undertaken only when 
they actually generate enough social benefits to 
more than offset their costs. The author is a Senior 
Economist at the Economic Council of Canada. 
Bibliography; no index. 

Wander, W. Thomas; Hebert, F. Ted and Core- 
land, Gary W,, eds. Congressional budgeting: 
Politics, process, and power. Baltimore and Lon- 
don; Johns Hopkins University Press, 1984. Pp. xi, 
250. $27.50, cloth; $11.95, paper. ISBN 0-8018- 
2392-7. JEL 8S-C778 

Nine previously unpublished papers presented 
at a conference, sponsored by the Carl Albert Con- 
gressional Research and Studies Center and the 
University of Oklahoma, held in February 1982. 
Elwmines the origins, impact, and possible future 
directions of the Congressional Budget and Im- 
poundment Control Act of 1974. Papers gre pri- 


marily concerned with the consequences of 
change, how the reforms of this 1974 Act have 
affected the processes and distribution of power 
within the House and Senate and the power rela- 
tions between the two houses as well as between 
Congress and the executive branch. The papers 
fall under three headings; (1) budget reform and 
congressional budgeting, (2) the institutional im- 
pact of congressional budget reform, and (3) evalu- 
ating congressional budget reform. The contribu- 
tors are mainly political scientists. The editors are 
all at the Univensity of Oklahoma. Selected bibliog- 
raphy; index. 

See also: Book Numbers JEL 85-0709, 85-0750, 85- 
0754, 85-0865. 85-0897 


400 International Economics 

.Addo, Herb, ed. Transforming the world-economy? 
Nine critical essays on the New International Eco- 
nomic Order. London; Sydney and Toronto; Hod- 
der and Stoughton in association with the United 
Nations University; Boulder, Colo.; Westview 
Press, 1984. Pp, xi, 300. $23.50, paper. ISBN 0- 
340-35633-2. JEL 85-0779 

Nine papers, three of which are reprints, written 
at various points since the formal adoption of the 
call for a New International Economic Order 
(NIEO) by the United Nations General Assembly 
in 1974, Purpose is to add to the awareness of 
what NIEO really is and means transformationally 
at this point in world history. Papers discuss; the 
historical emergence of NIEO (Immanuel Waller- 
■stein); the NlEO's lack of newness and alternative 
strategies for transforming the world economy 
(Roy Preiswerk); current development of the 
world economy (Folker Frbbel); the rationality and 
reality of the NIEO (Otto Kreye); the non-aligned 
movement and the NIEO (Timothy M. Shaw); 
rhetoric and reality of the NIEO (Andre Gunder 
P'rank); self-reliance and the NIEO (Samir Amin); 
the NlEO's quest for technology transfer (George 
Aseniero); and the NIEO as a transformation pro- 
cess (Herb Addo). Also contains an introduction 
and epilogue by the editor. The contributors have 
been involved with the United Nations Universi- 
ty’s network project on Goals, Processes, and Indi- 
cators of Development. The editor is at the Insti- 
tute of International Relations, University of the 
West Indies, St. Augustine, Trinidad. No index. 

Kenen, Peter B. The international economy. En- 
glewood Cliffs, N.J.: Prentice-Hall, 1985. Pp. viii, 
552. $29.95. ISBN 0-13-472937-4. 

JEL 85-0780 
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Undergraduate textbook for a one-year or a one- 
term course in international economics. Chapters 
combine theory with empirical evidence, such as 
evidence on the Ricardian and Heckscher-Ohlin 
models, the efficiency of foreign exchange mar- 
kets, and the validity of purchasing-power parity 
Three chapters deal with history and institutions, 
including the history of trade policy, the General 
Agreement on Tariffs and Trade, and the mone- 
tary system; also discusses exchange rate regimes 
and the International Monetary Fund and explores 
the problems of coordinating national policies 
Chapters include reading lists The author is at 
Princeton University, New Jersey. Index. 

Sewell, John W.; Feinberc, Richard E. and Kal- 
LAB, VAI.EHIANA, eds. U.S. foreidn jxilicy and the 
Third World: Agenda I98S-86. Overseas Devel- 
opment Council Scries, Policy Perspectives, no. 
3. New Brunswick, N.J., and Oxford: Transaction 
Books, 1985. Pp. X, 238. $19 95. cloth, $12.9.5, pa- 
per. ISBN 0-8785.5-990-6, pbk. JEL 85-V78J 
Five previously unpublished papers constitute 
the tenth Overseas Development Council a.ssess- 
ment of U S. policies and performance in U S. rela- 
tions with the developing countries. Designed to 
provide policy decisionmakers and the public with 
a comprehensive, nonpartisan overview of current 
U.S.-Third World policies and of options for future 
U.S. actions. An overview examines the "U.S. reas- 
sertionism” and the papers analyze U.S. macroeco- 
nomic policy and the developing countries, inter- 
national finance and investment, trade with 
developing countries, U.S. foreign aid in the 1980s, 
and third world radical regions. The contributors 
are Paul H. Krugman, Steve Lande, Craig Van- 
Grasstek, Christine E. Contee, and Anthony Lake. 
Stuart K. Tucker provides statistical annexes. No 
index. 

See also: Book Number JEL 85-0835 

410 International Trade Theory 

Kierzkowski, Henryk, ed. Monopolistic competi- 
tion and international trade. Oxford: New York; 
Toronto and Delhi: Oxford University Press, 
Clarendon Press, 1984. Pp. viii, 257 $34.95 
ISBN 0-19-828467-5. JEL 85-0782 

Fourteen previously unpublished papers that or- 
iginated at a conference held at the Graduate Insti- 
tute of International Studies, Geneva, in June 
1982. Papers address; the gains-from-trade theo- 
rem with increasing returns to scale; the "vertical 
differentiation" case where R&D expenditures in 
industry allows a firm to produce a better product; 
product diversity, trade, and welfare; the applica- 
tion of a model of industrial structure and product 


variety to an open economy; new theories to com- 
plement the Heckscher-Ohlin model and implica- 
tions for less developed economies; growth and 
terms of trade under imperfect competition; wel- 
fare economics of international factor movements; 
the relationship between protection, product dif- 
ferentiation, and product variety and how these 
are affected by tariffs or other protective measures; 
patterns of international trade in differentiated 
products; import protection as export promotion; 
tariff protection and imperfect competition; cus- 
toms union theory; and determinants of the com- 
modity compositions of trade flows. The contribu- 
tors are all economists. The editor is at the 
Graduate Institute of International Studies, Ge- 
neva Author index; subject index. 

420 Trade Relations; Commercial Policy; 
International Economic Integration 

AKHASanee, Narongchal ed. ASEAN-Japan rela- 
tions Trade and development. Proceedings of a 
workshop and a conference. Singapore; Institute 
of Southeast Asian Studies, 1983. Pp. viii, 191, Pa- 
per. ISBN 9971-902-63-X. JEL 85-0783 

Sev en papers from conferences held in Decem- 
ber 1981 and May 1982 at Singapore and Oiso, 
Japan, respectively, sponsored by the Japan Cen- 
ter for International Exchange and the Institute 
of Southeast Asian Studies. The papers focus on 
the trade relationship between Japan and ASEAN 
in terms of actual trade performance and the evo- 
lution of trade policies in the 1970s. Describes the 
different economic structures and policy prionties 
of each of the ASEAN member states. The papers 
cover individually trade relations of Thailand, the 
Philippines, Malaysia, Indonesia, and Singapore 
with Japan. In an opening paper the editor con- 
tends that in the 1980s the ASEAN-Japan trade 
relationship is likely to continue along the basic 
direction that Japan imports essential raw materi- 
als from ASEAN in crude and semi-processed 
forms, while ASEAN buys Japanese machinery and 
transport equipment. The authors are economists. 
No index, 

Alnasrawi, Abb.as. OPEC in a changing world 
economy. Baltimore and London; Johns Hopkins 
University Press, 1985. Pp. xi, 188. $22.50. ISBN 
0-8018-3216-0. JEL 85-0784 

Examination of the role of OPEC in the world 
economy and the impact of its behavior from its 
creation in 1960. Details the evolution of OPEC’s 
objectives, its history within the international con- 
text, and its relations with the OECD and with 
third world countries. Examines oil price behavior 
under OPEC, including the Tehran Price agree- 
ment, the 1973 price revolution, and after the Ira- 
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nian revolution. Other topics concern crude-oil 
price determination before and after OPEC, the 
management of oil output, increased OPEC de- 
pendency on the industrialized countries, and the 
rise of interdependence between OPEC and the 
Third World. Contends that oil will continue to 
be a nuuor source of energy and OPEC will remain 
the msyor oil exporting group of countries. The 
author is Profes.sor of Economics at the University 
of Vermont. Bibliography; index. 

Bairoch, Paui. A-ND Etemad, Bouda. Structure par 
produits des exportations du Tiers-Monde, 1830- 
1937 (Commodity structure of Third World ex- 
ports). Geneva: Ubrairie Droz, 1985. Pp. 201. Pa- 
per. JEL 85-0785 

Study of the transformation in the structure of 
third world exports brought about by the intensifi- 
cation of trade, which was one of the effects of 
nineteenth century colonization. Analyzes exports 
by final use in Latin America, Asia, and Africa. 
Discusses regional specialization and regional mo- 
nopolies. Presented in French; the summary and 
some statistical tables are in English. Index of place 
names; commodity index. 

Corea, Gamani. Development and recovery: The 
realities of the new interdependence: Report by 
the Secretary-General of the United Nations Con- 
ference on Trade and Development to the sixth 
session of the Conference. New York; United Na- 
tions, 1984, Pp. vi, 60. Paper. JEL 85-0786 
Overviews the issues that engaged the attention 
of UNCTAD VI conference. The theme of the sixth 
session was the need for action to both stimulate 
recovery in the industrialized countries and to 
reactivate development in the developing coun- 
tries as processes that reinforce each other. The 
report outlines issues concerning immediate ac- 
tions and changes of a longer-term nature. Empha- 
sizes the world economic situation, trade, money 
and finance, and conunodities. Some other issues 
are least developed countries, technology, ship- 
ping, economic cooperation among developing 
countries, and trade between countries with dif- 
ferent economic and social systems. No index. 

Ghosh, Pradif K., ed. International trade and 
Third World development. Foreword by Gamani 
Corea, international Development Resource 
Books, no. 16. Westport, Conn., and London; 
Greenwood Press, 1984. Pp. xxvi, 569. $49.95. 
ISBN 0-313-24152-X. JEL 85-0787 

Resource book svritten to document, analyze, 
and evaluate treruls and progress in the develop- 
ment of an effective world trade policy for third 
world countries and to provide researchers with 


sources of information and available data related 
to objectives and goals of international trade pro- 
grams. Contains 19 reprinted articles representing 
current international issues and trends affecting 
trade policies and foreign trade development. Also 
includes: statistical information and a descriptive 
bibliography of information sources; a select, anno- 
tated bibliography of books, documents, and peri- 
odical articles published since 1970; and a direc- 
tory of information sources. The editor is President 
of the World Academy for Development and Co- 
operation, Washington, D.C. Index. 

Indorf, Hans H. Impediments to regionalism in 
Southeast Asia: Bilateral constraints among 
ASEAN member states. ASEAN Political Studies. 
Singapore; Institute of Southeast Asian Studies, 
ASEAN Economic Research Unit, 1984. Pp. viii, 
96. Paper. ISBN 9971-902-81-8. JEL 85-0788 
Discusses bilateral friction among the member 
states of ASEAN, which inhibits regional coopera- 
tion in Southeast Asia. Assesses the ASEAN organi- 
zation juxtaposed with prevailing nationalist 
trends. Analyzes twenty bilaterally contentious is- 
sues, including geography, communalism, eco- 
nomics, and organizational structure, and scruti- 
nizes the component elements of each conflict — 
their likely causes and publicly expressed inclina- 
tions for settlement. Proposes that serious consid- 
eration be given to increasing regional harmony 
by settling bilateral disruptions through accep- 
tance of national sovereignty as the arbiter for de- 
velopment. The author has served as Visting Pro- 
fessor at the University of Malaya, Kuala Lumpur, 
Chulalongkorn University, Bangkok, and the Na- 
tional University of Singapore. No index. 

Mazzeo, Domenico, ed. African regional organiza- 
tions. Cambridge; New York and Sydney; Cam- 
bridge University Press, 1984. Pp. ix, 265. $42.50. 
ISBN 0-521-26248-1. JEL 85-0789 

Nine previously unpublished papers provide a 
comparative study of past problems, present 
trends, and future prospects of intra-African coop- 
eration at the continental and subcontinental lev- 
els. Papers examine: the link between the U.N. 
system and intra-African cooperation in the politi- 
cal (Leon Gordenker) and economic (Isebill V. 
Gruhn) spheres; the Organization of African Unity, 
<K. Mathews); the African Development Bank and 
the African Development Fund (Francis Wodie); 
the African and Malagasy /Mauritian Common Or- 
ganization (Richard A. Fredland); the decline of 
the Central African Customs and Economic Union 
(Lynn Krieger Mytelka); the experience of the Blast 
African Community (Domenico Mazzeo); new at- 
tempts at regional economic cooperation (S. K. B. 
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Asante); and the Southern African DevelojMnent 
Coordination Conference (Peter Meyns). The con- 
clusion by the editor summarizes problems, 
trends, and prospects of intra-African cooperation. 
Contributors are in the fields of economics and 
political science. The author teaches international 
organizations and international relations at the 
University of Nairobi. Bibliography; index. 

McColl, G. D. and Mozina, T. A. International 
trade in the Pacific Basin. CAER paper, no. 22. 
Kensington: University of New South Wales, Cen- 
tre for Applied Eiconomic Research, 1984. Pp. 82. 
A$5.00, paper. ISBN 85823-475-0. 

]EL 85-0790 

Examines the expansion of trade in the Pacific 
Basin in the last two decades. Concentrates on 
countries that play the most significant roles in 
international trade: the developed market coun- 
tries (Australia, Canada, Japan, New Zealand, the 
United States), the "newly industrializing coun- 
tries" (NICs) of Asia (Hong Kong, South Korea, 
Taiwan), and the original members of ASEAN (In- 
donesia, Malaysia, the Philippines, Singapore, 
Thailand); also examines other Pacific, Latin Amer- 
ican, and non-market economies of the Pacific Ba- 
sin. Discusses the level of economic activity of all 
Pacific Basin countries as indicated by GNP, 
changes in GNP per capita, and changes in eco- 
nomic structures. Examines energy production 
and consumption in major Pacific countries to- 
gether with changes in exports and imports of oil, 
natural gas, and coal by Pacific Basin countries. 
Outlines changes in the structure of terms of trade 
and trade flows of major Pacific Basin countries. 
Discusses trade flows between major groups of 
countries, in particular, trade between Australia 
and other countries in the region. Proposes that 
prospects for a continuance of overall economic 
growth in the area are reasonably bright. The au- 
thors are on the staff of the Centre for Applied 
Economic Research, University of New South 
Wales. No index. 

Moore, Lynden. The growth and structure of inter- 
national trade since the Second World War. To- 
towa, N.J.: Barnes and Noble Books; Sussex, En- 
gland: Harvester Press, Wheatsheaf Books, 1985. 
Pp. xix, 393. $34.95. ISBN 0-389-20498-6. 

JEL 8^-0791 

Investigates 'the expansion of the volume of in- 
ternationsd trade since World War II, the degree 
to which areas and countries participated in the 
expansion, and which commodities have contrib- 
uted most to it. Surveys the pre-World War II 
historical and financial background, commercial 
policy, and agricultural policies affecting trade and 


estimates the actual effect commercial policy has 
had on international trade. Considers the patterns 
of trade that emerge in relation to the rationale 
for trade in terms of factor endowment, technolog- 
ical change, and international investment. The fi- 
nal section examines the trade of specific commod- 
ities: agricultural commodities, fuels, textiles and 
clothing, and road motor vehicles. Argues that dis- 
crimination in trade is not an appropriate method 
of achieving macroeconomic objectives. The au- 
thor is Lecturer in Economics, University of Man- 
chester. Select bibliography; index. 

Skully, Michael T. ASEAN financial co-operation: 
Developments in banking, finance and insurance. 
New York: St. Martin’s Press; London: Macmillan 
Press, 1985. Pp. xiii, 269. $29.95. ISBN 0-312- 
05604-4. JEL 85-0792 

Examines the efforts to achieve ASEIAN regional 
cooperation in banking, finance, and insurance at 
the intergovernmental, private industry associa- 
tion, and individual firm levels. Addresses the po- 
tential role of the Asian dollar market and discusses 
the potential problem areas with regard to differ- 
ences in the development of the financial sector 
of each member country (Indonesia, Malaysia, the 
Philippines, Singapore, Thailand). Underscores the 
need to spur economic growth and eradicate pov- 
erty in the individual countries by improvement 
of their balance of payments position and provision 
of adequate savings to finance capital formation. 
Concludes that aside from the ASEAN Finance 
Corporation and the .ASEAN Reinsurance Pool, 
which are the most visible products of ASEIAN co- 
operation, more work along regional infrastruc- 
ture lines needs to be undertaken. The author is 
Senior Lecturer in Finance, University of New 
South W’ales. Bibliography; index. 

Strange, Susan, ed. Paths to international political 
economy. London; Boston and Sydney: Allen 
Unwin, 1984. Pp. xi, 209. $25.00, cloth; $10.50, 
paper. ISBN 0-04-382041-7. JEL 85-0793 
Nine previously unpublished papers that origi- 
nated from the annual conference of the Briti^ 
Political Studies Association. Roger Tooze presents 
a "consumers’ guide’’ on the perspectives and the- 
ory of international political economy. David 
Wightman discusses the importance of economic 
history. Nicholas Demerath considers how the size, 
growth rate, and distribution of the world’s popu- 
lation will affect man’s status in the twenty-first 
century. Dennis Pirages elaborates on the evolu- 
tionary relationship among human beings, their 
societies, and the global ecosystem. Roger Wil- 
liams’s topic covers the international political 
economy of technology. David Calleo and Susan 
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Strange point out that the management of money 
helps determine the relative priority that a society 
gives to order versus freedom or wealth versus 
equity. L. Rangarajan identifies the main eco- 
nomic and political factors for understanding prob- 
lems of today's international trade. Sol Picciotto 
examines aspects of political economy and interna- 
tional law. The last essay by the editor argues the 
need for knowledge of international relations in 
the study of international political economy. The 
editor is Professor of International Relations at the 
London School of Economics. Index. 

Tarr, David G. and Morkre, Morris E. Aggre- 
gate costs to the United States of tariffs and quotas 
on imports: General tariff cuts and removal of quo- 
tas on automobiles, steel, sugar, and textiles: An 
economic policy analysis. Washington, D.C.: Fed- 
eral Trade Commission, Bureau of Economics, 
1984. Pp. xi, 148. Paper. JEL 85-0794 

Estimates the benefits to the United States of 
the multilateral removal of all tariffs and elimina- 
tion of quotas on automobiles, carbon and alloy 
steel, sugar, and textiles. Estimates the aggregate 
cost of all the restraints and explains how the po- 
tential problems of interrelatedness and terms-of- 
trade effects may be met. The estimates are de- 
rived from general equilibrium models. Presents 
case studies of the effects of removing quotas in 
the four industries, using partial equilibrium analy- 
ses. Findings indicate that the aggregate benefits 
from removing all existing tariffs and quotas cov- 
ered in the study would be $12,70 billion annually, 
totaling $46.07 billion at present value over four 
years. The authors are at the Bureau of Economics 
of the Federal Trade Commission. No index. 

United Nations Conference on Trade and De- 
velopment. Trends, policies and prospects in 
trade among countries having different economic 
and social systems: Selected studies. New York and 
Geneva; United Nations, 1984. Pp. vi, 145. Paper. 

JEL 85-0795 

Nine shortened versions of selected United Na- 
tions case studies completed between 1979 and 
1982 provide appraisals of the main developments 
in and between the economies of selected socialist 
countries of Extern Europe (Bulgaria, Czechoslo- 
vakia, German Democratic Republic, Hungary, 
and the U.S.S.R.) and selected developing coun- 
tries (Argentina, India, Morocco, and Nigeria). 
Most of the studies are by the UNCTAD secretar- 
iat; two are by individual authors: Sumitra Chishti 
(India) and T. Ariah and A. Daanoune (Morocco). 
The developing country studies examine: the evo- 
lution of trade relations between each country and 
the socialist countries of Eastern Europe, develop- 


ments in economic and technical cooperation, the 
role of the cooperation mechanism, prospects for 
the development of trade and for economic and 
technical cooperation, and the relevance of coun- 
try-specific experience for the promotion of trade 
and economic and technical cooperation. The so- 
cialist country studies examine; the development 
of each national economy, foreign trade, trade re- 
lations with developing countries, prospects for 
trade and economic cooperation with developing 
countries, and the institutional framework of for- 
eign trade. The U.S.S.R. study discusses trade and 
economic relations with socialist, developed mar- 
ket-economy, and developing countries. No index. 

See also: Book Numbers JEL 85-0717, 85-0782, 85- 
0803, 85-0861 

430 Balance of Payments; International 
Finance 

Bergsten, C. Fred; Ci.ine, William R. and Wil- 
liamson, John. Bank lending to developing coun- 
tries: The policy alternatives. Policy Analyses in 
International Economics series, no. 10. Washing- 
ton, D.C.: Institute for Internabonal Economics; 
distributed by MIT Press, Cambridge, Mass., and 
London, 1985. Pp. xi, 210. $10.00, paper. ISBN 
0-262-52098-2. JEL 85-0796 

Addresses the problem of possible changes in 
the nature and terms of commercial bank lending 
to debtor countries. Examines bank lending in 
terms of the current debt crisis, the need for con- 
solidating progress, and contingency planning for 
the future. Identifies twenty-four proposals for 
modifying bank lending practices and analyzes the 
implications for debtor countries, lending banks, 
and the international financial system as a whole. 
The alternative lending options are organized into 
broad groups and presented in approximate order 
of policy feasibility: those that encompass existing 
measures, such as lower interest rates, multiyear 
rescheduling, longer maturities, possible conver- 
sion of currency of loan denomination, and private 
and offical loan insurance; those that would smooth 
the profile of debt servicing over time or reduce 
its level in early years through some deferral of 
interest payments such as a cap on current interest 
payments and zero coupon bonds; schemes to limit 
debt servicing according to the capacity to pay; 
and outright debt relief. The authors are at the 
Institute for International Economics, Washing- 
ton, D.C. No index. 

De Grauwe, Paul; Fhatianni Michele and 
Nabu, Mustapha K. Exchange rates, money and 
output: The European experience. New York; St. 
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Martin’s Press; London: Macmillan Press, 1985. 
Pp. xii, 240. $32,50. ISBN 0-312-27403-3. 

JEL 85-0797 

Examines aspects of macroeconomic prob- 
lems — low output growth, increasing unemploy- 
ment, high and variable inflation and interest 
rates, volatile exchange rates — in six European 
countries; Belgium, the Netherlands, France, Ger- 
many, Italy, and the United Kingdom. Analyzes 
how money growth and inflation, terms of trade 
and exchange rates, and increasing tax burdens 
affect supply decisions in manufacturing. Con- 
structs a theoretical framework and empirical 
models to analyze financial interdependence 
among the European countries and how the envi- 
ronment of the 1970s has affected monetary and 
exchange rate policies. Ejnploys the models to 
study monetary and exchange rate policies in the 
context of a world of changed financial interdepen- 
dence. Concludes that failure in managing dollar- 
exchange rates has led to a system that combines 
the disadvantages of both the fixed and flexible 
exchange rate arrangements. As a result, monetary 
shocks originating in the United States are trans- 
mitted to and lend to disturbances in other coun- 
tries. De Grauwe, Fratianni, and Nabli are, respec- 
tively at the Catholic University of Leuven, 
Belgium; Indiana University; and University of 
Tunis. Bibliography; index. 

Guillaumont, Patrick and Guillaumont, Syl- 
VIANE. Zone franc et developpement Africain. 
Franc area and African development Collection 
Cooperation et Developpement. Paris: Econom- 
ica, 1984. Pp. 337. Fr 98.-, paper. ISBN 2-7178- 
0760-8. JEL 85-0798 

Analyzes the evolution of the Franc area, which 
includes besides France thirteen African indepen- 
dent countries, twelve of them grouped in two 
monetary unions. Discusses its africanization and 
management change through permanent princi- 
ples. The first part is devoted to the evolution of 
the exchange system of the area, which is charac- 
terized by the fixity of exchange rates of African 
francs, by their convertibility, and by a pooling 
of foreign reserves (through the “comptes d'op6ra- 
tions"). In the second part, the monetary policy 
of the African countries as members of franc area 
and monetary unions is analyzed, with its implica- 
tion for the exchange rate. An answer is given 
to the important question: is the (fixed) exchange 
rate of African francs an equilibrium rate? The 
third part deals with the implications of the franc 
area membership for development strategy; it cov- 
ers such matters as global economic performance, 
outward or inward looking pattern of develop- 
ment, and geographical orientation of their eco- 


nomic relations. The contribution of franc area 
to regional economic integration and the case for 
its extension are finally examined. Patrick and Syl- 
viane Guillaumont are both Professors of Econom- 
ics at the University of Clermont I. They are in 
charge of the CERDI (Centre d’Etudes et de Re- 
cherches sur le Developpement International) 
linked to the C.N.R.S. (Centre National de la Re- 
cherche Scientifique). Index. [Patrick Cuillau- 
mont] 

Jones, Ronald W. and Kenen, Peter B., eds. 
Handbook of international economics Volume 2. 
Handbooks in Economics series, no. 3. New York; 
Amsterdam and Oxford: North-Holland; distrib- 
uted in U.S. and Canada by Elsevier Science, New 
York, 1985. Pp. xx, 625-1239. $130.00/2 volume 
set. ISBN 0-444-86793-7. JEL 85-0799 

Eleven previously unpublished papers about the 
monetary side of international economics. Papers 
are concerned mainly with the balance-of-pay- 
ments adjustment process under fixed exchange 
rates, exchange rate determination under flexible 
exchange rates, and the domestic ramifications of 
these phenomena. Topics include; the evolution 
of international monetary theory since World War 
II; the contributions of monetary and asset market 
models; and topics related to modeling of asset 
markets and goods markets, the behavior and effi- 
ciency of foreign exchange markets, aspects of pol- 
icy interdependence, and the roles of reserves and 
reserve assets. [For annotation of Volume I, see 
JEL no. 84-0779.] Jones is at the University of 
Rochester, and Kenen is at Princeton University. 
Index. 

Kaufmann, Hugo M. Germany’s international 
monetary policy and the European Monetary Sys- 
tem. East European Monographs, no. 171. Atlantic 
Studies: Brooklyn College Studies on Society in 
Change, no. 46. New York: Brooklyn College Press; 
distributed by Columbia University Press. 1985. 
Pp. 154. $20.00. ISBN 0-88033-063-5. 

JEL 85-0800 

Examines issues that have persisted in the inter- 
national monetary system since the creation of the 
Bretton Woods system. Questions the attainability 
of domestic and international monetary stability 
in an interdependent system where mgjor coun- 
tries pursue different objectives and have diver- 
gent economic performance and asks whether 
there are means of lessening the interdepiendence 
when stability cannot be achieved. Focuses on 
Germany’s monetary policy in the contexts erf the 
Bretton Woods system, floating exchange rates, 
and the European Monetary System (ElMS). Ana- 
lyzes the internal tensions that surfaced during 
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the life of the EMS and examines the international 
role of the German Deutsche Bundesbank and the 
Deutsche mark and the emergence of the mark 
as the anchor for various European monetary ar- 
rangements since the early 1970s. Conclusion un- 
derscores that harmonization and coordination of 
national economic policies and convergence of 
economic performance are prerequisites for true 
exchiurgo rate stability. Bibliography; no index. 

MacesK'.H, George. World banking and finance: 
Cooperation versus amjtict. New York; Eastborne, 
England; Toronto and Sydney; Praeger, 1984. Pp. 
xi, 177. $33.95. ISBN 0-03-001397-6. 

JEL 85-0801 

Examines the underlying forces of change in 
world banking and the current dialogue between 
developing-debtor countries and developed-cred- 
itor countries within the framework of a theory 
of cooperation. Considers whether developed and 
developing countries can evolve reliable coopera- 
tive strategies, whether cooperation can emerge 
in a world of sovereign states, and how cooperation 
can get started. Extends the implications of game 
theory analysis to argue that there is a strategy 
for cooperation that is stable, robust, and viable, 
namely the “Tit for Tat" strategy based on reci- 
procity. Argues that world banks can and do serve 
as instruments for promoting a “Tit for Tat" strat- 
egy. Underscores the need to strengthen bonks 
by admitting more competition into the banking 
industry. Discusses comparative banking practices 
and monetary financial organization in developing 
debtor countries. The author is Professor of Eco- 
nomics at Florida State University, where he is 
also Director of the Center for Yugoslav-American 
Studies, Research and Exchanges. Index. 

Melvin, Michael. International money and fi- 
nance. New York; London; Mexico City and Syd- 
ney; Harper & Row, 1985. Pp. xiii, 200. ISBN 0- 
06-044417-7. JEL 85-0802 

Textbook on the monetary side of international 
economics, designed for junior and senior levek 
of undergraduate students who have had courses 
in elementary mathematics and principles of eco- 
nomics. Also suitable for MBA courses and as back- 
ground reading in advanced level economics 
courses. The main sections cover; the key institu- 
tions and relationships of the international mone- 
tary system, discussing prices, foreign exchange, 
and interest rates; determinants of the balance of 
payments and exchange rates; and past and pres- 
ent international monetary arrangements, alterna- 
tive monetary standards, and the Eurocurrency 
market. Chapters include exercises. The author 
is at Arizona State University. Glossary; index. 


Rana, Pradumna B. ASEAN exchange rates; Poli- 
cies and trade effects. Singapore: Institute of 
Southeast Asian Studies, ASEAN Economic Re- 
search Unit, 1981. Pp, 115. Paper. ISBN 9971-902- 
36-2. JEL 85-0803 

Deals with the questions of the position that 
ASEAN member states should adopt in interna- 
tional monetary negotiations under the post-Bret- 
ton Woods system of floating exchange rates 
among the major OECD currencies. Focuses on 
the experience of the five ASEAN countries and 
considers only the trade issues. Analyzes the short- 
and long-run movements of effective (import- 
weighted) exchange rates of each of these five 
countries and the effect of such movements on 
their trade. Outlines the exchange regimes and 
responses of the ASEAN countries to the evolution 
of the international monetary system. Develops 
a theoretical framework and outlines the effect 
of exchange rate variability on variability of profits 
and trading decisions of an importing firm. Ana- 
lyzes the effects of exchange rate and price 
changes on ASEAN’s primary exports using a mod- 
ified version of the commodity by commodity 
method. Findings indicate support for the hypoth- 
esis that exchange rate variability under the pres- 
ent international monetary system has increased 
exchange rate risk and has adversely affected im- 
port volumes for traders and also affected the vol- 
ume of ASEAN’s major primary exports. Bibliogra- 
phy; no index. 

See also: Book Numbers JEL 85-0758, 85-0764, 85- 
0808, 85-0813, 85-0819, 85-0850 

440 International Investment and Foreign 
Aid 

Erdilek, Asim, ed. Multinationals as mutual invad- 
ers; Intra-industry direct foreign investment. New 
York; St. Marta’s Press, 1985. Pp. 217. $27.50, 
ISBN 0-312-55260-2. JEL 85-0804 

Six papers and twelve comments, all previously 
unpublished, presented at a U.S. National Science 
Foundation workshop held in April 1983 in Wash- 
ington, D.C. Examines the analytical, policy-rele- 
vant, and empirical aspects of intra-industry direct 
foreign investment (IDFl), which is defined as the 
two-way direct foreign investment in each other’s 
home markets by multinational enterprises 
(MNEls) based in different countries to produce 
goods and services that are close substitutes in ei- 
ther consumption or production; thus multination- 
als can be classified in the same industry. Essays 
are concerned with the determinants of IDFI in 
the general analytical framework of international 
economic involvement; the effects of IDFI on mar- 
ket structure and interfirm rivalry in terms of 
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product innovation as a time-dependent corporate 
strategy; interactions between U.S. anti-trust pol- 
icy and IDFl; the relationship of IDFI to foreign 
trade; and problems of empirical IDFl analysis, 
focusing on the imperfections in national and in- 
ternational data, The contributors are economists. 
The editor is at Case Western Reserve University. 
Index. 

Grunwald, Joseph and Flamm, Kenneth. The 
global factory: Foreign assembly in international 
trade. Washington, D.C.: Brookings Institution, 
1985. Pp. xvi, 259. $29.95, cloth; $10.95, paper. 
ISBN 0-8157-3304-6. ]EL 85-0805 

Examines the integration of production opera- 
tions within a single industry across national 
boundaries. Evaluates the positive and negative 
aspects of assembly operations abroad and pre- 
sents conclusions about ways in which they might 
evolve and affect the future of North-South eco- 
nomic relations. Examines statistical trends, pro- 
duction-sharing arrangements, and the signifi- 
cance of overseas production activity in the United 
States, Japan, and t’urope. Presents a case study 
of the semiconductor industry with an analysis of 
the nature of production abroad as a response to 
foreign competition and its effects on the domestic 
industry. Looks at the experiences of three coun- 
tries, Mexico, Haiti, and Colombia, and examines 
the effects of overseas production arrangements 
on exports and on the national development objec- 
tives of these developing countries. Evaluates the 
prospects for future growth of these arrangements 
and their usefulness in reconciling the divergent 
objectives of developed and developing countries. 
Discusses policy implications from the perspec- 
tives of the U.S. and the developing countries. 
Foresees greater participation of developing coun- 
tries in many production processes. Grunwald is 
President, Institute of the Americas, University ol 
California, San Diego, and Flamm is a Re.search 
Associate in the Brookings Foreign Policy Studies 
program. Index. 

Guisinger, Stephen E., ET al. Investment incen- 
tives and performance requirements. Patterns of 
international trade, production, and investment 
New York; Eastbourne, England; Toronto and Syd- 
ney; Praeger, 1985. Pp. xi, 325. $35.95. ISBN 0- 
03-002443-9, JEL 85-0806 

Six papers, ■« summary report and four industry 
case studies, which assess the intensity of competi- 
tion among countries for private foreign direct in- 
vestment, Papers also evaluate the effectiveness 
of incentives and performance requirements in 
both developed and developing countries in alter- 
ing the investment and operational decisions of 


foreign investors. After a comparative study of 
country policies (Stephen E. Guisinger), the papers 
examine the experiences of the international food 
processing industry (R. Hal Mason), the automobile 
industry (Neil Hood and Stephen Young), the com- 
puter industry (Robert R. Miller), and the petro- 
chemical industry (H. Peter Gray and Ingo Wal- 
ter). Guisinger also presents a summary of the 
primary conclusions. Guisinger is Professor and 
Program Director, International Management 
Studies, University of Texas at Dallas, Richardson, 
Index. 

Internamonal Labour Office. Technology 
choice and employment generation by multirw- 
tional enterprises in developing countries. Ge- 
neva- Author, 1984. Pp. viii, 77. $10.00, paper. 
ISBN 92-2- 103718-5. /EL 85-0807 

Presents the findings of a research project for 
the Multinational Enterprises Programme of the 
ILO, which examined ways in which technology 
choices made by multinational enterprises (MNEs) 
in developing countries contribute to generating 
local employment opportunities, both directly and 
indirectly. Focuses on established, manufacturing 
MNEs of industrialized and third world countries 
operating in Singapore, Nigeria, Brazil, India, and 
Kenya. Chapters concern: the process of technol- 
ogy choice, direct and indirect employment effects 
of MNEs, and the impact of government policies. 
Concludes that there are strong linkages between 
technology choices made by MNE subsidiaries 
abroad and the volume of employment directly 
and indirectly generated by them in the host coun- 
try; recommends actively fostering linkages be- 
tween foreign subsidiaries and local enterprises 
and between foreign investment and scienc'e and 
technology policies when considering employ- 
ment generation. No index. 

Kaletsky, Anatole. The costs of default A Twen- 
tieth Century Fund Paper. New York; Priority 
Press, 1985. Pp. vi, 116. $7.00, paper. ISBN 0- 
87078-159-6. JEL 85-0808 

Discusses various aspects of default, a mgjor issue 
related to the current international debt crisis as 
developing countries with excessive foreign bor- 
rowings are being forced to increase exports and 
borrow more to service their debts, worsening 
their long-term prospects for real growth. Covers: 
the incentive to default; private legal and private 
nonjudicial sanctions; and the economic conse- 
quences, politics, and likelihood of default. Con- 
tends that any negotiated solution to the debt crisis 
would ideally reduce resource transfer out of 
debtor countries to a level compatible with on 
early return to a relatively rapid rate cff per capita 
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growth and would also protect the world banking 
system from collapse while preserving some re- 
spect for private property in international com- 
mercial relations. The author is a correspondent 
with London’s Financial Times. No index. 

Lipson, (IHARUlS. Standinf! guard: Protecting for- 
eign capital in the nineteenth and twentieth cen- 
turies. Studies in International Political Economy 
Berkeley and London; University of California 
Press, 1985. Pp. xvii, 332. $34.95, cloth; $11.95, 
paper ISBN 0-520-03468-6. JEL 85-0809 

Examines the security of foreign capital and the 
process of international rule making; analyzes 
long-term changes in investment security and the 
factors underlying them. Examines the regime for 
foreign investment, including the political rules, 
norms, and institutions that have characterized in- 
vestment security during the nineteenth and 
twentieth centuries. Develops a model of regime 
change, which includes both international re- 
straints and domestic sources of expropriation. 
Part one considers international property rules 
and the state role; its empirical focus is on Great 
Britain and the United States in L.atin America 
Part two analyzes the foreign policy of investment 
protection since World War 11 and discusses how 
the evolution of U.S. anti-expropriation policy is 
closely related to the evolution of multinational 
investment. The conclusion discusses links be- 
tween foreign policy and international rules. The 
author is Associate Professor of Political Science 
and Co-Director of the Program on Interdepen- 
dent Political Economy, University of Chicago. In- 
dex. 

Rugman, Alan M. and Eden, Lorraine, eds. Mul- 
tinationals and transfer pricing. New York: St. 
Martin's Press, 1985, Pp. vii, 336. $35.00. ISBN 
0-312-55257-2, JEL 85-0810 

Fifteen previously unpublished papers pre- 
sented at a conference held at Dalhousie Univer- 
sity in October 1983. Organized around three 
themes bearing on conflicts between multinational 
enterprises (MNEs) and governments: (1) are trans- 
fer prices efBcient'!* (2) do arm’s-length prices exist 
as a basis for comparison with transfer prices? and 
(3) is regulation of transfer pricing necessary on 
eEBcieney and/or distributional grounds? Some of 
the topics include: transfer pricing and economic 
welfare: the relation of efficient, profit-maximiz- 
ing, decentralized, arm’s length, and optimal regu- 
lated typies of transfer prices; multinationals and 
exhaustible natural resources; transfer pricing in 
the Canadian petroleum industry and in lower in- 
come countries; and public policy implications of 
transfer pricing. The contributors are mainly econ- 


omists. Rugman is Director at the Center for Inter- 
national Business Studies at Dalhousie University, 
Nova Scotia. Eden is at Brock University, Ontario. 
Bibliography; author and subject indices. 

Sau, Ranjit. Unequal exchange, imperialism and 
underdevelopment: An essay on the political econ- 
omy of world capitalism. Reprint. Calcutta: Ox- 
ford University Press, [1978] 1984. Pp. x, 202. 
$9.95, paper. JEL 85-081 1 

Reprint of a 1978 analysis of aspects of neocolo- 
nialism or the post-Second World War phase of 
imperialism [see JEL no. 79-0167 for previous an- 
notation]. Bibliography; index. 

United Nations Department of Technical Co- 
operation FOR Development. Regulatory Ad- 
ministration for National Development: Report of 
an Interregional Seminar, Bangkok, Thailand, 9- 
13, May 1983. New York; United Nations, 1984. 
Pp. vii, 130. Paper. JEL 85-0812 

Reviews policy and administrative measures 
that have been taken or might be implemented 
in the developing countries for improving regula- 
tory administration, with particular references to 
the facilitation of investment, particularly from ex- 
ternal .sources. Based on research carried out by 
UNDTCD and a U.N. interregional seminar held 
in Bangkok in May 1983. Participants were from 
Brazil, China, India, Indonesia, the Ivory Coast, 
Malaysia. Mexico, Thailand, Venezuela, Zaire, and 
Zimbabwe as well as regional and international 
organizations. Discusses the concept and object 
of regulation; regulatory policy; the regulatory 
agency and issues of institutional design; the regu- 
latory process; and regulatory reform. Contains ex- 
amples of regional (Asia and the Pacific, Africa, 
the Americas, Western Asia) experiences. Sum- 
maries of nine of the country reports are contained 
in the annex. No index. 

WiONCZEK, Miguel S., ed. Politics and economics 
of external debt crisis: The Latin American experi- 
ence. In collaboration with Luciano Tomassini. 
Westview Special Studies on Latin America and 
the Caribbean. Boulder, Colo., and London: West- 
view Press, 1985. Pp. xiii, 482. $37.50. ISBN 0- 
86531-797-6. JEL 85-0813 

Sixteen previously unpublished papers present 
the Latin American debt experience and difficul- 
ties from the point of view of borrowers. The first 
eight papers analyze links between the interna- 
tional economic crisis and the present external 
debt difficulties in the Latin American region. 
Seven papers are country case studies of the pro- 
cess of external debt accumulation, covering Ar- 
gentina, Brazil, Mexico, Venezuela, Chile, Peru, 
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and Central America. The case studies also pay 
attention to the domestic political aspects of the 
indebtedness and attempts at renegotiation of the 
debt, A concluding paper by the editor speculates 
on the short-term outlook. The contributors are 
economists. The editor is a senior fellow and the 
head of the long-term Energy Research Program, 
El Colegio de Mexico, Mexico City. Index. 

World Bank. World debt tables: External debt of 
developing countries, 1984-85. Annual. Washing- 
ton, D.C.; World Bank, 1985. Pp. xxxiv, 305. Paper. 
ISBN 0-82 1 3-0507-7 . JEL 85-08 1 4 

Statistical tables showing the long-term external 
debt of 105 countries, compiled from data re- 
ported to the World Bank by its members under 
the Debtor Reporting System. Presents data for 
public and publicly guaranteed debt, augmented 
by information (where available) on private non- 
guaranteed debt and major economic aggregates 
and by indicators used frequently in analyses of 
debt and credit worthiness; the macroeconomic 
information is from standard sources Contains re- 
gional summaries, individual country tables, tabu- 
lations for 104 countries and for groupings by in- 
come levels, and a table showing the aggregate 
position of 1 2 major borrowers. Data are provided 
for eight years (1974, 1976, and 1978 through 
1983) An introduction discusses trends in lending, 
developments in debt reschedulings, innovations, 
and the economic outlook Index of reporting 
countries. 

See also: Book Numbers JEL 85-0675, 85-0847 


500 Administration; Business Finance; 

Marketing, Accounting 

510 Administration 

Bryans, P. and Cronin, T. P. Organization theory. 
Edited by C. Gilles van Wijk. Core Business Pro- 
gram. New York: Facts On File, 1984. Pp. 127. 
$7.95. ISBN 0-8160-0052-2. JEL 85-0815 
“Pocket reference guide" examines organiza- 
tions and the environments within which all busi- 
ness activities are pursued. Develops the implica- 
tions of two perspiectives of organizational life — 
structural and phenomenological. Some topics 
covered are: vertical information systems as a con- 
sequence of the increasing importance of com- 
puter systems for organization control, manage- 
ment by objectives, conflict, and politics in the 
organizational environment, formal and informal 
groups, the nature of perception and attitudes and 
their consequent effects on behavior, complexities 


of motivation, and the function of influence, 
power, and authority in organizations. Glossary; 
no index. 

Hailstones, Thomas J. and Rothwell, John C. 
Managerial economics. Second edition. Elngle- 
wood Cliffs, N.J,; Prentice-Hall, [1979] 1985. Pp. 
xii, 474. $28,95. ISBN 0-13-549924-0. 

JEL 85-0816 

Updated second edition [see JEL no. 79-1051 
for annotation of first edition] of an introductory 
textbook in managerial economics; prerequisites 
are a "modest” knowledge of economic principles 
and mathematics. Stresses fundamentals and basic 
applications; melds theory and traditional analysis 
with practical problems and cases. Chapters con- 
cern; the role of the business economist, economic 
profit, price determination, demand analysis, busi- 
ness fluctuations and economic indicators, eco- 
nomic and business forecasting, cost of production, 
pricing, antitrust regulation, capital expenditure 
analysis, cost of capital, human resources, and the 
changing economic environment Each chapter 
concludes with a summary, questions for analysis 
and discussion, problems, cases, and selected read- 
ings The authors are both Professors of Econom- 
ics, Xavier University, Cincinnati. Index. 

Mixon, J. Wilson, ]r. and Uri, Noel D. Manage- 
rial economics. New York. Macmillan; London; 
Collier Macmillan, 1985. Pp. xii, 580. ISBN 0-02- 
381860-3. JEL 85-0817 

Introductory textbook on the subject of manage- 
rial economics. Makes use of mathematics to illu- 
minate topics, but places more advanced mathe- 
matical techniques in appendices to chapters. 
After an overview of managerial economics and 
a review of key mathematical concepts, the chap- 
ters cover; the nature of profits and of profit-re- 
lated decisions under conditions of uncertainty; 
the concept of demand and its estimation and fore- 
casting; production, cost, and pricing; market 
structure and pricing under perfect and imperfect 
competition; public policy and markets: govern- 
ment decision making; taxation; and the capital 
budgeting process. Some more specific topics are 
the Box-Jenkins analysis of time series data, the 
arbitrage pricing model, and linear programming 
techniques. Each chapter contains a summary, 
questions, problems, and references. Supplemen- 
tal aids are available. Mixon is at Bassett, Parks, 
Silberberg and Finch, Seattle. Uri is at the Federal 
Trade Commission and George Mason University- 
Index. 

Rao, T. V. S. Ramamohan. Theory of firm; Eco- 
nomic and managerial aspects. New Delhi: Affili- 
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ated East-West Press, 1985. Pp. xii, 249. Hs 43.00, 
paper. JEL 85-0818 

Intermediate-level microeconomic theory text- 
book for undergraduate engineering students. 
Presentation of topics is organized to meet the 
need of the production engineer and manager for 
operational knowledge in .short-run decision mak- 
ing and for explaining the logical basis of the eco- 
noniic magnitudes employed in modeling exer- 
cises by professional engineers. Chapter exercises 
are included as learning aids and answers to these 
exercises are given at the end of the book. The 
author is Professor of Economics at the Indian In- 
stitute of Technology, Kanpur. Index. 

See also: Book Numbers JEL 85-08 JO, 85-0827 

520 Business Finance and Investment 

Henderson, Schuyler K. and Price, John A. M. 
Currency and interest rate swaps. London: Butter- 
worths; Boston: Butterworth Legal, 1984. Pp. xiii, 
144. $45.00. ISBN 0-406-07360-0. 

JEL 85-0819 

Study of swap financing techniques and their 
application. Designed to show business financial 
officers how to reduce an entity's cost of funds, 
increase its return on assets, and reduce interest 
rate risk in funding fixed rate assets with floating 
rate liabilities or long-term assets with short-term 
liabilities. Traces the development of the swap 
market from the parallel loan, common in the late 
1960s, to the floating or floating debt swap. Illus- 
trates the Interaction between the bank foreign 
exchange market, the bank loan market, the swap 
market, and the securities markets. Discusses risks 
in entering into a swap from legal and financial 
perspectives and the terms and conditions, struc- 
tures, legal documentation, accounting implica- 
tions, and the role of an intermediary bank. Pre- 
sents a case study for the main categories of swap, 
indicating the advantages for the parties involved 
and determining costs for each party. Forecasts 
possible future developments in the swap product 
and applications. The authors are a merchant 
banker and a lawyer, respectively. Index. 

Rosenberg, Susan B., et al. Finance. Core Business 
Program. New York: Facts On File, 1984. Pp. 127. 
$7.95. ISBN a-816(M)053-0. JEL 85-0820 

“Pocket reference, guide” discusses aspects of 
financial corporate oii^ctives of obtaining and in- 
vesting funds. Reviews the sources and types of 
available funds; optimal balance among the differ- 
ent types of funds; investment decisions concern- 
ing fixed assets, shares smd bonds, take-overs and 
mergers of and with other organizations, and cur- 
r«it assets. Also includes a brief review of the role 


of financial markets, examination of the traditional 
methods of financial analysis, and the operation 
of the U.S. taxation system — its significance in 
funding and investment decisions. Incorporates 
references to and explanations of the main theories 
of finance, identifying basic assumptions and re- 
strictions. Glossary; no index. 

See also: Book Number JEL 85-0851 

530 Marketing 

Miller, Robert B. and Heiman, Stephen E. Stra- 
tegic selling: The unique sales system proven suc- 
cessful by America’s best companies. With Tad 
Tuleja. New York: Morrow, 1985. Pp. 319. $19.95. 
ISBN 0-688-04313-5. JEL 85-0821 

Explains “strategic selling,” which focuses on 
the customers served, analyzing their organiza- 
tional and persona] needs. This allows determina- 
tion of how to add value to customers’ organiza- 
tions and create a long-term business relationship 
benefiting all parties in the business transaction. 
Discusses ways of creating lasting partnerships, 
elaborating on the basic elements of strategic sell- 
ing. Discusses management of selling time and fo- 
cusing on “win-win” customers. Points out that a 
sound sales objective is specific, measurable, realis- 
tic, and has a clearly defined time frame. The au- 
thors are in private business. Index. 

540 Accounting 

Fairfield, P.; Harvey, D. A. and Nettleton, M. 
Management accounting. Core Business Program. 
New York: Facts On File, 1984. Pp. 127. $7.95. 
ISBN 0-8160-0050-6. JEL 85-0822 

“Pocket reference guide" provides a broad cov- 
erage of mayor areas of accounting, principally 
concerning the provision of quantitative financial 
information to management for decision-making 
and control. Discusses the characteristics of man- 
agement accounting issues in all organizations, 
emphasizing cost recording, classification, and 
analysis; planning and control mechanisms for effi- 
cient allocation of resources; and techniques, de- 
sign, and use of management control systems. Spe- 
cific topics are: cost accounting, manufacturing 
cost flows and total absorption costing, variable 
costing, profit sensitivity analysis, planning and 
budgeting, standard costs, capital investment ap- 
praisal, and analysis of profit and financial state- 
ments. Glossary; no index. 

Tweedie, David and Whittington, Geoffrey. 
The debate on inflation accounting. Management 
and Industrioi Relations series, no. 7. Cambridge; 
New York and Sydney: Cambridge University 



New Books; Annotated Listing 


1295 


Press, 1984. Pp. xii, 404. $49.50. ISBN 0-521- 
24588-9. JEL 85-0823 

Survey of the historical development of inflation 
accounting (defined as all methods of dealing with 
price changes). Traces in chronological order the 
interaction between ideas and practice and exam- 
ines world events that have influenced accounting 
thought and practice, principally in the United 
Kingdom but also in the United States, Australasia, 
Canada, South Africa, continental Europe, and 
Latin America, which was the first area to apply 
successfully comprehensive systems of inflation ac- 
counting and which has the only contemporary 
examples of the application of Constant Purchas- 
ing Power accounting. Focus is on financial ac- 
counting. In two parts; the debate that has taken 
place during the whole of the twentieth century, 
made more significant by the oil crisis of 1973, 
and competing methods of inflation accounting 
and the role and motivation of different parties 
to the debate. Tweedie is Visiting Professor at the 
University of Lancaster. Whittington is Professor 
of Accounting and Finance, University of Bristol 
Bibliography; nafhe and subject indices. 

600 Industrial Organization; 
Technological Change; Industry Studies 

610 Industrial Organization and Public 
Policy 

Anderson, D. Victor. Illusions of power. A history 
of the Washington Public Power Supply System 
(WPPSS). New York; Eastbourne, England; To- 
ronto and Sydney. Praeger, 1985. Pp. xiii, 159. 
$29.95. ISBN 0-03-000369-5. JEL 85-0824 
Chronicles the history of the Washington Public 
Power Supply System (WPPSS) from its beginnings 
in county-level utility management in 1957, 
through growth into the second largest nuclear 
power project in the United States, to collapse ui 
the largest municipal default in U.S. history. Also 
documents the background of the private versus 
public power debate in the Northwest, beginning 
with a discussion of the Power Trust of Samuel 
Insull in the 1920s, the advocates of public power, 
James D. Ross and Homer Bone in the 1930s, and 
the partnership ptolicy between public and private 
utilities in the 1950s. Ends with observations on 
the outcome of events. The author is a senior eco- 
nomic consultant. Energy Research Group, Inc., 
Portland, Oregon. Bibliography; index. 

Bailey. Elizabeth E.; Graham, David R. and 
Kaplan, Daniel P. Deregulating the airlines. 
MIT Press Series on the Regulation of Economic 
Activity, no. 10. Cambridge and London; MIT 


Press. 1985. Pp. xiv, 243. $19.95. ISBN 0-262- 
02213-3. JEL 85-0825 

Examines the theory and policy underlying the 
deregulation process and assesses the effects of 
deregulabon on airline performance. Provides a 
narrative of the decisions made by the Qvil Aero- 
nautics Board during the transition to deregulation 
and the reasoning behind its decisions. Compares 
the industry before and after deregulation (1978 
and 1981), highlighting the developments that 
have proved important in the initial post-deregula- 
tion period. Analyzes changes in terms of conve- 
nience, productivity, and competition. Contends 
that competition is being proven superior to regu- 
lation in serving the public interest. Concludes 
that deregulation has resulted in better use of re- 
sources and a more efficient airline system. Bailey 
is Dean of the Graduate School of Industrial Ad- 
ministration at Carnegie-Mellon University. 
Kaplan is at the Civil Aeronautics Board. Graham 
is at the Institute for Defense Analysis. Bibliogra- 
phy; index. 

Bossons, John; Makuch, S. .M. and Palmer, John. 
Regulation by municipal licensing. With an intro- 
duction by Peter Quance. Ontario Economic 
Council Research Studies, no. 30. Toronto; Buffalo 
and London; University of Toronto Press for the 
Ontario Economic Council. 1984. Pp. 111. $6.50, 
paper. ISBN 0-8020-3390-3. JEL 85-0826 
Two previously unpublished studies examine 
problems and issues in municipal licensing in On- 
tario The introduction by Peter Quance discusses 
how municipal licensing goals and practices exem- 
plify more general regulatory goals and practices 
and the intentions, methods, and shortcomings of 
government regulation in general. The paper by 
John Bossons and S. M. Makuch considers the ratio- 
nales for municipal licensing and examines the li- 
censing process in metropolitan Toronto to ascer- 
tain whether the purpioses of such licensing can 
be and are being attained. John Palmer explores 
the rationales offered by municipalities for regulat- 
ing the cartage and taxicab industries and studies 
the effects of the different regulations in various 
municipalities in Ontario and in Washington, D.C, 
and Los Angeles. Papers suggest that a reorganiza- 
tion of the present system of municipal licensing 
is needed. Bossons and Makuch are members of 
the Department of Economics and Faculty of Law, 
respectively, at the University of Toronto. John 
Palmer is a member of the Department of Eco- 
nomics. University of Western Ontario. No index. 

BUCHHOLZ, ROGENE A.; EVANS, WILLIAM D. AND 
Wacley, Robert a. Management response to 
public issues: Coruxpts and coses in strategy for- 
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mulation. Englewood Cliffs, N.J.: Prentice-Hall, 
1985. Pp. X, 389. $19.95, paper. ISBN 0-13- 
549940-2. JEL 85-0827 

Casebook in the field of business environment 
and public policy includes implications for man- 
agement decision-making and the formulation of 
policy. Presents sixteen cases involving corpora- 
tions’ responses to concerns of society, govern- 
ment, the community, employees, consumers, and 
environmental advocates. Presents actual situa- 
tions that illustrate the impact of public issues and 
opportunities for students to develop strategies 
that constitute a constructive response from the 
corporations’ perspectives. Chapters contain ques- 
tions and bibliographies. Buchholz is at the Univer- 
sity of Texas, Dallas. Evans and Wagley are at 
Wright State University. Index. 

Button, Kenneth J. Hoad haulage licensing and 
EC transport policy. Aldershot, Hampshire, and 
Brookfield, Vt.; Gower, 1984. Pp, ix, 127. $32.95. 
ISBN 0-56B-00702-9. JEL 85-0828 

Examines the European Exonomic Communi- 
ty’s Common Transport Policy and the Commu- 
nity Quota System, which was introduced to facili- 
tate transport movements in the Community. 
Discusses specific problems associated with the in- 
ternational road haulage movements and with li- 
censing, placing them into the wider overall per- 
spective of the Common Transport Policy. Offers 
a historical account of the development of the pol- 
icy, considering in detail the theoretical and eco- 
nomic rationale for the establishment of a common 
policy. Highlights the differing nature of transport 
policies in EEC member states and details specific 
licensing policies pursued in relation to domestic 
haulage. Presents the experiences of the United 
Kingdom to illustrate the workings of the interna- 
tional licensing system at the micro level. Con- 
cludes with comments on the future of the EEC 
transport policy. The author is a member of the 
Department of Economics at Loughborough Uni- 
versity. Bibliography; index. 

Christopheh, Martin. The strategy of distribution 
management. Westport, Conn.; Greenwood Press, 
Quorum Books, 1985. Pp. x, 182. $35.00. ISBN 0- 
89930-114-2. JEL 85-0829 

Discusses managerial issues surrounding the cre- 
ation and implementation of distribution strate- 
gies in the wider context of logistics imuiageinent. 
Draws upon the experiences of practicing manag- 
ers In Europe, North America, and Australasia. Ar- 
gues that logistics (the process of strategically man- 

agiag the movement and storage of materials, 
ports, and finished inventory from suppliers to cus- 
tomers) must be reorganized as a total business 


planning orientation. Discusses the positive im- 
pacts that logistics can have on corporate perfor- 
mance; customer service and marketing; the costs 
of distribution; the distribution audit; logistics in- 
formation systems; distribution requirements 
planning; distribution and supply channel strat- 
egy; developing the distribution plan; and imple- 
menting logistics strategy. The author is Professor 
of Marketing and Logistics Systems, Cranfield 
School of Management, and Director, Logistics In- 
ternational Ltd. Index. 

Eads, George C. and Fix, Michael, eds. The 
Reagan regulatory strategy: An assessment 
Changing Domestic Priorities Series. Washington, 
D.C.: Urban Institute Press, 1984. Pp, xiii, 227. 
$26.95, cloth; $12.95, paper. ISBN 9-87766-346- 
7, pbk. JEL 85-0830 

Six papers along with comments originally pre- 
sented at a conference of the Urban Institute in 
June 1983. Papers assess the Beagan administra- 
tion’s regulatory relief campaign. Murray L, Weid- 
enbaum discusses the origin of the Reagan regula- 
tory strategy, the intention of its architects, its 
results, and immediate prospects. Gregory B. 
Christainsen and Robert H. Haveman estimate the 
program’s effects on productivity and conclude 
that the regulatory relief generated only a mar- 
ginal annual improvement, which would dissipate 
within a few years unless matched by equivalent 
additional cost savings. Robert A. Leone offers an 
assessment of the impact of regulatory relief on 
the auto industry. ’The papers by Jerry L. Mashaw 
and Susan Rose-Ackerman and by Michael Fix ana- 
lyze the administration’s transfer of regulatory au- 
thority to the states. Christopher H. Foreman ex- 
amines the changing role of Congress in regulatory 
oversight and in restraining and redirecting the 
regulatory relief effort; also discusses congressional 
resistance to enacting the Reagan program into 
law. Eads is Professor in the School of Public Affairs 
at the University of Maryland. Fix is Senior Re- 
search Associate at the Urbsm Institute. No index. 

F^icenbaum, Harvey B. The politics of public en- 
terprise: Oil and the French state. Princeton, N.J.: 
Princeton University Press, 1985. Pp. xvii, 194, 
$25.00, cloth; $8.95, paper, ISBN 0-691-07677- 
4. JEL 85-0831 

Examines the dynamics of public enterprise in 
the French oil industry, exploring the workings 
and limitations of the modem state. Emphasz®* 

political culture, elite, and economic theories 
competing and complementary explanations foi 
the high level of state intervention in the French 
economy. Examines why state entrepreneurship 
is the form that state Intervention takes in France 
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and reexamines the assumption of a unified and 
powerful French state through observation of pub- 
lic firm behavior, i.e., French integrated petro- 
leum firms. Discusses the structural conflict of in- 
terest between nationalized firms and the French 
administration deriving from managerial auton- 
omy, intentional decentralization of authority, and 
profit maximization. Concludes that, while the 
French state is strong, it is not autonomous; hence 
it has assumed the nature of a weak state because 
it is a captured state. It has had success in imposing 
high prices on French consumers, but has done 
nothing to extract concessions from the oil indus- 
try. Based on a Ph.D, dissertation. The author is 
Assistant Professor of Political Science at George 
Washington University. Bibliography; index 

DE Fontgalland, BERNARD. The world railway 
system Translation. Cambridge; New York and 
Sydney; Cambridge University Press, [1980] 1984 
P^. xiv, 209 $29.95. ISBN 0-521-24541-9. 

JEL 86-0832 

Translation of Le systime ferroviaire dans le 
monde, a di.scussion of the application of tradi- 
tional methods in dynamic systems analysis to the 
railways as a guided form of transport The analysis 
is limited to the essential features of the present 
state of the railway, covering principles, parame- 
ters, and systems; technology; production; sales; 
management; macrosystems; and international or- 
ganizations that support operating macrosystems 
Contends that the railway is in a state of renais- 
sance, despite the aftereffects of a century-long 
monopoly, which has led to its decline as a mode 
of transport. Furthermore, the distinctive charac- 
teristics of the railway provide a solution to the 
problems of increased world transport demand, 
fueled by increasing population and rising living 
standards, shrinking available space, diminished 
energy resources, and air pollution. Concludes that 
the problem for tomorrow's railways is not one 
of survival but of optimizing their role as a comple- 
ment to the modern version of the other transport 
modes, at the lowest aggregate cost to the commu- 
nity. The author is Honorary Secretary General 
of the International Union of Railways. Bibliogra- 
phy; no index. 

Fox, Eleanor M. and Halverson, James T., eds. 
Antitrust policy in transition: The convergence of 
law and economics. Chicago; American Bar Asso- 
ciation, Section of Antitrust Law, 1984. Pp. *v, 
488. $35.00. ISBN 0-89707-147-6. 

/EL 85-0833 

Twenty-six previously unpublished 
terviews, and panel discussions on the ro e o 
nomics In formulating antitrust law and en or 


ment policy. Includes recent thinking on the philo- 
sophical and practical use of economic principles 
and theories in antitrust law. Two panel discussions 
examine the philosophical tensions that arise when 
modern economics confronts historically accepted 
judicial precedent in the courtroom and the extent 
to which economics influences antitrust analysis. 
Five articles cover the congruence of private and 
public interests in competitive markets, the use 
of economics as a tool in antitrust analysis, the 
exercise of monopoly power and its effect on com- 
petition, a critique of economic efficiency as the 
goal of antitrust laws, and the developing consen- 
sus in the economic analysis of antitrust problems. 
Two reports discuss the efficiency implications of 
antitrust policies and the history of regulation of 
competition by the Federal Trade Commission. 
Eight articles consider issues taken in the eco- 
nomic debate on the 1982 Merger Guidelines. The 
last nine papers explore vertical relationships, re- 
sale price maintenance, and the economic benefits 
of vertical restraints. The contributors are lawyers, 
legal scholars, and economists. Fox is Professor of 
Law at New York University School of Law. Hal- 
verson is a member of the New York, Minnesota, 
and District of Columbia Bar Associations. No in- 
dex. 

KiiHL, Livio G., et al. Una politica industrial para 
la Argentina. (An industrial policy for Argentina. ) 
Buenos Aires; Editorial Club de Estudio, 1983. Pp. 
951. $29.00, paper. ISBN 950-587-011-6. 

JEL 85-0834 

The result of a 1981 research project on Argen- 
tine industrial policy, this book (written in Spanish) 
provides detailed statistics of the Argentine manu- 
facturing sector and presents a proposal for an in- 
dustrial policy. The book is divided into 23 chap- 
ters. The first thirteen describe; Argentine 
geographic and demographic characteristics, the 
industrial evolution, labor force and unemploy- 
ment, productivity, technological evolution, econ- 
omies of scale, availability of raw material and en- 
ergy, the incidence of other sectors’ inefficiencies 
in manufactured products prices, price controb 
and investment levels, trade protectionism and ex- 
change rates, industrial promotion, and foreign 
investment in Argentina. Chapters fourteen to 
seventeen are related to the international environ- 
ment; a comparison of Argentine economic and 
social indexes with the rest of the world, sources 
of Argentine economic growth, industrial policies 
in other countries, the future of the world econ- 
omy. Chapters eighteen through twenty-two sug- 
gest an indiutrial policy for the country and detail 
measures that could be taken for the implementa- 
tion of that policy. The description covers a wi^ 
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Tange of topics, some of them more related to the 
general topic of economic development. The last 
chapter describes the results that could be ob- 
tained through the application of this industrial 
policy. An Argentine econometric model was used. 
Kuhl is the former Minister of Industry. The con- 
tributors include a long list of Argentine specialists 
in different fields. A 100 page summary is also 
available. No index. [Rodolfo E. Biased] 

Kumar, Manmohan S. Growth, acquisition and in- 
vestment: An analysis of the growth of industrial 
firms and their overseas activities. University of 
Cambridge Department of Applied Economics, 
Occasional Paper no. ,56. Cambridge; New York 
and Sydney; Cambridge University Press, 1984. 
Pp. xii, 211. $37.50. ISBN 0-521-26794-3. 

JEL 85-083S 

Examines the relationship between size, growth, 
and profitability of firms, the degree of trade-off 
between growth by acqui.sition and growth by new 
investment, the role of different forms of financ- 
ing, and the implications of external markets and 
overseas production for firms' performance. Most 
of the data are from 1960-76 for U.K. quoted com- 
panies. Investigates firm characteristics and per- 
formance; size, growth, and profitability, methods 
of growth; the impact of acquisition on investment 
and profitability; financing; dividend behavior; ex- 
ports, acquisitons, and firm size; and overseas pro- 
duction. Discusses the main implications for com- 
petition and industrial policies pursued in the 
United Kingdom and in other industrial countries. 
Bibliography; no index. 

Meier, Kenneth J. Regulation: Politics, bureau- 
cracy, and economics. New York: St. Martin’s 
Press, 1985. Pp. xviii, 334. $32.50. ISBN 0-312- 
66971-2. JEL 85-0836 

Ejcaraines a wide range of regulatory situations 
and individual regulatory policies to determine 
why regulatory policy exists as it does and justifica- 
tions for defining acceptable behavior. Discusses 
the regulation of financial institutions (banks, sav- 
ings and loan allocations, and credit unions); eco- 
nomic regulation agriculture, the professions, 
and other occiipations; and workplace safety and 
health. Assesses consumer protection policies, en- 
vironmental protection policy, and antitrust pol- 
icy. Although the author suggests specific reforms, 
he concludes that U.S regulatory policies reflect 
political forces, economic constraints, legal impe- 
ratives, bureaucratic routines, and other social 
forces and that the exact combination of forces 
varies from area to area so that generalizations 
about regulation are limited and uniform reforms 
impossible. The author is Associate Professor of 


Political Science at the University of Oklahoma. 
Index. 

Mintz, Beth and Schwartz, Michael. The power 
structure of American business. Chicago and Lon- 
don: University of Chicago Press, 1985. Pp. xix, 
327. $27.50. ISBN 0-226-53108-2. 

JEL 85-0837 

Analyzes the behavior of financial institutions 
as active participants in the American economy 
and as coordinators of business activity. Examines 
the leverage that capital flows create between fi- 
nancial and nonfinancial institutions in the Ameri- 
can corporate structure. Reviews the business 
press, narrowed to the most central media — Busi- 
ness Week, the New York Times financial section. 
Fortune, Wall Street Journal, and Forbes — as 
sources of evidence to substantiate conclusions 
drawn from data on interlocking corporate direc- 
torates. Presents the view that the capacity of 
banks to provide coordination within the business 
community and to find a unified posture toward 
major flows of capital creates a major form of social 
decision making that is not mediated by public 
institutions. Argues that banks occupy a position 
of structural importance in the economic sector 
and that the interests of banks as organizations 
in good part determine and constrain the interests 
of capital in general. Concludes that structural 
constraint is the major mechanism of intercorpo- 
rate coordination in modern American capitalism 
and that hegemonic relations, organized around 
the interests of financial institutions, are the main 
organizing principles of the business world. Mintz 
is Professor of Sociology at the University of Ver- 
mont. Schwartz is Professor of Sociology at the 
State University of New York at Stony Brook. In- 
dex. 

O’Connor, William E. An introduction to airline 
economics. Third edition. New York: Praeger, 
[1978, 1982] 1985. Pp. xvii, 207. $24.95. ISBN 0- 
03*001827-7. JEL 85-0838 

This textbook for a one-semester course contains 
substantial revisions consistent with the pro- 
gressive relaxation of government economic regu- 
lation of the airlines, especially regarding domestic 
services, in accordance with the Airline Deregula- 
tion Act of 1978. Many portions of the previous 
edition have been completely rewritten. [See JEL 
no. 82-0880 for the previous annotation.] Includes 
self-testing questions. The author is Professor 
Emeritus of the Embry-Riddle Aeronautical Uni- 
versity, Daytona Beach. Bibliography; index. 

Seth, Ram Pabkash. Pricing and related policies 
of publicly owned electrical utilities. Halifax, 
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Nova Scotia; Dalhousie University, Institute of 
Public Affairs, 1984. Pp. xvi, 301, $25.00, paper. 
ISBN 0-88926-026-5. JEL 85-0839 

Analysis of the financial management of the 
Canadian utilities, focusing on the definition, inter- 
pretation, and enforcement of the financial and 
economic obligations of publicly owned electric 
power utilities. In two parts: the interpretation 
of financial obligations in Britain and Canada and 
pricing policies for utilities in order to supply ser- 
vices in an economically efiicient manner. Distin- 
guishes between social and commercial obliga- 
tions; surveys marginal analysis rules; analyzes the 
relationship between estimating the marginal cost 
of supplying electricity and achieving optimality- 
in the use and mix of power plants; discusses the 
administration of marginal cost pricing; and de- 
scribes some problems of .social rate restructuring 
The author is at Mount Saint Vincent University, 
Halifax, Nova Scotia. Bibliography; no index. 

Shepherd, William G. The economics of industrial 
organization Second edition. Englewood Cliffs, 
N.J.. Prentice-Hall, (1979) 1985. Pp. xii, 420. 
$29.95 ISBN 0-13-231481-9 JEL 85-0840 
Textbook for basic up to senior level or business 
school courses in business and gos-ernment, with 
an emphasis on industrial organrzation [see JEL 
no. 79-0189 for previous annotation). Revisions 
include a reduction of the degree of technical de- 
tail and updated material. Six appendices offer 
deeper treatment of technical points. Chapters in- 
clude summaries and review questions. The author 
is Professor of Eiconomics at the University of 
Michigan. Index. 

See also: Book Numbers JEL 85-0681, 85-0748, 85- 
0812, 85-0844 

620 Economics of Technological Change 

Avehch, Harvey A. A strategic analysis of science 
and technology policy. Baltimore and London: 
Johns’ Hopkins University Press, 1985, Pp. xiv, 216. 
$20.00. ISBN 0-8018-2467-2. JEL 85-0841 
Examines science and technology policy in the 
United States and positions and perceptions put 
forward by contending parties in policy debates, 
particularly the science and technology commu- 
nity and national decisionmakers. .Analyzes deci- 
sions and actions in the following critical areas: 
resource alloChtion, technological innovation, sci- 
ence education, information dissemination, and 
relations between science and technology policy 
and foreign aid. Identifies strategies that lie behind 
proposed actions and policies and translates them 
into policy language. Argues that more systematic 
policy analysis for science and technology (S&T) 


decision making would permit more emphasis to 
be placed on what the desired qualities of an SficT 
enterprise is rather than on how well S&T did 
relative to last year’s or other sector budgets. The 
author is Visiting Professor of Policy Science and 
Economics, University of Maryland, currently on 
leave from the National Science Foundation. Bibli- 
ography; index. 

Bentley, Raymond. Technological change in the 
German Democratic Republic. Boulder, Colo., and 
London; Westview Press, 1984. Pp. xx, 296. $25.00, 
paper. ISBN 0-86531-812-3. JEL 85-0842 
Analyzes the system of technological change in 
East German industry during the period 1945-75, 
focusing on how the system worked in actual prac- 
tice and comparing the system with similar aspects 
in other countries, including the U.S.S.R. and West 
Germany. Follows a historical approach to accen- 
tuate the dynamics, interrelationships, and the 
problems involved, concentrating on the three 
main industrial sectors (machine and vehicle build- 
ing, electrotechnical-electronics and instrument 
building, and chemicall and using trade and pro- 
duction statistics. Examines the distribution of 
R&D manpower; and poheies affecting technologi- 
cal change, including “detailed central planning” 
and the New Economic System (NES); and the 
extent of the success of the NES in overcoming 
the obstacles to technological change and the 
consequences when this system was disbanded in 
1971. Identifies the policy measures involved in 
implementing the work of the Academy of Sci- 
ences and the universities. Concludes that the Ger- 
man Democratic Republic is the most successful 
economy in Eastern Europe with the highest stan- 
dard of living and the highest average level of 
technology, although its technological perfor- 
mance has not matched that of the Federal Repub- 
lic of Germany, in part because of the influence 
of the political economic system on the science- 
production cycle. The study was written while the 
author was at the University of Ulm, Federal Re- 
public of Germany as guest researcher. Bibliogra- 
phy; name and subject indices. 

Ghosh, Pradip K., ed. Appropriate technology in 
Third World development. Foreword by Gamani 
Corea. International Development Resource 
Books, no. 14. Westport, Conn., and London: 
Greenw'ood Press, 1984. Pp. xxiv, 494. $49.95. 
ISBN 0-313-24150-3. JEL 85-0843 

Twelve previously published resource papers 
document and analyze the current trends in the 
development of an effective, appropriate technol- 
ogy for a rapid progress of the third world coun- 
tries. Evaluates the progress during the past 
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decade in attaining long-term objectives of a sus- 
tained economic growth and improvement in the 
quality of living for future populations. Examines 
the experience of a number of third world coun- 
tries in implementing development plans during 
the 1970s, focusing on some of the major problems 
faced by hard core developing countries and pol- 
icy issues posed by these problems. Three other 
parts of the book include: statistical information 
and a descriptive bibliography of information 
•sources related to appropriate technology and de- 
velopent in third world countries; a select, anno- 
tated bibliography of books, documents, and peri- 
odical articles published since 1970; and a 
directory of information sources. Index. 

RoTHWKi-i., Roy \Nn Zegvf.i.d. Walter. Reindus- 
trialization and technology Arrnonk, N.Y.: 
Sharpe, 1985. Pp. 282 $30.00, cloth;$14.95, paper. 
ISBN 0-87332-3.30-0. JEL 85-OS4d 

Describes the elements of and presents the argu- 
ments for coherent national reindustrialization 
and technology policies. Discusses how govern- 
ments and technology policy can overcome tech- 
nological, institutional, and cultural rigidities; 
identify, stimulate, and diffuse into use new tech- 
nologies on which future economic growth can 
be based; and help solve the problems of saturation 
and decline in existing industries. Considers differ- 
ences between the United States, Japan, and West- 
ern Europe technological and industrial develop- 
ment and the role that technological change plays 
in the formation of cycles in economic and indus- 
trial activity. Also discusses the process of techno- 
logical innovation, policy evaluation, elements of 
technology policy, national patterns of financing 
technological change, the role of technology-based 
small firms in the emergence of new technologies, 
regional regeneration, and employment and work. 
Proposes that a balanced and integrated industrial- 
ization and technology policy ^ould take into 
account three interrelated elements, which de- 
termine innovative performance; technical op- 
portunity (including the structure of the technical 
and scientific infrastructure), the structure of the 
industrial sector, and the size and structure of mar- 
ket demand. Bothwell is Senior Fellow, Science 
Policy Research Unit, University of Sussex. 
Zegveld is Director of Croup Policy Research and 
Information, Netherlands Organization for Ap- 
plied Scientific Research. Index. 

Strassman, Paul A, Information payoff: The trans- 
formation of toork in the electronic age. New York; 
Macmillan, Free Press; London: Collier Macmil- 
lan, 1985. Pp. xix, 298. $20.75. ISBN 0-02-931720- 
7. JEL 85-0845 


Examines information technology from a de- 
mand-side perspective. Intent is to show how in- 
formation technology can alter job design, organi- 
zational forms, and social influences and thus 
create a more productive and satisfying work- 
place. Contains projections about the future based 
on present experiences, as seen from individual, 
organizational, and societal points of view. Dis- 
cus.ses current patterns of information work and 
the effects of electronic workstations on the work 
of individuals; assesses the economic effects of of- 
fice automation on businesses and describes how 
investments in information technology can be 
made to support the strategic objectives of an en- 
terprise. Analyzes the effects of the paperless office 
and the transformation of information work from 
an historical point of view. Gives practical guide- 
lines on how to manage information technology 
investments. The author is Vice President, Infor- 
mation Products Group, Xerox Corporation. Bibli- 
ography; index. 

See also: Book Numbers JEL 85-0777, 85-0807, 85- 
0849, 85-0882 

630 Industry Studies 

Banks, Ferdinand E. The political economy of 
coal. Lexington, Mass., and Toronto: Heath, Lex- 
ington Books. 1985. Pp. xvi, 270. $29.00. ISBN 0- 
669-06169-7, JEL 85-0846 

An introduction to the intricacies of applied en- 
ergy economics; may be used as an introductory 
textbook. Focuses on coal, but also contains surveys 
of oil, natural gas, nuclear energy and uranium, 
and electricity. Presents an overview of economic 
and energy changes in the oil decade (1973-83) 
Discusses the demand, supply, and the price of 
coal; the international trade in steam coal; other 
coal topics and the economics of natural gas; and 
coal and the environment. Presents an introduc- 
tory survey of electricity and economics and an 
overview of uranium and the economics of nuclear 
energy. Ends with a survey of present trends in 
the world coal market. Concludes that the con- 
sumption of coal must expand within the frame- 
work of stricter environment controls. The author 
is Social Sciences Faculty Research Fellow, Uni- 
versity of Uppsala. Bibliography; index. 

Dammert, Alfredo and Palaniappan, Sethu. 
Modelling investments in the world copper sector. 
Austin: University of Texas Press, 1985. Pp. 136. 
$20.00. ISBN 0-292-79026-0, JEL 85-0847 
Presents a framework for analyzing future in- 
vestment patterns in the copper mining, process 
ing, and semifabricating industries in a worldwide 
context. Overviews the copper industry and as 
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sesses the future demand for copper. Develops a 
model of the world copper industry, which is speci- 
fied as a mixed integer linear programming prob- 
lem. The model determines the patterns of invest- 
ment required to satisfy future copper 
consumption requirements in the form of semi- 
manufactures. One set of scenarios considers a 
static version with 2000 as the target year; another 
scenario includes time paths with 1990, 1995, and 
2000 as target years. Discusses implications for 
producers and consumers. An appendix contains 
a computer-readable representation of the model 
Dammert is vice-president for marketing at Cen- 
tromin, Lima. Palaniappan is a masters’ degree 
candidate at the Sloan School of Management, 
Massachusetts Institute of Technology. Bibliogra- 
phy; no index. 

_,EHEAH, David A. Insurance markets: Informatton 
problems and regulation. New York; Eastbourne, 
England; Toronto and Sydney: Praeger, 1985. Pp. 
182. $31.95. ISBN 0-08-001 01 9-,5. 

]EL 85-084fi 

Examines accident and bank insurance markets 
in the context of information problems and evalu- 
ates the eflFects of existing regulations. Reviews rel- 
evant literature pertaining to the economics of 
uncertainty and imperfect information with rele- 
vance to the accident and bank insurance markets. 
Develops and tests a basic model of the accident 
insurance market and assesses the effects of gov- 
ernment intervention on insurance market out- 
comes. Analyzes the role of risk classification and 
its effects on the market outcomes, Presents an 
alternative arrangement to the present f’DlC reg- 
ulatory scheme. Investigates the possibility of com- 
mercial bank risk classification. Einds that informa- 
tion problems may significantly alter firm and 
customer behavior (e.g., unnecessary product dif- 
ferentiation) in the insurance process and thereby 
affect insurance market outcomes and that govern- 
ment intervention in informationally imperfect 
markets is unsatisfactory because it does not take 
the market’s information problems into account. 
Concludes that the government’s role, aside from 
assuring industry stability, should be as an informa- 
tion center. The author is a financial economist. 
Federal Deposit Insurance Corporation. Bibliogra- 
phy; index. 

-iiNOCREN, Bjdfn, ed. Pharmaceutical economics; 
Papers presented at the 6th Ame Ryde Sympo- 
sium, Helsingborg, Sweden 1982. Malmb, Sweden; 
Liber, 1984. Pp. 286. $29.00, paper. ISBN 91-38- 
61372-7. JEL 85-0849 

Twelve previously unpublished papers discuss 
economic issues involved in the use of existing 


pharmaceuticals and the rate of introduction of 
new pharmaceuticals. Four papers are devoted to 
the analysis of available drugs: whether drugs are 
complements or substitutes, the benefits and risks 
of drug usage, and the measurement of benefits 
in terms of improved quality of life. The other 
papers are concerned with the performance of the 
pharmaceutical industry, including factors deter- 
mining pharmaceutical innovation, the interna- 
tional diffusion of drugs, the relationship between 
pharmaceutical innovation and price competition, 
and the social benefits of biomedical research. The 
contributors are mainly economists. The editor is 
Director of the Swedish Institute for Health E)co- 
nomics. No index. 

Singh, Brij Pal. The impact of tourism on the bal- 
ance of payments: A case study of Greece. Centre 
of Planning and Economic Research studies, no. 
10. Athens; Centre of Planning and Economic Re- 
search, 1984. Pp. 192, Paper. JEL 85-0850 

Investigates and estimates the net impact of 
tourism on the balance of payments of Greece 
from 1970 to 1978. Reviews economic issues re- 
lated to tourism in general and the development 
of tourism in Greece. Estimates the foreign ex- 
change cost of all services provided to tourists by 
the public and private sectors; computes exjjendi- 
tures, including the depreciation cost of the capital 
expenditure, made for the provision of goods and 
services to tourists. Concludes that if the economic 
aim involved is to maximize the net balance of 
payments position and earn the maximum of net 
foreign exchange, tourism should be encouraged 
to grow unless better or equally good alternative 
sources of foreign finance are readily available. 
The author is Professor of Economics, L B. S. Na- 
tional Academy of Administration, Mussoorie, U. 
P , India. Bibliography; no index. 

Tsobis, Nicholas D. The financing of Greek manu- 
facture. Centre of Planning and Eiconomic Re- 
search studies, no. 8. Athens; Centre of Planning 
and Economic Research, 1984. Pp. 276. Paper. 

JEL 85-0851 

Study of the financing of the Greek manufactur- 
ing industry during the period 1959-81. Reviews 
developments in the Greek economy from 1958 
to 1978 using data from the Greek National Ac- 
counts and analyzes specific developments in man- 
ufacturing u.sing Greek National StatisHoal Service 
data. Analyzes a sample of data drawn from the 
2,500 largest manufacturing firms, focusing on de- 
velopments in capital structure (depreciation, dis- 
tribution of tangible capital between fixed capital 
and stocks and in circulating capital and its compo- 
nents), sources of financing, and the liquidity and 
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rate of return on capital. The last chapter presents 
more recent information (1979-81) and examines 
reasons for the existing “problematic" manufac- 
turing firms, industrial policy from 1958-81, and 
the financing behavior of firms and commercial 
banks. Concludes with policy recommendations. 
Includes statistical appendices. Bibliography; no 
index. 

See also: Book Numbers JEL 85-0686, 85-071 7. 85- 
0722, 85-0805. 85-0829, 85-0846, 85- 
0852. 85-0882 

700 Agriculture; Natural Resources 

710 Agriculture 

Albert, Bili. and Graves, Adrian, eds. Crisis and 
change in the international sugar economy, 1860- 
1914. Edinburgh and Norwich: l.SC Press, 1984. 
Pp. xii, 381. $16.80, paper. ISBN 0-9509580-0- 
6. JEL 85-0852 

Twenty papers, including an introductory chap- 
ter, explore various aspects of the transformation 
of the international sugar industry between 1860 
and 1914, considering the external forces of mod- 
ernization and technological change and the ef- 
fects of local physical, demographic, economic, 
social, and political conditions. Discusses the 
changing structure of the beet and sugar industry 
in Russia, Germany, the Balkans, Brazil, the British 
West Indies, Spanish Antilles, Cuba, Puerto Rico, 
Trinidad, Argentina, Mexico, Peru, Egypt, the Por- 
tuguese Elmpire, Queensland, and Hawaii. The 
contributors are economists and historians. Albert 
is at the University of Elast Anglia. Graves is at 
the University of Edinburgh. Index. 

Berry, Sara S. Fathers work for their sons: Accumu- 
lation, mobility, and class formation in an ex- 
tended yorubd community. Berkeley and London; 
University of California Press, 1985. Pp. x, 225. 
ISBN 0-520-05164-5. JEL 85-0853 

Case study of the consequences of the develop- 
ment of cocoa production in YorObi, Nigeria for 
the regional {>olitical economy. Describes develop- 
ments in western Nigeria during and after the col- 
onial period, the history of particular savannah 
communities, and stories of particular occupa- 
tional groups and individuals within them. Dis- 
cusses the involvement of cocoa farmers in trade 
and politics, both spheres of activity that linked 
them to the regional political economy and also 
confronted them with sources of exploitation and 
opportunity. Describes the experience of cocoa 
farmers’ children who left agriculture and the life 
histories of schoolteachers, exploring the impor- 
tance of education as a strategy of upward mobil- 


ity, a target of accumulation, and an instrument 
of class formation. Compares men’s and women’s 
strategies of income use. Argues that prosperity 
has proven an elusive goal in contemporary Nige- 
ria, for the nation and for its citizens, and that 
the unprecedented oil revenues of the 1970s and 
early 1980s were squandered in conspicuous con- 
sumption or in competition over control of the 
new found wealth. Emphasizes the tension of so- 
cioeconomic change in Nigeria and the question 
of why agricultural commercialization has not led 
to sustained economic growth and diversification. 
The author is Associate Professor of Economics 
and History at Boston University. Index. 

Cochrane, Willard W. and Gardner, Bruce. 
Agricultural policy in the United States — A long 
view and Flaws of the market as regulator of agri- 
culture: The lack of policy implications. Benjamin 
H. Hibbard Memorial Lecture Series. Madison: 
University of Wisconsin, Department of Agricul- 
tural Economics, 1984. Pp. iv, 65. Paper. 

JEL 85-0854 

Two previously unpublished lectures presented 
in April 1984 at the University of Wiscon.sin-Madi- 
son Department of Agricultural Economics. The 
first lecture by Willard W. Cochrane reviews poli- 
cies and programs attempted by U.S. farmers or 
enacted on their behalf by government and the 
events, situations, and conditions that affected ag- 
ricultural policy issues in the United States since 
the nineteenth century. Concludes with a discus- 
sion of how a relatively few owners of very large 
farms will probably be able to induce the body 
politic to protect and support their incomes in the 
future, sees future efforts to support farm prices 
and incomes dominated by farm commodity trade 
associations. The second lecture by Bruce Gardner 
defends criticism of farm policy and market insti- 
tutions as a legitimate and professionally valuable 
activity by economists. The author also argues 
against governmental intervention in the agricul- 
tural commodity markets, primarily on the 
grounds that past commodity stabilization pro- 
grams have been counterproductive. Willard H. 
Cochrane is Professor Emeritus, Department of 
Agricultural Economics, University of Minnesota, 
and Bruce Gardner is Professor of Agricultural 
Economics, University of Maryland. No index. 

Howarth, Richard W. Farming for farmers? A 
critique of agricultural policy. Hobart Paperback 
series, no. 20. London; Institute of Eiconomic Af- 
fairs; distributed hi North America by Transatlan- 
tic Arts, Albuquerque, N.M., 1985. Pp. xvi, 143. 
$14.25, paper. ISBN 0-255-36178-5. 

JEL 85-0855 
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Examines the nature and scope of agricultural 
support policy and the arguments used to justify 
it; questions those arguments by emphasizing ne- 
glected or underplayed facets. Focuses, in particu- 
lar, on the Common Agricultural Policy (CAP) of 
the European Community, Also discusses the poli- 
tics of agriculture and considers the future of agri- 
cultural policy. Argues that the agricultural sup- 
port policy initiated during World War II and the 
immediate postwar years has been totally unsuited 
to the changed circumstances from the mid-1950s 
onward. Outlines an agenda to phase out support 
and allow for adjustment of the structure, output, 
and inputs of farms toward a free-market agricul- 
ture. The author lectures in Agricultural Econom- 
ics, University College of North Wales, Bangor. 
No index. 

International Agricultural Research Con- 
sultive Group, Compilers. Publications on in- 
ternational agricultural research and develop- 
ment. Manila: International Rice Research 
Institute, 1984. Pp. ix, 539. $10.20, paper ISBN 
971-104-122-7' }EL 85-0856 

A listing of educational materials on agricultural 
research and development for the Third World 
published by the International Centers supported 
by the Consultative Group on International Agri- 
cultural Research (CGIAH) (an association of 48 
countries, international and regional organiza- 
tions, and private foundations supporting 13 inter- 
national agricultural research institutes) and also 
by several non-CGlAR-supported centers. The 
purpose of this dissemination of information is to 
bring resources of modern biological and socioeco- 
nomic research to bear on the problems of improv- 
ing agricultural productivity in the developing na- 
tions. Keyword index facilitates location of specific 
topics. 

Jarvis, Lovell S. Chilean agriculture under mili- 
tary rule: From reform to reaction, 1973-1980. Re- 
search Series, no. 59. Berkeley: University of Cali- 
fornia, Institute of International Studies, 1985. Pp. 
xiv, 210. $11.50, paper. ISBN 0-87725-159-2. 

JEL 85-0857 

Analyzes the changes in economic opportunities 
for the poorer segments of Chilean rural society, 
owners of small farms, and agricultural workers 
that occurred as a result of the new economic poli- 
cies introduced by the military junta that assumed 
power in September 1973. Focuses on policies to- 
ward land reform and, in particular, the junta's 
disposition of remaining expropriated land and the 
government support given to beneficiaries during 
their early years of ownership. Discusses agricul- 
tural output since 1973; agricultural employment. 


wages and incomes; and the experience of the land 
reform beneficiaries. Concludes that although the 
small farm sector in Chile has been substantially 
enlarged, government policy has been signifi- 
cantly less supportive of small farmers since 1973 
and development of the sector has been retarded. 
The author is Acting Associate Professor, Depart- 
ment of Agricultural Economics, University of Cal- 
ifornia, Davis. Bibliography; index. 

Jones, William 1. and Egli, Roberto. Farming 
systems in Africa: The Great Lakes Highlands of 
Zaire, Rwanda, and Burundi. World Bank Techni- 
cal Paper, no. 27. Washington, D.C.: The World 
Bank, 1984. Pp. xi, 107. $8.00, paper. ISBN 0- 
8213-0398-8. JEL 85-0858 

Describes farming systems in the Great Lakes 
Highlands agroclimatic zone in East Africa based 
on field interviews and existing data sources. Dis- 
cusses how the present pattern of Highlands agri- 
culture developed and patterns of differentiation 
in response to altitude, temperature, rainfall, soil, 
population, and government. Presents first ap- 
proximations of 1 1 farm models and assesses farm- 
level system changes proposed by governments, 
development projects, and farmers. Considers 
what governments and/or intemationaJ financiers 
might do to cope with the stress on the Highlands' 
agricultural system and to improve the living stan- 
dard of this rural area. Recommends soil conserva- 
tion and enrichment measures and suggests possi- 
ble diversification in export crops and changes in 
existing cropping patterns and the livestock sys- 
tem. Jones is an agricultural economist in the South 
Asia Projects Department and Egli is agronomist 
and consultant. World Bank. No index. 

Khaldi, Nabil. Evolving food gaps in the Middle 
East/North Africa: Prospects and policy implica- 
tions Research Report series, no. 47. Washington, 
D.C.: International Food Policy Research Institute, 
1984. Pp. 74. Paper. ISBN 0-89629-048-4. 

JEL 85-0859 

Examines the widening gap between food sup- 
ply and demand, which has led to huge increases 
in imports in the Middle East /North Africa since 
1973. Also discusses the changing food prefer- 
ences, which have altered the composition of the 
foods consumed. Divides the countries of the re- 
gion into three groups: oil exporting (Algeria, Iran, 
Iraq, Kuwait, Libya, Oman, Saudi Arabia); labor 
exporting (Egypt, Jordan, Lebanon, the People’s 
Democratic Republic of Yemen, Yemen Arab Re- 
public); and food producing (Afghanistan, Cyprus, 
Morocco, the Sudan, Syria, Tunisia, Turkey). Ana- 
lyzes trends in food consumption, domestic food 
supply, and food trade. Projects consumption and 
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production of basic staples and primary livestock 
products for the three groups of countries to 1990 
and 2000. Recommends increasing the emphasis 
of agricultural policy on coarse grain production 
because it would help production adapt to the ris- 
ing demand for animal feed, narrow the grain gap, 
and promote greater complementarities in the 
production of primary livestock. The author is a 
Research Fellow, International Food Policy Re- 
search Institute, Washington, D.C. Bibliography; 
no index. 

Perkins, Dwight and Yusuf, Shahid. Rural devel- 
opment in China. Baltimore and London; Johns 
Hopkins University Press for the World Bank, 
1984. Pp. X, 235. $25.00. ISBN 0-8018-3261-6. 

JEL 85-0860 

Historical and quantitative analysis of develop- 
ments in agricultural production and in the distri- 
bution of income, health, and education in rural 
China. Surveys the pre-1949 base on which the 
policies of the Chinese government were built and 
traces the shifts and turns in policy since 1949. 
Measures the effect of various programs using 
available statistics. Outlines the role of agriculture 
in China’s overall development strategy, stressing 
that agricultural and industrial development 
strategies have been carried out in isolation from 
each other so that many of the characteristics of 
a dual economy are manifest despite three decades 
of rapid industrial growth. Topics include; the 
growth rate of agricultural output and input, 
which bears on the country's capability to feed 
its rising population without recourse to food im- 
ports; farm organization — the restructuring of ru- 
ral society involving cooperatives and communes; 
income redistribution to favor the rural poor; and 
the role of health and education in rural develop- 
ment. Perkins is Director of the Harvard Institute 
for International Development and H. H. Burbank 
Professor of Political Economy at Harvard Univer- 
sity. Yusuf is an Economist in the Cast Asia and 
Pacific Department of the World Bank. Index. 

Porter, Roger B. The U.S.-U.S.S.R. grain agree- 
ment. Cambridge; New York and Sydney: Cam- 
bridge University Press, 1984. Pp, xiv, 160. $27.95. 
ISBN 0-521-23676-2. JEL 85-0861 

Examines the 1975 negotiation of the U.S.- 
U.S.S.R. grain agreement, focusing on the process 
of decision making within the executive branch 
and the interaction of individuals and ideas in 
shaping policy. Underscores the interplay of com- 
peting interests, the relationship between the 
policy analyst and the decision maker, and the 
interaction between policy formulation and 
implementation. Also highlights foreign policy 


themes: the relationships between diplomacy and 
domestic policies, interaction of internal and ex- 
ternal negotiations, leverage in international nego- 
tiations, and government action in structuring the 
relationship of market and nonmarket economies. 
Briefly traces the evolution of Soviet agriculture 
in the twentieth century with emphasis on the 
first large-scale Soviet purchases of U.S. grain in 
1972. An epilogue describes the events surround- 
ing the embargo on grain sales imposed in 1980 
after the Soviet invasion of Afghanistan. The au- 
thor is Deputy Assistant to the President and Di- 
rector of the White House Office of Policy Devel- 
opment on leave from Harvard University. 
Bibliography; index. 

Riddell, Robert. Regional development policy: 
The struggle for rural progress in low-income na- 
tions. New York: St. Martin's Press; Aldershot, 
England. Gower, 1985. Pp. xx, 282. $29.95. ISBN 
0-312-66904-6. JEL 85-0862 

Explores an alternative development ideology, 
the “balanced model,” which seeks to approach 
fiscal growth with equity, social harmony with ac- 
ceptance, and renewable resource equilibrium. 
Argues that “development” can be perceived as 
that balanced form of beneficial change which is 
aimed at securing economic growth, social better- 
ment and resource husbandry while “success” is 
associated with widespread gains in equity, how- 
ever limited in quantity. Advances two reforms; 
factual — establishment of regional organization as 
a medium and a catalyst and functional — using 
embodiment processes as the mode. Examines the- 
oretical issues in regional development, functional 
factors in public policy, and composition of low 
income regions. Analyzes proces.ses that underlie 
the embodiment of progressive development and 
assesses options for regional policy. Examines the 
organizational and operational complexities for 
the establishment of a strategic regional policy 
framework. The author is Professor of Town Plan- 
ning at the University of Auckland, New Zealand. 
Bibliography; index. 

ScHUTjER, Wayne A. and Stokes, C. Shannon, 
eds. Rural development and human fertility. New 
York: Macmillan; London; Collier Macmillan, 
1984. Pp. ix, 318. $38.50. ISBN 0-02-949680-2. 

JEL 85-0863 

Fifteen previously unpublished papers that 
originated at an April 1983 international confer- 
ence sponsored by the College of Agriculture of 
the Pennsylvania State University. Papers focus 
on the rural family and public policy attempts to 
change economic opportunities and family size de- 
cisions by influencing the rural environment. Pa- 
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pers also address the theoretical and empirical 
bases for the design and implementation of fertil- 
ity-sensitive, rural economic, and social welfare 
policy. Five papers deal with development pro- 
cesses and rural fertility change; five papers ana- 
lyze household perspectives of rural fertility deter- 
minants; and the last five papers examine impacts 
on fertility of rural development policies. The con- 
tributors are mainly economists. The editors are 
at the Pennsylvania State University, Professors 
of Agricultural Economics and Rural Sociology, re- 
spectively. Index. 

WEENY, Sedley. The challenge of smallholding. 
New York and Oxford: Oxford University Press, 
1985. Pp. X. 222. $7.95, paper. ISBN 0-19-286018- 
6. JEL 85-0864 

Provides a comprehensive guide for small land- 
holders, emphasizing the political, economic, and 
ecological aspects of smallholding in Great Britain. 
The author, an organic farmer for 25 years, sees 
nature as an integrated and living entity based 
on an intricate, balanced “Master Plan.” Defines 
smallholding as ahy parcel of agricultural land up 
to 100 acres, organized to be worked by one or 
two people, without paid labor, and through which 
they can make part or the whole of their living. 
Examines different types of land and farming en- 
terprises in Great Britain and discusses: soil, field 
crops, livestock, the dairy, vegetables, fruits and 
flowers, and machinery. Outlines steps smallhold- 
ers can take to ameliorate financial problems with- 
out betraying the principles of good husbandry. 
Also contains lists of suggested readings and useful 
organizations and a glossary of farming terms. The 
author is a farmer in Wales. Index. 

Titus, VaRKEY K. Agricultural taxation in a devel- 
oping economy: A case study of India. Bombay: 
Asia, 1984. Pp. xii, 150. Rs 115.-. ISBN 0-210- 
4064^. JEL 85-0865 

Study of agricultural taxation as a fiscal policy 
instrument of economic development in India. An- 
alyzes the importance of the agricultural sector 
in India — its characteristics, changing productiv- 
ity, income, and policies; the failure of tax policies 
to mobilize a larger share of agricultural income 
and wealth toward economic development and 
modernization; the feasibility of increasing agri- 
cultural taxes for furthering agricultural and rural 
development; and the major social, political, his- 
torical, and administrative problems in the im- 
plementation of effective tax reforms in the agri- 
cultural sector. Concludes that the share of 
agricultural taxation in the revenue sector of India 
has been declining significantly over the past few 
decades. Argues that direct agricultural taxes are 


the most inelastic among state taxes and are unable 
to respond to increasing productivity and income 
changes to generate additional tax revenues. Also, 
contends that the British land revenue policy and 
the land tenure systems that evolved from it are 
partially responsible for the present underdevel- 
opment of rural India and that political factors 
constitute the major obstacle against agricultural 
tax reforms. The author is Assistant Professor of 
Economics at Emporia State University, Kansas. 
Bibliography; no index. 

Trairatvorakul, Prasahn. The effects on income 
distribution and nutrition of alternative rice price 
policies in Thailand. Research Report, no. 46. 
Washington, D.C.: International Food Policy Re- 
search Institute, 1984. Pp. 102. Paper, ISBN 0- 
89629-047-6. JEL 85-0866 

Analyzes the effects of changes in the rice price 
on low income households in Thailand. Uses a par- 
tial equilibrium approach to determine the effects 
of specific rice price policies. The total sample 
households are disaggregated by income, calorie 
intake, socioeconomic group, type of rice con- 
sumed, size of marketable surplus, and by combi- 
nations of these variables. Also discusses the effects 
of rice price changes on the rural farm wage rate 
and on the incomes and food consumption of low 
income people. Finds that in the short-run, the 
net gams to the rural poor from increases in the 
rice price would be minimal and that a higher 
rice price could be harmful to their nutritional 
status; most of the gains would accrue to large 
commercial farmers. The author is an economist. 
Department of Economics Research, Bank of Thai- 
land. Bibliography; no index. 

See also: Book Numbers JEL 85-0685, 85-0695, 85- 
0731, 85-0867, 85-0902 

720 Natural Resources 

Barnes, Carolyn; Ensminger, Jean and 
O’Keefe, Phil, eds. Wood, energy and house- 
holds: Perspectives on rural Kenya. Energy, Envi- 
ronment, and Development in Africa series, no. 
6. Stockholm: Royal Swedish Academy of Sciences, 
Beijer Institute and The Scandinavian Institute of 
African Studies, 1984. Pp. ix, 213. SKr 75.-. ISBN 
91-7106-235-1. JEL 85-0867 

Eight articles deal with the ability of agricultural 
and pastoral households in Kenya to meet their 
energy needs from woodfuel sources. Papers dis- 
cuss the availability and pricing of woodfuel, the 
time spent in procurement, and the cost gather- 
ing, which is usually the value of women’s labor 
spent in its collection. Includes case studies from 
the pastoral areas which details competing uses 
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production of basic staples and primary livestock 
products for the three groups of countries to 1990 
and 2000, Recommends increasing the empha.sis 
of agricultural policy on coarse grain production 
because it would help production adapt to the ris- 
ing demand for animal feed, narrow the grain gap, 
and promote greater complementarities in the 
production of primary livestock. The author is a 
Research Fellow, International Food Policy Re- 
search Institute, Washington, D.C. Bibliography; 
no index, 

Perkins, Dwight and Yusuf, Shahid, Rural devel- 
opment in Chino. Baltimore and London: Johns 
Hopkins University Press for the World Bank, 
1984. Pp. X, 235. $25.00, ISBN 0-8018-3261-6. 

JEL 85-0860 

Historical and quantitative analysis of develop- 
ments in agricultural production and in the distri- 
bution of income, health, and education in rural 
China. Surveys the pre-1949 base on which the 
policies of the Chinese government were built and 
traces the shifts and turns in policy since 1949. 
Measures the effect of various programs using 
available statistics. Outlines the role of agriculture 
in China’s overall development strategy, stressing 
that agricultural and industrial development 
strategies have been carried out in isolation from 
each other so that many of the characteristics of 
a dual economy are manifest despite three decades 
of rapid industrial growth. Topics include; the 
growth rate of agricultural output and input, 
which bears on the country's capability to feed 
its rising population without recourse to food im- 
pwrts; farm organization — the restructuring of ru- 
ral society involving cooperatives and communes; 
income redistribution to favor the rural poor; and 
the role of health and education in rural develop- 
ment. Perkins is Director of the Harvard Institute 
for International Development and H. H. Burbank 
Professor of Political Economy at Harvard Univer- 
sity. Yusuf is an Economist in the East Asia and 
Pacific Department of the World Bank. Index. 

*OHTER, Roger B. The U.S.-U.S.S.R. grain agree- 
ment. Cambridge; New York and Sydney: Cam- 
bridge University Press, 1984. Pp. xiv, 160. $27.95. 
ISBN 0-521-23676-2. JEL 85-0861 

Examines the 1975 negotiation of the U.S.- 
U.S.S.R. grain agreement, focusing on the process 
of decision making within the executive branch 
and the interaction of individuals and ideas in 
shaping policy. Underscores the interplay of com- 
peting interests, the relationship between the 
policy analyst and the decision maker, and the 
interaction between policy formulation and 
implementation. Also highlights foreign policy 


themes; the relationships between diplomacy and 
domestic policies, interaction of internal and ex- 
ternal negotiations, leverage in international nego- 
tiations, and government action in structuring the 
relationship of market and nonmarket economies. 
Briefly traces the evolution of Soviet agriculture 
in the twentieth century with emphasis on the 
first large-scale Soviet purchases of U.S. grain in 
1972. An epilogue describes the events surround- 
ing the embargo on grain sales imposed in 1980 
after the Soviet invasion of Afghanistan. The au- 
thor is Deputy Assistant to the President and Di- 
rector of the White House OflBce of Policy Devel- 
opment on leave from Harvard University. 
Bibliography; index. 

Riddell, Robert. Regional development policy: 
The struggle for rural progress in low-income na- 
tions. New York: St. Martin’s Press; Aldershot, 
England: Gower, 1985. Pp. xx, 282. $29.95. ISBN 
0-3ia-66904-6. JEL 85-0862 

ELxplores an alternative development ideology, 
the "balanced model,” which seeks to approach 
fiscal growth with equity, social harmony with ac- 
ceptance, and renewable resource equilibrium. 
Argues that "development" can be perceived as 
that balanced form of beneficial change which is 
aimed at securing economic growth, social better- 
ment and resource husbandry while "success" is 
associated with widespread gains in equity, how- 
ever limited in quantity. Advances two reforms: 
factual — establishment of regional organization as 
a medium and a catalyst and functional — using 
embodiment processes as the mode. Examines the- 
oretical issues in regional development, functional 
factors in public policy, and composition of low 
income regions. Analyzes processes that underlie 
the embodiment of progressive development and 
assesses options for regional policy. Examines the 
organizational and operational complexities for 
the establishment of a strategic regional policy 
framework. The author is Professor of Town Plan- 
ning at the University of Auckland, New Zealand. 
Bibliography; index. 

ScHUTjER, Wayne A. and Stokes, C. Shannon, 
eds. Rural development and human fertility. New 
York: Macmillan; London; Collier Macmillan, 
1984. Pp. ix, 318. $38.50. ISBN 0-02-949680-2. 

JEL 85-0863 

Fifteen previously unpublished papers that 
originated at an April 1983 international confer- 
ence sponsored by the College of Agriculture of 
the Pennsylvania State University. Papers focus 
on the rural family and public policy attempts to 
change economic opportimities and family size de- 
cisions by influencing the rural environment. Pa- 
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pers also address the theoretical and empirical 
bases for the design and implementation of fertil- 
ity-sensitive, rural economic, and social welfare 
policy. Five papers deal with development pro- 
cesses and rural fertility change; five papers ana- 
lyze household perspectives of rural fertility deter- 
minants; and the last five papers examine impacts 
on fertility of rural development policies. The con- 
tributors are mainly economists. The editors are 
at the Pennsylvania State University, Professors 
of Agricultural Economics and Rural Sociology, re- 
spectively. Index. 

Sweeny, Sedley. The challenge of smallholding. 
New York and Oxford; Oxford University Press, 
1985. Pp. X, 222. $7.95, paper. ISBN 0-19-286018- 
6. JEL 85-0864 

Provides a comprehensive guide for small land- 
holders, emphasizing the political, economic, and 
ecological aspects of smallholding in Great Britain. 
The author, an organic farmer for 25 years, sees 
nature as an integrated and living entity based 
on an intricate, balanced "Master Plan." Defines 
smallholding ^ any parcel of agricultural land up 
to 100 acres, organized to be worked by one or 
two people, without paid labor, and through which 
they can make part or the whole of their living. 
Examines diflPerent types of land and farming en- 
terprises in Great Britain and discusses: soil, field 
crops, livestock, the dairy, vegetables, fruits and 
flowers, and machinery. Outlines steps smallhold- 
ers can take to ameliorate financial problems with- 
out betraying the principles of good husbandry. 
Also contains lists of suggested readings and useful 
organizations and a glossary of farming terms. The 
author is a farmer in Wales. Index. 

Titus, Varkey K. Agricultural taxation in a devel- 
oping economy: A case study of India. Bombay: 
Asia, 1984. Pp. xii, 150. Rs 115.-. ISBN 0-210- 
40648-8. JEL 85-0865 

Study of agricultural taxation as a fiscal policy 
instrument of economic development in India. An- 
alyzes the importance of the agricultural sector 
in India — its characteristics, changing productiv- 
ity, income, and policies; the failure of tax policies 
to mobilize a larger share of agricultural income 
and wealth toward economic development and 
modernization; the feasibility of increasing agri- 
cultural taxes for furthering agricultural and rural 
development; and the mgjor social, political, his- 
torical, and administrative problems in the im- 
plementation of effective tax refornu in the agri- 
cultural sector. Concludes that the share of 
agricultural taxation in the revenue sector of India 
has been declining significantly over the past few 
decades. Argues that direct agricultural taxes are 


the most inelastic among state taxes and are unable 
to respond to increasing productivity and income 
changes to generate additional tax revenues. Also, 
contends that the British land revenue policy and 
the land tenure systems that evolved from it are 
partially responsible for the present underdevel- 
opment of rural India and that political factors 
constitute the major obstacle against agricultural 
tax reforms. The author is Assistant Professor of 
Economics at Emporia State University, Kansas. 
Bibliography; no index. 

Traihatvorakul, Prasarn. The effecU on income 
distribution and nutrition of alternative rice price 
policies in Thailand. Research Report, no. 46. 
Washington, D.C.: International Food Policy Re- 
search Institute, 1984. Pp. 102. Paper. ISBN 0- 
89629-047-6. JEL 85-0866 

Analyzes the effects of changes in the rice price 
on low income households in Thailand. Uses a par- 
tial equilibrium approach to determine the effects 
of spiecific rice price policies. The total sample 
households are disaggregated by income, calorie 
intake, socioeconomic group, type of rice con- 
sumed, size of marketable surplus, and by combi- 
nations of these variables. Also discusses the effects 
of rice price changes on the rural farm wage rate 
and on the incomes and food consumption of low 
income people. Finds that in the short-run, the 
net gains to the rural poor from increases in the 
rice price would be minimal and that a higher 
rice price could be harmful to their nutritional 
status; most of the gains would accrue to large 
commercial farmers. The author is an economist. 
Department of Econonaics Research, Bank of Thai- 
land. Bibliography; no index. 

See also. Book Numbers JEL 85-0685, 85-0695, 85- 
0731, 85-0867, 85-0902 

720 Natural Resources 

Barnes, Carolyn; Ensmincer, Jean and 
O’Keefe, Phil, eds. Wood, energy and house- 
holds: Perspectives on rural Kenya. Energy, Envi- 
ronment, and Development in Africa series, no. 
6. Stockholm: Royal Swedish Academy of Sciences, 
Beijer Institute and The Scandinavian Institute 
African Studies, 1984. Pp. ix, 213. SKr 75.-. ISBN 
91-7106-235-1. JEL 85-0867 

Elight articles deal with the ability of agricultural 
and pastoral households in Kenya to meet their 
energy needs from woodfiiel sources. Papers dis- 
cuss the availability and pricing of woodfuel, the 
time spent in procurement, and the cost of gadier- 
ing, which is usually the value of wonmn’s labor 
spent in its collection. Includes case studies from 
t^ pastoral areas wddch detaffs competing uses 
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of wood supplies, such as construction. Also investi- 
gates the use of kerosene for lighting and the avail- 
ability, cost, use, and effects of fuel substitutes on 
national balance of payments. Some papers exam- 
ine the relationship between wood fuel usage and 
changing diet. The studies cover a broad cross- 
section of societies in Kenya, with variations 
among ecological zones, degree of market integra- 
tion, subsistence strategy type, and economic dif- 
ferentiation. The contributors are economists and 
anthropologists. Barnes is at the University of Mas- 
sachusetts, Amherst. Ensminger is at Franklin and 
Marshall College. O’Keefe is at the Beijer Institute. 
Index. 

Commission of the European Communities, Di- 
rectorate-General FOR Energy. Energy and 
development: What challenges? Which methods? 
Synthesis and conclusions. Preface by Etienne 
Davicnon. Paris, Basel and Boston: Lavowier for 
the Commission of the European Communities, 
1984. Pp. 133. $8.50, paper. ISBN 3-906667-05- 
7. /EL 85-0868 

Summary account of the results of a research 
program on the analysis, forecasting, and decision- 
making tools and methods especially adapted to 
both the specific nature of the energy situation 
in developing countries and to their development 
objectives. The research, begun in 1981, was car- 
ried out within a network of nine institutes in Asia, 
Africa, and Latin America and one in Europe, 
which acted as coordinator and liaison with the 
Eluropean Communities Commission. Considers 
energy as a component of the economic and social 
system as well as an element of a physical system. 
Discusses gathering basic energy data and the use 
of case studies to emphasize energy problems of 
local communities in various geographic and social 
conditions. Develops an integral energy balance 
sheet, the concept of an energy diagnosis, and an 
analytical projection method. Appendices contain 
examples of basic and integral energy balance 
sheets. Available in French, German, Spanish, Por- 
tuguese, Arabic, and Chinese. Bibliography; no in- 
dex. 

Ricci, Paolo F., ed. Principles of health risk assess- 
ment. Elnglewood, Cliffs, N.J,; Prentice-Hall, 1985. 
Pp. xiii, 417. ISBN 0-13-709197-4. 

JEL 85-0869 

Nine previously unpublished papers discuss 
health risk-benefit analysis, which may be used to 
provide key information for energy, safety, and 
environmental decisions. Focus is on human 
health risks that may result from the generation 
of energy. Papers address: the legd environment 
of public and occupational health risk assessment 


and the role of federal regulatory agencies and 
the courts; the use of cost and benefit analysis to 
show the economic impacts of technological op- 
tions; the modeling of transport and pathways of 
pollutants emitted into the air, water, and soil; 
methods for obtaining quantitative estimates of 
health effects; and issues that arise in the compara- 
tive analysis of energy systems, covering defini- 
tions, measures, and methods based on techniques 
developed to estimate excess risk. The editor is 
at the Electric Power Research Institute. Index. 

Sargent, Thomas J., ed. Energy, foresight, and 
strategy. Washington, D.C.; Resources for the Fu- 
ture, 1985. Pp. xii, 206. $18.00, paper. ISBN 0- 
915707-10-1. JEL 85-0870 

Five previously unpublished papers explore oil- 
related phenomena using dynamic economic the- 
ory. Papers construct rational expectations models 
of aspects of energy extraction and consumption 
and deal with dynamic and strategic aspects of 
energy markets in the presence of uncertainty; 
all models are based on differential games. Topics 
of the papers are as follows: (1) embargoes and 
supply shock.s in a market with a dominant seller 
(S. Rao Aiyagari and Raymond G. Riezman); (2) 
oil supply disruptions and the optimal tariff in a 
dynarru'c stochastic equilibrium model (Zvi Eck- 
stein and Martin S. Eichenbaum); (3) inventories 
and quantity-constrained equilibria in regulated 
markets (Zvi Eckstein and Martin S. Eichenbaum); 
(4) linear-quadratic duopoly models of resource de- 
pletion (Lars Peter Hansen, Dennis Epple, and 
William Roberds); and (5) the econometrics of ex- 
haustible resource supply (Dennis Epple). The edi- 
tor is Profe.ssor of Economics, University of Minne- 
sota, Minneapolis. Index. 

United Nations Department of Technical Co- 
operation FOR Development, Division of 
Natural Resources and Energy. Energy plan- 
ning in developing countries. London; New York; 
Toronto and Delhi: Oxford University Press in co- 
operation with the United Nations, 1984. Pp, vii, 
309. ISBN 0-19-828462-4. JEL 85-0871 

Twenty-six previously unpublished papers and 
other proceedings of a symposium sponsored by 
the U.N. Department of Technical Cooperation 
for Development, the Swedish Government, and 
the Swedish International Development Authority 
and held in Sweden in September 1981. Identifies 
and defines the problems encountered in develop- 
ing countries in designing and implementing 
strategies for energy development. Twelve papers 
covers energy supply and demand management, 
approaches to energy planning, information re- 
quirements, institutional aspects, training require- 
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ments, financial issues, project appraisal, and needs 
and prospects for assistance and international co- 
operation. Fourteen papers consider energy issues 
in Argentina, China, Ecuador, Egypt, Ethiopia, In- 
dia, Indonesia, Iraq, Mexico, Pakistan, Peru, Sene- 
gal, Turkey, and Yugoslavia. A main conclusion 
of the symposium was that effective and coordi- 
nated international cooperation in the energ>’ sec- 
tor should be promoted to enable developing 
countries to improve their capability to analyze 
their energy situations and to establish and imple- 
ment effective energy development policies and 
strategies. The contributors are representatives of 
member nations of the U.N. Index. 

See also: Book Numbers JEL 85-0682, 85-0703, 8,5- 
0717, 85-0721, 85-0784 

730 Economic Ceochaphy 

Forbes, D K. The geof^raphy of underdevelopment 
A critical survey. Baltimore- Johns Hopkins Uni- 
versity Press, 1984 Pp. 214. $22.50. ISBN 0-8018- 
2526-1. JEL 85-0872 

Stresses the importance of space and place in 
the interpretations of underdevelopment. Pre- 
sents a general account of world development 
from the fifteenth century to the current decade 
Details the emergence of geography of develop- 
ment and a political economy of underdevelop- 
ment. Discusses migration, circulation, and urban- 
ization in Indonesia and conflict and class in urban 
environments. Highlights three themes: the social 
context of knowledge, i.e., the need for a keen 
awareness of the changing material and intellec- 
tual conditions of human .society; the process of 
readjustment in understanding the causes and 
consequences of underdevelopment and the need 
for increased attention to the whole process of 
social reproduction; and the radical interpretation 
of underdevelopment and the recognition of the 
significance of how people organize politically and 
what can be achieved by fundamental shifts of 
power in society. The author is Research Fellow- 
in the Department of Human Geography at the 
Australian National University. Bibliography; in- 
dex. 


800 Manpower; Labor; Population 

810 Manpowkb Training and Allocation; 
Labor Force and Supply 

Barker, B. F. M.; Dronkers, J. and Ganzeboom, 
H. B. G., eds. Social strati;^tion and mobility 
In the Netherlands: A collection of recent contribu- 


tions to the study of social inequality in a modem 
western society: Data, trends and comparisons. 
Amsterdam; SISWO, 1984. Pp. 259. ISBN 9ft- 
6706-047-X. JEL 85-0873 

Eleven papers, all previously unpublished, give 
an overview of recent Dutch social stratification 
and mobility research. An initial historical paper 
examines the articulation of the problem in Dutch 
sociology by the ‘‘Leiden School." Four papers 
deal with occupations and occupational prestige; 
three analyze social change, including the growing 
openness of Dutch society as indicated by mar- 
riage patterns; and the last three articles concen- 
trate on educational attainment — testing a hypoth- 
esis on the growing influence of financial resources 
and cultural background on school success of chil- 
dren, examining educational selection as competi- 
tion between social groups, and tracing the early 
school careers of children of working and non- 
working parents. The contributors, aside from the 
editors, are W. C. Ultee, H. Sixma, P. A. Th. M. 
Geurts, F. Huijgen, P. M. de Craaf, J. L. Peschar, 
J. C. Vrooman, and M. J. Meesters. Bakker is at 
the .Netherlands Central Bureau of Statistics. 
Dronkers is at the SISWO (Joint Social Research 
Centre). Ganzeboom is at the University of 
Utrecht. Selected bibliography; index of names. 

See also. Book Number JEL 85-0896 

820 Labor Markkts; Public Poucy 

Adam, Jan. Employment and wage policies in Po- 
land, Czechoslovakia and Hungary since 1950. 
New York: St. Martin's Press, 1984. Pp. xix, 251. 
$25.00. ISBN 0-312-24457-6. JEL 85-0874 
C'.omparative and historical study of how these 
three socialist countries have managed to achieve 
and sustain full employment and the role played 
by the socialist economic system in employment 
and wage policy. In two parts; (1) a discussion of 
principles governing employment and wage poli- 
cies and (2) an examination of how these principles 
have been applied in central planning in four peri- 
ods; 1950-55 characterized by the initial industri- 
alization program and the start of the centralized 
system of managed economy; 1956-65 when criti- 
cism of Stalin was widespread and Polish riots and 
Hungarian uprisings were rife; 1966-75 when ma- 
jor economic reforms were initiated and growth 
and an improved standard of living occurred; and 
1976-80 when the economic downturn started in 
terms of Five-Year Plans. Also examines emffloy- 
ment regulation, placement policy, unemploy- 
ment ctnnpensation, and wage determination for 
individual workers. Concludes that Poland, 
Czechoslovakia, and Hungary have been suceos- 
hil in liquidathtg unenqiloyment to the point ci 
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having a labor shortage problem. However, they 
have been less successful in coping with the ra- 
tional utilization of labor, which is the central 
problem of employment policy. The author is Pro- 
fessor of Economics at the University of Calgary, 
Alberta. Bibliography; inde.v. 

BiGSTEN, Arne. Education and income determina- 
tion in Kenya. Aldershot, England, and Brook- 
field, Vt.: Gower, 1984. Pp. vii, 156. $32.95, cloth; 
$9.50. paper. ISBN 0-566-00703-7. 

JEL 85-0875 

Analyzes the relationship between education 
and labor income and considers the role of labor 
market policy and the labor market structure in 
Kenya. Discusses the importance of labor market 
.segmentation and human capital factors in wage 
determination. Discus.ses the evolution of the Ke- 
nyan labor inarket in the twentieth century, urban 
and rural labor markets, earnings in the modern 
sector, changes in the skilled labor market in Nai- 
robi during the 1970s, and determination of .small- 
holder agricultural incomes, emphasizing the role 
of education. Suggests that the impact of policy 
interventions on the wage level and the structure 
of wage incomes declined in the 1970s and that 
market forces became increasingly dominant. 
Finds that segmentation between the urban and 
rural areas and an urban-rural wage gap still re- 
mains and that formal education, training, and ex- 
perience explain some 40 percent of income varia- 
tion of those in the wage labor market. The author 
is at the University of Gothenburg, Sweden. Bibli- 
ography; no index. 

Cahline, Derek, et al. Labour economics. Surveys 
in Economics series. London and New York; Long- 
man, 1985. Pp. viii, 240. Paper. ISBN 0-582- 
29564-5. JEL 85-0876 

Four individually written surveys of primary lit- 
erature on labor economics topics, designed as sup- 
plementary reading for second- and third-year un- 
dergraduate students in economics. W. Stanley 
Siebert gives an exposition of the modern theory 
of human capital and surveys the relevant empiri- 
cal results to show the importance of this theory 
of earnings and its limitahons. Peter J. Sloane dis- 
cusses race, sex, and marital status discrimination 
in the labor inarket, focusing on aspects of behav- 
ior and the question of who benefits in financial 
terms from discrimination. Christof^r A. Pissar- 
ides explores the model of job search, which is 
concerned with the operation of labor markets 
characterized by imperfect information about job 
opportunities and the availability of labor. Derek 
Carline deals with major issues regarding the im- 
portance of trade unions in wage determination 


and examines the evidence of union effects on rela- 
tive wages. Author and subject indices. 

Ehrenberg, Ronald G. and Smith, Robert S. 
Modern labor economics. Second edition. Glen- 
view, 111., and London; Scott, Foresman, [1982] 
1985. Pp. xi, 580. $26.95. ISBN 0-675-18105-7. 

JEL 85-0877 

Textbook for a one semester or one quarter 
course in labor economics. Revisions include peda- 
gogical improvements for specific chapters, new 
applications, and theoretical /empirical develop- 
ments. Incorporates new discussions of implicit 
contracting and asymmetric information, selectiv- 
ity bias in rates of return to education, sex differ- 
ences in the choice of college majors, firm size 
and gender effects on quit rates, the effects of 
unions on profitability, and determinants of retire- 
ment age. Expands discussion of ethnicity and in- 
cludes discussions of ‘‘crowding" and comparable 
worth. Incorporates analysis of state fair employ- 
ment practice laws and Title VII of the Civil Rights 
Act. Updates descriptive data and references. In- 
structor ‘s Manual is available to accompany this 
second edition. [See JEL no. 82-0931 for previous 
annotation.] The authors are at Cornell University. 
Name and subject indices. 

Holmstrom, Mark. Industry and inequality: The 
social anthropology of Indian labour. Cambridge; 
New York and Sydney; Cambridge University 
Press, 1984. Pp. x, ,342. $44.50. ISBN 0-521- 
26745-5. JEL 85-0878 

Develops ‘‘an anthropology of industrial work 
in India" and an anthropological approach to the 
problem of whether economic “dualism” is a char- 
acteristic of India and other industrializing coun- 
tries. Focuses on the sharp division of the work 
force into those employed in the organized and 
unorganized sectors by examining the relations be- 
tween the two sectors. Concentrates on industries 
that have strong and traceable links between large 
and small firms or between the employment of 
labor on organized and unorganized sector terms 
and that have some prospects for future growth 
in employment (e.g., engineering and metal work- 
ing, chemical, plastics, electrical, and electronic 
industries). Surveys historical studies of the indus- 
trial work force and industrial towns; investigates 
the rise of small scale industries; and examines how 
markets, linkages between firms, government poli- 
cies, and the law account for important differences 
in the terms of employment for industrial workers. 
Argues that there is no dual economy and that 
in general organized and unorganized sector 
workers do not think of themselves as separate 
classes with conflicting interests. Based on the au- 
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thor’s fieldwork among Indian workers, employ- 
ers, and unionists. Sequel to South Indian Factory 
Workers: Their Life and Their World (1976). The 
author is at the University of East Anglia, Norwich. 
Index. 

Lundahl, Mats and Wadensjo, Eskil. Unequal 
treatment: A study in the neo-classical theory of 
discrimination. New York: New York University 
Press; distributed by Columbia University Press, 
London and Sydney: Groom Helm, 1984. Pp. ix, 
315. $45.00. ISBN 0-8147-5012-5. 

JEL 85-0879 

Analysis of economic discrimination within a 
neoclassical framework, which takes account of the 
institutional setting. Overviews research on the 
economics of discrimination in the United States 
and Western European countries. Discusses Gary 
S. Becker’s macroeconomic model of discrimina- 
tion and its welfare implications, scrutinizing its 
formulation and interpretation of the discrimina- 
tion coeBBcient. Reformulates the model in a way 
which allows preferences to remain constant. De- 
velops an alternative analysis assuming that dis- 
crimination occurs for purely economic reasons 
as the result of the desire to increase pecuniary 
incomes. Analyzes the case where labor (not capi- 
tal) is the mobile factor and the case where dis- 
crimination takes place as a form of labor market 
segmentation Introduces a two-commodity model 
to increase realism and carries out further analyses 
within the framework of a traditional trade model. 
Applies the model in a discussion of South .African 
discrimination. The authors are, respectively, at 
the University of Lund, and the Swedish Institute 
for Social Re.search, University of Stockholm. Bibli- 
ography; index. 

Martin, Roderick and Wallace, Judith. Work- 
ing women in recession: Employment, redun- 
dancy. and unemployment. Oxford; New York; 
Toronto and Melbourne: Oxford University Press, 
1984. Pp. 295. $29.95, cloth; $15.95, paper. ISBN 
0-19-878006-0. /EL 85-0880 

Study of women's expierience and attitudes to- 
ward employment, redundancy, and unemploy- 
ment in the United Kingdom. Focuses on five 
linked case studies of redundancy in the clothing, 
electronics, and engineering industries covering 
demographic, financial, and employment experi- 
ence data on women. The majority of women in- 
terviewed were members of the primary labor 
market, employed in "permanent” jobs in large- 
scale manufacturing industry and eiyoying the 
benefits of working in large organizatiorvs — trade- 
union membership, paid holidays, subsidized wel- 
fare facilities as well as disadvantages such as bu- 


reaucratization and routinization. Finds money as 
a source of financial independence as a major rea- 
son for working; other reasons were easing bore- 
dom and desire for company. Concludes that 
women workers are very similar to male workers 
in their reasons for undertaking employment, al- 
though less economistic in the qualities sought for 
in particular jobs. Also finds that for these women 
work was a conventional way of participating in 
a common endeavor on a day-to-day basis, consti- 
tuting the normal pattern of their adult lives. The 
authors are both at Trinity College, University of 
Oxford. Index. 

SlRAGELDIN, ISMAIL A., ShERBINY, NaIEM A. AND 
SehaCELDIN, M Ismail. Saudis in transition: The 
challenffes of a changing labor market New York. 
Oxford; Toronto and Melbourne: Oxford Univer- 
sity Press for the World Bank, 1984. Pp. viii, 189 
$22.50. ISBN 0-19-520457-3. JEL 85-0881 
Study of the national and regional institutional 
rigidities of the Saudi Arabian labor market during 
the late 1970s, identifying the operative elements 
of the process of transition from a traditional soci- 
ety to modernity. Examines two competing theo- 
ries, the neoclassical theory and a number of seg- 
mentation theories in order to explain the 
behavior of the labor market Di.5cusses labor sup- 
ply elements, including demography and skill for- 
mation. and aspects of labor demand, including 
economic growth and structural change at the ag- 
gregate and sectoral levels. Examines market prac- 
tices (unemplosment compensation, job search, 
contractual arrangements, promotion opportuni- 
ties). Describes how the Saudis responded to the 
changing conditions in the labor market, focusing 
on three dimensions of the process of skill forma- 
tion. eradication of adult illiteracy, formal edu- 
cation, and training. Explores wage and family in- 
come, providing information on income 
distribuhon in 1978 and an analysis of wage and 
income earners. .Analyzes the process of geo- 
graphic mobility and occupational mobility and 
identifies the socioeconomic variables stimulating 
and di.scouraging these two types of mobility. Sees 
the future Saudi national as more mobile, more 
educated, and more responsive to labor market 
opportunities, with a more flexible attitude toward 
accepting middle-level skills and jobs. Index. 

Taylor, Alan; Coppin, Peter and Wealthy, 
Philip. The impact of new technology on local 
employment: A study of progress and effect on 
jobs in the London Borough of Hammersmith and 
Fulham. Aldershot, England, and Brookfield. Vt.: 
Gower. 1985. Pp. xiv, 306. $39.50, paper. ISBN 
0-566-00792-4. JFM 85-0882 
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Report on research carried out by the Director- 
ate of Development Planning of the Council of 
Hammersmith and Fulham Borough, located in 
inner west London, which is favored by many new 
technology firms, Studies the efi-'ect of new tech- 
nology on jobs and the processes used by employ- 
ers in production, service provision, and adminis- 
tration. Examines how these processes may be 
affected by new technology and the way in which 
employers approach the question of introducing 
new technology. The sample firms include eleven 
categories: offices; retailing; non-retail distribution; 
insurance, banking, and finance, entertainment; 
hotels and catering; engineering; timber and furni- 
ture; paper, printing, and publishing, other manu- 
facturing; and other services. Identifies the con- 
straints and factors that influence the pace and 
direction of the adoption of new technology. A 
major conclusion is that new technology did not 
have a generally negative effect on employment; 
that the number of new jobs often increased, 
and in many cases staff were upgraded and paid 
more. The authors are ail with the London Bor- 
ough of Hammersmith and Fulham Bibliogra- 
phy; index. 

See also: Book Numbers JEL 85-0679, 85-0747, 
85-0869, 85-0884 

830 Trade Unions; Collective Bargaining; 

Labor-Management Relations 

AFL-CIO Department of Legislation. The peo- 
ple’s lobby: AFL-CIO report on the 98th Congress 
Publication no. 77W. Washington, D C.: AFL- 
CIO, 1985. Pp. viii, 108. $1.00, paper. 

JEL 85-0883 

Record of the lobbying efforts of the AFL-CIO 
during 1983 and 1984 in the 98th Congress; part 
of the continuing series of AFL-CIO reports previ- 
ously entitled Labor Looks at Congress. [See JEL 
no. 78-0834 for annotation of a previous legislative 
report.] Areas addressed are; labor legislation 
(workers’ rights, unemployment, compensation, 
job safety, pensions); jobs and the economy (jobs, 
trade, taxes, general economy, budget); energy 
and the environment; health, education, and wel- 
fare; and the federal government (general govern- 
ment, civil rights, consumer protection, and for- 
eign affairs/defense). Contains the 1983 and 1984 
voting record of members of the 98th Congress 
on 30 House and 27 Senate union issues. No 
index. 

EHREND, Hilde. Problems of labour and inflation. 
London; Sydney and Dover, N.H.: Groom Helm, 
1984. Pp. 250. $29.00. ISBN 0-7099-3222-7. 

JEL 85-0884 


Collection of 13 mainly reprinted papers con- 
cerning the connection between labor problems 
and inflation; also discusses work and work behav- 
ior, and work (industrial) relations. The three 
opening chapters present analytical evaluations of 
industrial relations problems and assess the prob- 
lem of strikes; the remaining ten chapters present 
the results of the author’s empirical research on 
absence from work, financial incentives, and atti- 
tudes toward inflation. Interdisciplinary in ap- 
proach, the papers reflect the author’s interest in 
economics, sociology, and psychology. Topics in- 
clude: the wage-work bargain; payment by results 
as a managerial tool of production control and an 
economic incentive; belief systems, bargaining 
and social nonn.s; and the influence of inflation 
on attitudes toward pay Argues for the relevancy 
of research about perceptions of and attitudes to- 
ward past anti-inflation policies and pay problems. 
The author is Professor Emeritus and Honorar>' 
Fellow, Department of Business Studies, Univer- 
sity of Edinburgh. Index. 

Clark, Shirley M and Lewis, Darrell R.. eds. 
Faculty vitality and institutional productivity: 
Critical perspectives fur higher education. .New 
York and London: Columbia University, Teachers 
College Press, 1985. Pp x, 293. $24.95. ISBN 0- 
8077-2763-6. JEL 85-0885 

Twelve previously unpublished papers devel- 
oped from a colloquium series in higher education 
at the Universit)' of Minnesota held in 1982. Orga- 
nized in four parts; (1) introduces theoretical and 
conceptual Issues in faculty career vitality and de- 
fines relevant issues and problems; (2) focuses on 
empirical questions about faculty vitality and the 
effects of factors such as aging, institutional charac- 
teristics, career events, and discipline-related 
characteristics; (3) addresses policy options availa- 
ble as possible responses for maintaining faculty 
vitality, centering on problems and opportunities 
in faculty development programs, external profes- 
sional consulting, mid-career change alternatives, 
collective bargaining, and early retirement pro- 
grams; and (4) reviews and summarizes demo- 
graphic and external pressures that influence fac- 
ulty vitality in higher education. ’The contributors 
are in the fields of economics, education, psychol- 
ogy, management, urban planning, and sociology. 
Clark is Professor of Education and Sociology, and 
Lewis is an economist and Dean of Education, both 
at the University of Minnesota. Index. 

Holoviak, Stephen J. Costing labor contracts and 
judging their financial impact. New York; East- 
bourne, England; Toronto and Sydney: Praeger, 
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1984. Pp. xiv, 194. $29.95. ISBN 0-03-071467-2. 

JEL 85-0886 

Provides guidelines for labor union and com- 
pany officials for handling financial aspects of con- 
tract negotiations. Discusses the assessment of the 
cost and impact of contract proposals, specifically 
the cost of wage requests, economic fringe bene- 
fits, and noneconomic benefits. Explains financial 
analysis of corporate statements and related data. 
Discusses how to analyze the effect of contract 
proposals on other operations of the company. Pro- 
vides a description of available sources of informa- 
tion necessary for a thorough assessment of pro- 
jected proposal costs. Stresses the pK>tential for the 
use of computers in cost analyses for labor negotia- 
tions. The author is Professor of Labor Relations 
at Shippensburg University of Pennsylvania. Bibli- 
ography; index. 

International Labour Office. World labour re- 
port. Volume 2; Labour relations, international 
labour standards, training, conditions of work, 
women at work. Geneva: Author, 1985. Pp. vii, 
245. $25.65. ISBN 92-2-10384R-3. 

JEL 85-0887 

Overview of the world's main labor issues — la- 
bor relations, international labor standards, train- 
ing, conditions of work, and the position of women 
at work. Covers workers' and employers’ organiza- 
tions, labor-management relations, freedom of as- 
sociation, abolition of forced labor, termination of 
employment, training in industrialized and devel- 
oping countries, safety and health, working time, 
labor inspection, quality of working life, women 
in the labor force, and women's Job opportunities 
and conditions of work. Presents fifteen tables and 
four figures with useful data on economic labor 
issues. Selected bibliography; no index. 

Jackall, Robert and Levin, Henry M., eds. 
Worker cooperatives in America. Berkeley and 
London: University of California Press, 1984. Pp. 
X, 311. $24.95. ISBN 0-520-05117-3. 

JEL 85-0888 

Twelve previously unpublished papers focus on 
ways worker cooperatives (productive firms demo- 
cratically owned and managed by their workers) 
might contribute to the resolution of some of the 
economic problems in the United States. Ad- 
dresses the history, dynamics, challenges, and po- 
tential of the worker cooperatives; the focus is 
primarily on the contemporary scene. Papers con- 
cern: employment generation and productiv- 
ity of producer cooperatives; the historical experi- 
ence of American worker cooperatives and em- 
ployee owned firms; the self-help cooperatives 
during the Depression; the composition and struc- 


ture of small worker cooperatives or collectives 
in urban areas since 1970; the worker cooperative 
form in large businesses; internal obstacles to the 
survival of a democratic workplace; Employee 
Stock Ownership Plans; the ideal legal framework 
for the establishment and operation of worker co- 
operatives; and future prospects for worker coop- 
eratives in America and types of institutional 
mechanisms that can broaden and solidify the 
worker cooperative movement and make coopera- 
tives less subject to the vaganes of economic and 
social shifts in a bureaucratic, capitalist society. 
Many of the contributors are economists. Jackall 
is Associate Professor of Sociology, Williams Col- 
lege. Levin is Professor, School of Education and 
Department of Economics, Stanford University 
Bibliography; index. 

Lewis, Jon Industrialisation and trade union orga- 
nisation in South Africa, 1024-55- The nse and 
fall of the South African Tradesand Labour Coun- 
cil African Studies Series, no. 42. Cambridge; New 
York and Sydney: Cambridge University Press, 
1984. Pp. X, 246. $69 50. ISBN 0-521-26312-3. 

JEL 85-0889 

A history of South African trade unions, 1924- 
55, focusing on the relationship between change 
in labor processes and the forms that trade union 
organization have taken. Ebramines the reasons for 
the divisions in the trade union movement, delin- 
eating the main strategies and sectional interests, 
which developed within the movement. Argues 
that the limits tr trade union structure and strat- 
egy were set by the general organization of work, 
the particular labor process, and the division of 
labor, rather than racist or nationalistic ideologies. 
Bibliography; index. 

Roxborouch, Ian. Unions and politics in Mexico: 
The case of the automobile industry. Cambridge 
Latin American Studies, no. 49. Cambridge; New 
York and Sydney: Cambridge University Press, 
1984. Pp. xiii, 209. $39.50. ISBN 0-521-25987-8. 

JEL ^-0890 

Eixamines the impact on {X>litical processes in 
Mexico of the specific forms that class conflict takes 
at the factory level, at the level of trade union 
organization, and at the level of polibcal alliances. 
Argues that the generally accepted x-ersions of 
Mexican labor history, which place an exaggerated 
and one-sided emphasis on the fact of contrtd over 
the rank and file, preclude an understanding of 
the pervasive and persistent movements of worker 
militancy and insurgency. Elxsunines differences in 
union behavior between the independent and the 
official union sectors and ctuisiders imi^ications for 
political reabgnments in Mexico; focuses on the 
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automobile industry. Outlines the historical devel- 
opment of organized labor in Mexico and of the 
Mexican automobile industry up to the late 1970s 
and discusses intra-industry differences in strike 
propensity. Overviews wages, conditions of work, 
and social origins of workers, examines the devel- 
opment of industrial relations in the industry on 
a company-by-company basis. Discusses possible 
causes of the patterns of industrial militancy and 
implications of results for an understanding of con- 
temporary Mexican politics. Unions studied are; 
Nissan-Cuernavaca, DINA, VW, Ford, GM-DF, 
GM-Toluca, Chrysler, VAM, and Nissan-Toluca. 
The author is at the London School of Economics 
and Political Science and the Institute of Latin 
American Studies. London. Bibliography; index. 

See also: Book Numbers JEL 85-0680. 85-0726. 85- 
0878 

840 Demographic Economics 

See also. Book Numbers JEL 85-0684. 85-0863 

850 Human Capital 

See also. Book Numbers JEL 85-0875. 85-0881. 85- 
0896 

900 Welfare Programs; Consumer 
Economics; Urban and Regional 
Economics 

910 Welfare, Health, and Education 

Akin, John S., et al. The demand for primary 
health services in the Third World. Totowa, N.J.; 
Littlefield, Adams; Bowman and AUanheld, 1985. 
Pp. xiv, 252. $35.00. ISBN 0-^476-7355-3. 

JEL 85-0891 

Describes and analyzes the use of primary 
health care services in third world countries. Ex- 
amines why people follow identifiable medical 
care consumption patterns and how knowledge 
of these behavior traits can make national policies 
more effective. Covers; sources and coverage of 
medical services; economic, social, and behavioral 
factors that determine health service use and 
choice of practitioner; economic models of medi- 
cal care demand; and the medical service system 
in the Philippines with a case study of practitioner 
use in the Bicol region. Concludes that financing 
primary health programs may be easier than gen- 
erally thought. Suggests that user fees, co-insur- 
ance mechanisms, cooperative financing arrange- 
ment, and health maintenance organizations may 
have value in the third world context. Akin, David 


K. Cuilkey, and Barry M. Popkin are at the Univer- 
sity of North Carolina. Charles C. GrifiEn is at Yale 
University. Bibliography; index. 

Anderson, Odin W., et al. HMO development 
Patterns and prospects — A comparative analysis 
of HMOs. CHAS Research Series, no. 33. Chicago; 
Teach 'em, Inc., Pluribus Press; University of Chi- 
cago, Center for Health Administration Studies, 
1985. Pp. X, 385. $34.95. ISBN 0-931028-57-4. 

JEL 85-0892 

Invesbgates the factors affecting the introduc- 
tion and development of health maintenance orga- 
nizations (HMOs) in the Minneapolis-St. Paul and 
Chicago areas, focusing on market characteristics, 
sources of community support and resistance, and 
organizational and managerial factors. Provides a 
conceptual and empirical basis for understanding 
the factors that affect the introduction and growth 
of alternative delivery systems based on longitudi- 
nal data on the sociodemographic, economic, and 
health system characteristtcs of the market areas; 
interviews with health care and community lead- 
ers; and organizational case histories of HMOs. 
Notes that the social, economic, and political envi- 
ronment, together with health care concerns, 
strongly influence the development of HMOs — re- 
inforcing development in the Twin Cities and in- 
hibiting growth in Chicago, where entrenched lo- 
cal systems need to be changed to facilitate growth 
of HMOs. Anderson is Professor Emeritus of Soci- 
ology, Graduate School of Business, University of 
Chicago, and the Department of Sociology, Uni- 
versity of Wisconsin. The other authors are; Terry 
E. Herold, Bruce W. Butler, Claire H. Kohrman, 
and Ellen M. Morrison. Index. 

Fenichell, Stephen. Other people’s money: The 
rise and fall of OPM /easing services. Garden City, 
N.Y.; Doubleday, Anchor Press, 1985. Pp. 305. 
$16.95. ISBN 0-385-19368-8. JEL 85-0893 

Story of the piersonalities and events in the rise 
and collapse of OPM Leasing Services. Factual ma- 
terial is drawn from transcript deposition testi- 
mony by the principal participants, supplemented 
with interviews with a number of participants. De- 
scribes how OPM grew from a small opieration 
over a candy store in Brooklyn to a Wall Street 
operation, which leased multi-million-doliar IBM 
computers to American Express, Rockwell Inter- 
national, etc., and how the participants used fraud- 
ulent methods to keep the operation afloat. Re- 
ports events leading to discovery, trial, and 
convictions of participants in 1 982 as well as effects 
on accountants, lawyers, bankers, and lessees. The 
author is a writer in New York City. No index. 
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Lewis, W. Arthur. Racial Conflict and economic 
development. W. E. B. Du Bois Lectures, 1982. 
Cambridge, Mass., and London: Harvard Univer- 
sity Press, 1985. Pp. vi, 134. $12.50. ISBN 0-«74- 
74579-5. JEL 85-0894 

Six public lectures delivered at Harvard Univer- 
sity in the spring of 1982 reflect on the topics of: 
economic inequality, interracial goals, investment 
in underdeveloped groups, discrimination in em- 
ployment, upward mobility, unemployment, en- 
trepreneurship, colonial relations, and the after- 
math of independence. Each topic is examined 
from the perspective of discerning the actual role 
race plays in each and of the efifect of economic 
trends in sometimes weakening and sometimes 
strengthening racial minorities Concludes with 
reflections on the future of race relations; notes 
the ubiquity of racial conflict, the need for affirma- 
tive action, and the depiendence of desegregation 
on fast growth of the economy. Sir W Arthur 
Lewis is James S. McDonnell Distinguished 
University Professor of Economics and Inter- 
national Affairs, Emeritus, Princeton University 
Index. 

Meyer, Jack, A., ed. Incentives vs. controls in health 
policy: Broadening the debate American Enter- 
prise Institute Studies in Health Policy, no. 417 
Washington, D.C., and London- American Enter- 
prise Institute for Public Policy Research, 1985. 
Pp. xiv, 156. Paper. ISBN 0-8447-3573-6. 

JEL 85-0895 

Nine papers examine issues in health care cost 
containment and the broader public policy issues 
The papers discuss: the debate over health care 
cost-containment regulation (Clark C. Havig- 
hurst); the role, motives, and behavior of orga- 
nized interest groups in regulatory proceedings 
(Bruce M. Owen); the tax subsidy issue (Cynthia 
F. Gensheimer); the determinants of rising health 
care costs (John R. Virts and George W. Wilson); 
the demand and supply of useful information in 
health care and other industries (Warren Green- 
berg); supply resfjonses to market and regulatory 
forces in health care (Richard J. Arnould and 
Charles B. Van Vorst); changes in certificate-of- 
need laws (Merton D. Finkler); and factors affect- 
ing the adoption of prospective reimbursement 
programs by state governments (Philip Fanara, Jr., 
and Warren Greenberg). An introductory paper 
by the editor concerns the historical background 
and recent developments of health care policy in 
the United States. The editor is resident fellow 
in economics, American Enterprise Institute, and 
director of AEI’s Center for Health Policy Re- 
search, Washington, D.C. No index. 


WORSWiCK, G. D. N., ed. Education and economic 
performance. National Institute of Economic and 
Social Research, Policy Studies Institute, and Royal 
Institute of International Affairs Joint Studies in 
Public Policy series, no. 9. Aldershot, England, and 
Brookfield, Vt.: Gower, 1985. Pp. 147. $29.95. 
ISBN 0-566-00848-3. JEL 85-0896 

Ten previously unpublished papers and com- 
ments based on a conference organized by the 
National Institute of Economic and Social Re- 
search in June 1984. Provides views on the links 
between education, training provision, and eco- 
nomic performance. Papers consider the implica- 
tions for public policy and for research into train- 
ing and education matters. Specific topics include: 
an approach to the education and training of the 
16 to 19 age group, skill formation and pay relativi- 
ties, what can be learned from the German system 
of education and vocational training, develop- 
ments in vocational training in France in the past 
twenty years, and comparison of the youth train- 
ing scheme in the United Kingdom with the voca- 
tional foundation training year in Germany. Other 
papers discuss the bottom half in lower secondary 
schooling, productivity and educational values, 
and the responsiveness of the education system 
to change. The contributors are economists. The 
editor is Consultant, National Institute of Ek;o- 
nomic and Social Research. Index. 

See also: Book Numbers JEL 85-0684, 85-0705, 85- 
0774, 85-0824, 85-0849, 85-0860. 85- 
0866, S5-0869. 85-0879. 85-0880, 8.5- 
0885 

920 Consumer Economics 

See also: Book Numbers JEL 85-0836, 85-0901 

930 Urban Economics 

Bbecher, Charles and Horton, Raymond D., 
eds. Setting municipal priorities: American cities 
and the New York experience. New York and Lon- 
don: New York University Press; distributed by- 
Columbia University Press (1980, 1981], 1984. Pp. 
xii, 560. $50.00. ISBN 0-8147-1066-2. 

JEL 85-0595 

Sixteen essays reprinted from yearly volumes 
in the Setting Municipal Priorties series. Papers 
are on lessons derived from five years of the study 
of New York City during its recovery from a fiscal 
crisis. Highlights the processes of urban decline 
and transformation, patterns of resource allocation 
and budgeting in municipal govenunent. the na- 
ture of public management, and the relation^p 
between the availability of resources and the level 
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of public services. Topics, which all refer to New 
York City, include; population, corporate head- 
quarters complex, taxes, state and federal aid, fi- 
nancing, financial planning, expenditures, debt 
and capital management, labor relations, services, 
police, sanitation, housing policy, health care, and 
aiding the poor, Brecher is Associate Professor, 
Graduate School of Public Administration, New 
York University, Horton is Professor, Graduate 
School of Bu.siness, Columbia University. Index. 

Irvine, Ian J. A study of new house prices in Ireland 
in the seventies. Dublin: Eiconomic and Social Re- 
search Institute, 1984. Pp. xiii, 74, Ire £5.50, paper. 
ISBN 0-7070-0069-6, JEL 85-0596 

Analyzes new developments in the Irish housing 
market during the 1970s, including large increases 
in prices of new and secondhand houses and land; 
changes in legislation on building and government 
implementation of direct and indirect subsidiza- 
tion of housing; changes in the size, design, and 
type of house construction; and increases in new 
house construction. Reviews econometric models 
that examine the forces determining price and 
quantity in the market for new private houses. 
Argues that the heavy emphasis on the construc- 
tion of new owner occupied dwellings in housing 
policy together with the neglect of a private rental 
sector and the maintenance of the existing stock 
has led to a less than ideal pattern of development 
in the optimal amount of housing and utilization 
of space. Presents a model that examines the inter- 
relationships between the market for the existing 
stock of houses, the flow of new houses, and the 
land market and draws inferences for current pol- 
icy. Finds that the primary eflFects of price controls 
are redistributive and the long-run effect on the 
price of new houses is negligible. The author is 
Ph-ofessor of Economics at the Institute of Applied 
Economic Research, Concordia University. No in- 
dex. 

Levy, John M. Urban and metropolitan economics. 
New York; London; Montreal and Sydney: 
McGraw-Hill Books, 1985. Pp. xiii, 400. $25.95. 
ISBN 0-07-037455-4. JEL 85-0597 

Textbook concerning the economics of cities and 
metropolitan areas; intended for introductCHY and 
intermediate level undergraduate courses and for 
graduate urban economics courses in urban plan- 
ning, urban affairs, or public 'administration de- 
partments. Requires a modest background in eco- 
nomics. Views urban economics as a valid field 
in its own right, which makes much use of micro- 
economics. Chapters cover; general theory of ur- 
banization, the U.S. experience, the urban land- 
use pattern, formal models of the urban economy, 


local economic development programs, poverty, 
housing, public intervention in housing markets, 
transportation, public finance, intergovernmental 
fiscal relations, and environmental quality. Ends 
with a discussion of the urban future. Attempts 
to tie fact and theory to the practice of urban plan- 
ning and urban governance. Stresses financial mat- 
ters and the significance of technological change. 
The author is Associate Professor, Division of Envi- 
ronmental and Urban Systems, College of Archi- 
tecture and Urban Studies, Virginia Polytechnic 
Institute and State University. Index. 

Malizia, Emil E. Local economic development: A 
guide to practice. New York; Eastbourne, England; 
Toronto and Sydney: Praeger, 1985. Pp. xii, 243. 
$35.95. ISBN 0-03-001292-9. JEL 85-0598 
Discusses economic development as an impor- 
tant function of local government. Aimed primar- 
ily at the actors in local development but also ad- 
dresses concerns of practitioners as well as 
graduate and undergraduate students. Proposes al- 
ternative roles and responsibilites for local actors 
in planning for industrial development, analyzing 
the labor market, and in planning area-wide pol- 
icy. Covers the local economic development pro- 
cess, design of an effective planning process, se- 
lecting an appropriate definition from alternative 
definitions of local economic development, devis- 
ing and choosing among business development 
strategies and effective tactics, capitalization and 
management of a local business development 
fund, planning and management of economic de- 
velopment projects, structure of financing for busi- 
ness development and real estate projects, eco- 
nomic feasibility studies, and national perspectives 
on local development. Presents case studies and 
exercises. The author is Associate Professor of City 
and Regional Planning at the University of North 
Carolina, Chapel Hill. Bibliography; index. 

See also: Book Numbers JEL 85-0826, 85-0901 

940 Regional Economics 

Bacon, Robert W. Consumer spatial behaviour: A 
model of purchasing decisions over space and 
time. Oxford; New York; Toronto and Delhi: Ox- 
ford University Press, Clarendon Press, 1984. Pp, 
xiv, 168. $23.95. ISBN 0-19-828476-4, 

JEL 85-0901 

Lays the foundations for the study of spatial con- 
sumer theory, focusing on the effect of distance 
on consumer behavior. Develops a model that gen- 
erates differential frequencies of shopping to ex- 
plain the emergence of hierarchies of shopping 
centers. Focuses on two principal themes— choice 
over frequency and choice over location, which 
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are synthesized in a model with simultaneous con- 
sumer choice. Sketches the role of family structure 
on shopping patterns. Points out the relevance of 
the model to urban planning, including the provi- 
sion of public transport facilities and of non-shop- 
ping activities. The author is a Fellow of Lincoln 
College, University of Oxford. Bibliography; index. 

Rondinelli, Dennis A Applied methods of re- 
gional analysis: The spatial dimensions of devel- 
opment policy. Boulder, Colo., and London: West- 
view Press, 1985. Pp. xviii, 264. $25.00, paper. 
ISBN 0-8 1 33-7022- 1 . JEL 85-0902 

Describes applied methods of spatial analysis 
and planning for third world countries, specifically 
drawing on fieldwork in the Philippines and Bo- 
livia. Addre.sses the problem of how to promote 
widespread economic growth in ways that allow 
people in rural areas and in economically lagging 
regions to achieve eflFective participation in pro- 
ductive activities and to obtain greater benefits 
from the process of development. Focuses on the 
Urban Functions in Rural Development (UFRD) 
approach to spatial planning and regional develop- 
ment Discusses the characteristics and principles 
of the UFRD approach, including spatial analysis 
of the settlement system and of linkages in re- 
gional development, including physical, economic, 
demographic, technological, social, service deliv- 
ery, political, administrative, and organizational 
linkages. Presents a framework for integrating spa- 
tial analysis in regional planning. The author is 
Professor of Social Science and Development Plan- 
ning at Syracuse University. Bibliography: index. 

See also: Book Number 7£L 85-0862 

Related Disciplines 

Asian Coalition of Human Rights Organiza- 
tions (ACHRO). Human rights activism in Asia 
Some perspectives, problems and approaches. New 
York; Council on International and Public Affairs 
in cooperation with the International Center for 
Law in Development, 1984. Pp. 79. Paper. ISBN 
0-936876-19-0. /EL 85-0903 

Summarizes the December 1983 meeting in 
Bangkok at which the establishment of the Asian 
Coalition of Human Rights Organizations 
(ACHRO) was planned. The introduction discusses 
the varied country contexts in Asia, factors con- 
tributing to violation of human rights, constaints 
on human rights activism, emerging approaches, 
victim-group identification, and dilemmas con- 
fronting human rights activists. The next section 
contains country reviews by individual contribu- 
tors: Sri Lanka, India, Bangladesh, Nepal, Austra- 
lia, Indonesia, the Philippines, and Malaysia. Pa- 


pers in the final section discuss approaches to hu- 
man rights activism in Asia; international human 
rights as sources of empowerment of “victim 
groups,” crimes against the right to development, 
and the Asian Coalition of Human Rights Organi- 
zations. No index. 

Banton, Michael. Promoting racial harmony. 
Cambridge; New York and .Sydney; Cambridge 
University Press, 1985. Pp. xi, 135. $29.95. ISBN 
0-521-30082-7. JEL 85-0904 

Examines six possible reasons why, given the 
substantial input into organizations promoting ra- 
cial harmony in Great Britain, the output of actual 
achievement looks much smaller. Discusses how 
beliefs about human nature and the importance 
of race, nationality, and class in history influence 
people’s conceptions of the sort of harmony that 
can be attained and the ways to attain it. Examines 
harmony as a product of bargaining and the policy 
process as a bargaining sequence. Discusses Bribsh 
policies concerning immigrant welfare and immi- 
gration since World War II. Elxamines ethnic mobi- 
lization movements in Britain and the recognition 
that racial harmony is a public good, examining 
the Race Relations Acts of 1965 and 1968 and the 
Commission for Racial Equality created in 1976. 
Analyzes the philosophies, activities, and organiza- 
tion of conununity relations councils. Reviews var- 
ious explanations for the low output of "the race 
relations industry” in Great Britain and changes 
over the last twenty years. The author is Professor 
of Sociology, University of Bristol. Bibliography; 
index. 

Bernstein, Paula. Family ties, corporate bonds. 
Garden City, N.Y.: Doubleday. 1985. Pp. x, 176. 
$14.95. ISBN 0-385-19015-8. JEL 85-0905 
Presents perceptions about working relation- 
ships, identifying corporate officials and employees 
with distinct roles of members of a family. Dis- 
cusses the “family structure" in the corporate or- 
ganizahon and the symbolic individual members — 
father, mother, son, daughter, and brothers and 
sisters. Examines the role reversals and crises that 
occur in the office. Speculates on the corporate 
relationships of tomorrow emerging from today’s 
new values. The author is a Journalist. No index. 

Block, Alan A. and Scarpitti, Frank R. Poison- 
ing for profit: The Mafia and toxic tvaste in Amer- 
ica. New York: Morrow, 1985, Pp. 361. $17.95. 
ISBN 0-688-03970-7. JEL 85-0906 

Discusses organized crime syndicates' domi- 
nance in waste disposal operations in the United 
States, the huge profits derived from this control, 
and the harmful consequences to the environment 
of unlawful and uncontrolled dumping of toxic 
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wastes. Argues that toxic waste contamination ex- 
tends to food chains, crops, livestock, fish, and soil, 
arid is now leaching into subterranean water flows 
that spoil drinking water. Contends that 90 per- 
cent of the nation’s hazardous waste is disposed 
of in a dangerous manner and that a large portion 
is dumped in landfills. Di.sousses the Environmen- 
tal Protection Agency’s and congressional subcom- 
mittees’ actions in regard to controlling the ill-ef- 
fects of toxic waste disposal Highlights the failure 
of etirrent enforcement methods. Block is Associ- 
ate Professor of Criminal Justice and Scarpitti is 
Professor of Sociology, both at the University of 
Delaware. Index. 

Capaldi, Nicholas. Out of order: Affirmative ac- 
tion and the crisis of doctrinaire Itberalisrn. Buf- 
falo: Prometheus Books. 1983. Pp. x, 201. .$17.95. 
ISBN 0-d7975-279-d. JEL 85-0907 

Examines affirmative action as a form of state 
activism, encompas.sing its historical, legal, politi- 
cal, sociological, economic, and moral diemnsions, 
and critiques liberalism in its modern form. P’o- 
cuses on affirmative action in higher education, 
which has traditionally been viewed as the symbol 
of equal opportunity in America, and on the uni- 
v'ersity as the primary institution that helps define 
and solve social problems. Contends that affirma- 
tive action was the inevitable consequence of the 
social philosophy of doctrinaire liberalism, which 
is entrenched in the philosophy of academic social 
.science and, before it was checked, that affirmative 
action nearly destroyed the university as a viable, 
independent institution. Oinsiders blacks as the 
paradigm case of all oppressed groups. Explains 
the shift from equality of opportunity and individ- 
ual merit to the concept of group entitlement and 
statistical equality of result. Analyzes the evolution 
of affirmative action from the Civil Rights Act of 
1964 through the Bakke decision and beyond and 
traces the development of the American univer- 
sity. Argues that group entitlement is the creation 
of politicians and the bureaucratic-academic com- 
plex and not a response to the demands of constit- 
uents or to social developments. Contends that 
today’s society is epitomized in Anglo-Saxon 
Jurisprudence, which is a tradition of individualism 
and not of collectivism, where human beings are 
free moral agents, responsible for their choices and 
living according to self-imposed rules. The author 
is Professor of Philosophy at Queens College, City 
University of New York. Index. 

Crotty, William. The party game. New York; 
Freeman, 1985. Pp. x, 212, $19.95, cloth; $11.95, 
paper. ISBN 0-7167-1603-8, pbk. 

JEL 85-0908 


Examines the nature of the relationship of polit 
cal parties in the United States to the society the’ 
serve and to the electorate they represent am 
discusses societal and political changes that are al 
tering the party system. Examines party support 
political participation, party compietition, thin 
parties, party loyalty, parties at the national, state 
and local levels, presidential selection, media poli 
tics, and campaign finance. Concludes that thi 
parties have not adapted well to changing time; 
The author is Professor of Political Science, North 
western University. Bibliography; name and sub 
ject indices. 

Deutsch, Morton. Distributive justice: A .social 
psychological perspective. New Haven and Lxm 
don: Yale University Press, 1985. Pp. vii, 31? 
$27.50. ISBN 0-300-03290-0 JEL 85-090; 

Sixteen papers, some previously published bu 
revised, which assemble the results of the author' 
program of research concerning the social psychol 
ogy of distributive justice. Centers on the fairne.s; 
of the distribution of the conditions and goods tha 
affect individual well-being, Many of the paper, 
deal with the social and psychological effects o 
distributive systems that differ in their basic di; 
tributive value; also, they investigate which socia 
and psychological factors determine preference: 
for one or another distributive value. Theoretica 
essays discuss: the theory of equity, preference fo 
a distributive value, the sense of injustice of tht 
victim and victimizer, conflict resolution, the psy 
chological orientations associated with differen 
types of social relations, and current theorizing 
in the social psychology of justice. Research paper, 
concern: cooperation-competition, conflict as i 
relates to justice, the effects of different system, 
of distributive justice, the choice of distributor 
system, the sense of injustice, and an overview 
of major findings and their relationship to researej 
of other investigators. The remaining papers dis 
cuss the application of the author’s ideas to variou. 
social issues: education, egalitarianism, economic 
adversity, and preventing World War III. The au 
thor is PIdward Lee Thorndike Professor of Psy 
chology and Education at Teacher’s College, Co 
lumbia University. Index. 

Hawgood, D. Busines.s data processing. Eldited b, 
Robert F. Jacobs. Core Business Programs. Nev 
York: Facts On File, 1984. Pp. 127. $7.95. ISB> 
0^160-0051-4. JEL 85-09 J- 

"Pocket reference guide” describes digital elec 
tronic computers, including special purpose ma- 
chines that are tailored and connected for one ap 
plication only and general purpose machines fo 
a number of different applications. Provides a com 
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pact statement of the core of knowledge required 
in computing. Discusses software, the systems ap- 
proach to the solution of problems, databases, sys- 
tems analysis, program preparation, organization 
of data processing, applications packages, which 
can be used by different companies, and the social 
effects of computers. Ilawgood is Director of Mi- 
crocomputer Software Production, England. Glos- 
sary; no index. 

Michelsov, William. From sun to sun: Daily obli- 
tjations and community structure in the lives of 
employed women and their families. Totowa, N J.- 
Littlefield, Adams; Rowman & Allanheld, 198.5. 
Pp. xix, 208. ,$28.95. ISBN 0-86.598-149-3. 

JEL H5-^)yn 

Examines the contextual dimensions and per- 
.sonal implications of maternal employment, based 
on data from a survey of 544 Metropolitan Toronto 
families with children in 1980, which was sup- 
ported by Canada's Ministry of National Health 
and Welfare with additional support from the U.S 
Department of Transportation. Discusses rele- 
vance of the time-budget technique for assessing 
everyday activity. Analyzes reasons why women 
work, employment status and daily routine, house- 
hold division of labor, personal outcomes, single 
parenthood, effects on children and child care 
practices, support from the urban infrastructure 
(child care arrangements, transportation consider- 
ations, flexibility in employment, land use, and 
timetabling), and effects of summer vacation on 
children and parents. The concluding chapter dis- 
cusses implications of findings for policy and prac- 
tice; specifically considers job sharing, more gen- 
eral flexibility, needs of families with young 
children, extended maternal leave, travel, and 
time, space, and collective well-being. The author 
is Professor of Sociology, University of Toronto 
Index. 

Nacht, Michael. The age of vulnerability Threats 
to the nuclear stalemate. Washington, D.G.: Brook- 
ings Institution, 1985. Pp. xii, 209. $26.95, cloth; 
$9.95, paper. ISBN 0-8157-5964-9. 

JEL 85-0912 

Argues that the “nuclear stalemate" has served 
the United States well despite its inherent dangers 
and that efforts should be made to preserve it 
rather than undermine it. Contends that because 
dilemmas related to the nuclear stalemate are in- 
herently unresolvable, they provide the bound- 
aries within which eflfective policies should be 
formed and implemented. Examines seven bound- 
ary conditions; the absence of security in the Rus- 
sian experience; the dual personality of the Ameri- 
can national character, which demands that the 


U.S. be first in world power and the principal pro- 
moter of world peace; the deployment of high- 
accuracy weapons; U.S. strategic doctrine and po- 
tential response to war; arms control as a means 
to threat control; U.S. allies between entrapment 
and abandonment; and nuclear proliferation. The 
author teaches national security policy and public 
management in the School of Public Affairs, Uni- 
versity of Maryland. Index. 

PlOVlA, Saha. A commonsense guide to law-office 
automation. Englew'ood Cliffs, N.J.: Prentice-Hall, 
1984. Pp. ix, 182. Paper. ISBN 0-13-152802-5. 

JEL 85-0913 

Guide to assist lawyers, law office managers, and 
firms of up to 15 or 20 attorneys to decide about 
whether and what to computerize, what to buy, 
how to automate the management and administra- 
tion of a law practice, and whether to use out- 
of-house service bureaus or in-house computerized 
research. Focuses on m-house systems. Discusses 
how to pinpoint areas that in-house automation 
could streamline (billing, paperwork, finding infor- 
mation, and financial management); shopping for 
a system (from getting started to negotiating com- 
puter contracts); and automated research (man- 
agement considerations and comparison of popu- 
lar services, e.g., LEXIS, WESTL,AW, and .AUTO- 
CITE). The final chapter is a checklist for 
evaluabng and buying a computer. .Appendices 
contain management forms for computerization 
and listings of in-house vendors as of June 1983, 
general purpose service bureaus and time-sharing 
vendors, and independent maintenance providers. 
The author is an editor of the Prentice-Hall Prac- 
ticing Attorney's Letter. No index. 

Stoler, Ann L.\URA. Capitalism and confrontation 
in Sumatra’s plantation Irelt. 1870-1979 New Ha- 
ven and London. Yale University Press, 1985. Pp. 
xii, 244. ISBN 0-300-03189-0. JEL 85-0914 

Ethnographic history of Sumatra's plantation 
belt over the period 1870 to 1979; de-scribes the 
relations of power and production that have struc- 
tured the course of plantation agriculture and the 
lives of those drawn into its field of force. Examines 
the development of capitalism; the contemporary- 
contours of class and gender domination and their 
historical constitution and ethnic context-, who 
controls whom; the changing policies and politics 
by which asymmetries were couched and differ- 
ently perceived, and the material and ideological 
conditions under which estate woriters became ac- 
tive agents of social change, as well as why more 
often they did not. Focuses on the strategies of 
labor control and the resistance they engendered. 
Considers critical moments of labor and the estate 
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industry’s development from the early pioneering 
years to the Great Depression, through the war- 
time Japanese occupation, the post-independence 
years, and the period since the 1965 coup. The 
author is Assistant Professor of Anthropology and 
Southeast Asia studies, and a faculty member of 
the Women’s Studies Program, University of Wis- 
consin. Madison. Bibliography; index. 

Verba, Sidney and Orren, Gary H. Equality in 
America- The view from the top. Cambridge, 
Mass., and London: Harvard Uni\'ersity Press, 
1985. Pp. X, 334. $25.00, cloth; $12.50, paper. ISBN 
0-674-25960-2. JEL 85-0915 

Describes and analyzes American values about 
equality, particularly the values of current Ameri- 
can leaders. Examines the theoretical properties 
of equality, emphasizing the similarities and differ- 
ences between polidcal and economic equality 
and the linkage between these two. Discusses the 
role of values about equality in American politics. 
The leaders surveyed and described in this study 
are from significant sectors of American society, 
including business, labor, the media, political par- 
ties, and feminist and civil rights movements, with 
widely divergent views on the fairness of the 
American socioeconomic system and the proper 
role of government in dealing with inequality. 
Places the equality issue in comparative, historical, 
and theoretical contexts, comparing the views of 
American leaders with those of Swedish leaders 
to show American values encourage economic in- 
equality. Contends that Americans approve of 
equality and actively seek it through the powers 
of the state and the actions of individuals; that 
Americans can agree on equality only by disagree- 
ing on its meaning; and that the future will bring 
more conflict but little more equality, as there is 
no perfectly egalitarian society. ’The authors are 
Carl H. Pforzheimer University Professor and As- 
sociate Professor of Public Policy, respectively, at 
Harvard University. Index. 

New Journals 

ASEAN Economic Bulletin 

Published three times a year (July, November, 
and March) by the Institute of Southeast Asian 
Studies, Singapore. Articles are of contemporary 
economic interest, with special reference to 
ASEAN. The November 1984 (Vol. 1, no. 2) issue 
contains four articles concerning the following 
subjects: need for regional cooperation regarding 
small enterprises in ASEIAN, Japan in ASEIAN and 
potential trade frictions, the electronics industry 
in ASEAN, and demand for money in Singapore, 
1968-82. Also contains book reviews, three 


ASEAN documents relating to industrial joint ven- 
tures, an ASEAN chronology for 1984, and a list 
of recent publications about related topics. Annual 
subscription: S$32.00 in Singapore and Malaysia; 
U.S, $16.00 in all other countries. Write to: Manag- 
ing Editor, Institute of Southeast Asian Studies, 
Heng Mui Keng Terrace, Pasir Panjang Road, Sin- 
gapore 0511. (ISSN 0217-4472) 

Forum for Social Economics 

Published twice a year in April and October 
by the Association for Social Economics (ASE) in 
cooperation with Temple University, School of 
Business Administration, and Villanova University, 
College of Commerce and Finance. Elach issue in- 
cludes a major paper with comments by socioeco- 
nomists as well as other articles and selected fea- 
tures, such as book reviews, announcements of 
major meetings and conferences, and information 
about the professional activities of the member- 
ship of the ASE. The Fall 1984 issue contains three 
papvers. The first concerns the compatibility of cap- 
italism and Christianity and the second examines 
scarcity, insatiability, and human motivation. The 
third is a history of the ASE publication, Review 
of Social Economy. Subscription with ASE mem- 
bership (also includes Review of Social Economy) 
active, $20.00; student, $10.00. Write to: Robert 
H. 

Deans, School of Bu.siness Administration, Temple 
University, Philadelphia, PA 19122. 

Intereconomics 

Bi-monthly review of international trade and de- 
velopment published by HWWA-Institute fur 
Wirtschaftsforschung-Hamburg. The July /August 
1984 issue (no. 4, 18th year) contains seven articles 
concerning: the world economy, Bretton Woods 
institutions, the European Community, GATT, 
and monetary policy. Also includes an editorial 
about global debt negotiations, a report on the 
inaccuracy of foreign trade statistics in LDCs, and 
an economic trends section. Annual subscription: 
DM 72.-; students, DM 36.-; single issue, DM 
12.50. Write to: Intereconomics, Verlag Weltar- 
chiv GMBH, Neuer Jungfernstieg 21, 2000 Ham- 
burg 36, Federal Republic of Germany. (ISSN 
0020-,5346) 

Issues in Science and Technology 

Quarterly publication of the National Academy 
of Sciences, National Academy of Engineering, 
and the Institute of Medicine. Aim is to inform 
public opinion and raise the quality of private and 
public decision making by providing a forum for 
discussion and debate on important national policy 
issues. The Winter 1985 issue contains 10 articles; 
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six articles discuss policy issues for the 1980s, in- 
cluding energy, nuclear proliferation, health care 
costs, acid rain, world population growth, and toxic 
substances. Other articles discuss antitrust law and 
technological innovation, cooperative R&D strat- 
egy, health care costs, and current knowledge con- 
cerning nuclear winter with comments by six ex- 
perts on implications for arms control, defense, 
and strategic policies. Includes forum and new 
publications sections. Annual subscription: institu- 
tions, $32.00 (U.S.) and $40.00 (foreign); individu- 
als, $24.00 (U.S.) and $32.00 (foreign); single copies, 
$6.00. Write to: Reader Services, Issues in Science 
and Technology, 2101 Constitution Avenue, 
Washington, D.C. 20418. (ISSN 9748^492) 

Marketing Science 

Quarterly journal of the Institute of Manage- 
ment Sciences and the Operations Research .Soci- 
ety of America publishes quantitatively oriented 
marketing articles dealing with theory develop- 
ment and testing and with measurement and ap- 
plications. The Fall 1984 (Vol. 3, no. 4) issue con- 
tains five articles that discuss: the order of the 
brand choice process; market segmentation, self- 
selection and product line design; measuring ad- 
vertising copy effects; the '‘defender" consumer 
model; and prediction of individual buying behav- 
ior Annual subscription: $16.00, members, $20.00, 
nonmembers. Write to: Marketing Science. 290 
Westminster Street, Providence, RI 02903. (ISSN 
0732-2399) 

Millennium: Journal of International Studies 

Published three times a year in Spring, Summer, 
and Winter by the Millennium Publishing Group, 
London School of Economics. Articles examine 
topical issues in the context of the perennial ques- 
tions and long-term concerns of international rela- 
tions. Vol. 13, No. 2, summer, 1984 (a spiecial issue), 
contains four main articles and three discussion 
papers concerning the Central American crisis Ar- 
ticles discuss U.S. policy, the Kissinger Report, and 
the crisis and the October 15, 1979 coup in Eil 
Salvador. Discussion papiers look at international 
aspects of the Central American crisis, Nicaragua, 
and Western European interest in Central Amer- 
ica. Includes a book review section. Annual sub- 
scription: institutions, £22.75 (U.K.), £27.25 (over- 
seas), $50.00 (U.S.), $61.25 (Canada); individuals, 
£11.00 (U.K.), £13.25 (overseas), $22.90 (U.S.), 
$28.20 (Canada); students, £5.0) (U.K.), £6.20 
(overseas). For subscription information, write to: 
Business Manager, Millennium: Journal of Inter- 
national Studies, London School of Economics, 
Houghton Street, London WC2A2 AE, England. 
(ISSN 0305-8298) 


Public Enterprise 

Quarterly Journal published by the International 
Center for Pubhc Einterprises (ICPE) in Develop- 
ing Countries. Articles are on topics pertaining 
to the management of public enterprises in devel- 
oping countries. The October 1984 issue (Vol. 5, 
no. 1) contains five articles, which discuss; ten years 
of ICPE, pricing rules in state-owned enterprises, 
control in Tanzania’s public enterprises, public en- 
terprise management training in least developed 
countries of the Asian and Pacific Region, and pub- 
lic enterprises as business ventures. Also includes 
a report of a Round Table on public enterprise 
management; interviews with public enterprise 
professionals; a public enterprise study on the 
foundry and mechanical workshop in Somaha; a 
country study on the role of the public sector in 
Somaha; addresses by public officials; letters to the 
editor; questions and answers; book reviews; and 
a yearly index. One-year rates; $25.00, ICPE mem- 
ber countries; $30.00, other developing countries; 
$45.00, other countries. Write to: International 
Center for Public Enterprises in Developing 
Countries, Titova 104, P.O. Box 92, 61109 Lju- 
bljana, Yugoslavia. (YU ISSN 0351-3564) 

Revista Espahola de Economia. Second series 

Published twice a year by the Ministerio de Eco- 
nomia y Hacienda, Madrid. Articles pertain to all 
subject areas of economics. Volume 1, no 1 (1984) 
contains nine articles and a book review section. 
The articles, in Spanish with English abstracts, dis- 
cuss; the international integration of the Spanish 
capital market, ARIMA models, wage-cost changes 
in the Spanish economy, the money-neutrality ra- 
tional expectations h)'pothesis, incentive issues in 
resource allocation mechanisms, estimating com- 
ponents of economic indicators, a seemingly unre- 
lated regression system model, the demand for 
excess reserves by the Spanish banking s>'stem, 
individual optimization errors in welfare models. 
.\nnual subscriptions: institutions, 2.000 Pts (Spain) 
and 2.500 Pts (foreign); individuals, 800 Pts (Spain) 
and 1.300 Pts (foreign); single issues, 800 Pts 
(Spain) and 900 Pts (foreign). Write to; Servicio 
de Publicaciones del Ministerio de Economia y Ha- 
cienda, Almagro, 34, D.P. 28010, Madrid, Spain. 
(ISSN 0210-1025) 

Ricerche Economiche 

Quarterly publication of the Department of 
Economic Science, Universiti degli Studi, Ca' Fos- 
cari in Venice; presents papers, in English and 
Italian, on a variety of economic subjects. Papers 
in Italian have English summaries. The October- 
December 1884 issue (Vol. 38, no. 4) contains six 
articles concerning dynamic analysis. Two are in 
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English, on: cyclic and chaotic behavior in price 
and quantity adjustment models and endogenous 
aspirations in a model of cyclical growth. Annual 
subscription: Lit 25.000 single issues, Lit 10.000. 
Write to: Dipartimento di Scienze Economiche, 
University degle Studi, Ca’ Foscari, 30123 Venice, 
Italy. (ISSN 0035-5054) 

Rivista di Storia Economica, Second series 

Published by the Luigi Einaudi Foundation; new 
series consists of three issues a year in Italian and 
an annual international issue in English, which is 
a selection of the papers published in the Italian 
issues over the year. Presents papers of historians 
and economists pertaining to economic history. 
The 1984 international issue (volume 1) contains 
six articles: the mobility and utility of moneys of 
account, railway construction in Italy (1861-1913), 
daily wages of Italian industrial workers in the 
Ciolittian period (1898-1913), the American at- 
tempt to decentralize the German big banks after 
1945, the financial aftermath of war, and an histori- 
ographic perspective of the Tiiird World in the 
international economy (1850-1950). Subscriptions. 
English issue, $35.00; Italian issues. Lit 40.000 (in 
Italy); Lit 50.000 (other); single issues. Lit. 15.000. 
Write to: Rivista di storia economica, Giulio Ei- 
naudi editore S.P.A., Via Umberto biancamano 1, 
10121 Torino, Italy. (ISBN 88-06-05788-X). 

Transportation Planning and Technology 

Presents papers covering a wide range of trans- 
portation topics, emphasizes work relating to the 
interface between transportation planning and 
technology, economics, land use planning, and pol- 
icy. Also includes letters to the editor, book re- 
views, and short news items of interest to trans- 


portation professionals, i.e., conferences and 
demonstration projects. The January 1984 (volume 
8, no. 4) issue contains seven articles on: the prob- 
lems and prospects of the Nigerian railways, a cost- 
benefit analysis of the retention of railway services, 
a framework for urban freight policy analysis, plat- 
form-vehicle interface of a rail system (access for 
the handicapped), a model of managers' prefer- 
ences for location of freight facilities, road pricing, 
and optimal routing of a single vehicle with load- 
ing and unloading constraints. The issue also con- 
tains book reviews. Subscription per volume (four 
issues): libraries and institutions, $200.00; individu- 
als, $69.00 (prices include postage and apply to 
North America only). Write to: Gordon and Breach 
Science Publishers, Ltd , at either 41/42 William 
IV Street, London WC2, or One Park Avenue, 
New York, N Y. 10016. 

World Health Statistics Quarterly 

Quarterly publication of the World Health Orga- 
nization, which has replaced (since 1978) the 
monthly World Health .Statistics Report. Each is- 
sue is bilingual (English /French) in format Vol. 
37, no. 4 (1984) focuses on health costs and financ- 
ing and contains 10 articles and an introduction. 
The articles discuss the work of the WHO with 
regard to health costs and financing; cost contain- 
ment in European countries; health costs and fi- 
nancing in the Soviet Union, Malawi, China, Sri 
Lanka, and Ethiopia; strategies for paying for 
health services in developing countries; the use 
of indicators of financial resources; and future de- 
velopments. Also includes a reading list. Annual 
subscription: Sw Fr 80.-. Write to; World Health 
Organization, Distribution and Sales Service, 1211 
Geneva 27, Switzerland. (ISSN 0043-8510) 


Editor’s Note 

The following persons assisted the editors in annotating these books: Mrs. Joan Daley and Mrs. 
Aurelia Hooley. 

The articles appearing in the Subject Index were classified under the direction of Professor 
Asatoshi Maeshiro, Elditorial Consultant, assisted by Mr. Jang-Bong Choi, Mr. A'Amer Farooqi, 
Mr. Tat P. Fong, Mr. Nayyer Hussain, Mr. Edgar L. Zamalloa, and Mrs. Lorena M. Zamalloa 
(all of the Uru’versity of Pittsburgh). 
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Abstracts of articles marked thus • appear in this issue. See the Index of 
Authors of Articles in the Subject Index for page numbers, in italics. 


Acta Oeconomica, Vol. 31, No. 3—4, 1983 

• Csizmadia, M. New Features of the Enterprise 

Structure in the Hungarian Agriculture and 
Food Industry. 

Furgeri, I. and Betlen, J. The Past, Present, and 
Future of the East-European Economies: The 
Hungarian Case: An Interview with Rezsd- 
Nyers. 

• Ghosh, D. Planning for Employment in a Devel- 

oping Elconomy. 

• Inotai, A. Changes in the Commodity Pattern of 

Intraregional Trade in the European Economic 
Community. 

• Matits, A. and Temesi, J. Changes in Economic 

Regulators and Enterprise Reactions. 

• Mityas, A. Similarities between the Economic 

Theories of Marx and Keynes. 

• Nyitrai, V. Industrial Structure and Structural 

Change in Hungary. 

Rejtii, G. A Debate in Hungary on the Possibili- 
ties of Cooperation with Western Firms (1982- 
83): Review Article. 

• Rusmich, L. Value Aspects of the Development 

of Socialist Integration. 

• Timar, J. Problems of Full Employment. 

Acta Oeconomica, Vol. 32, No. 1-2, 1984 

• Csikds-Nagy, B. Further Development of the 

Hungarian Price System. 

• Goldman, J. and Kouba, K. Tenns of Trade, Ad- 

justment Processes, and the Economic Mecha- 
nism (A Quantitative Approach). 

• Kutas, J. Innovation, Social Environment, Hu- 

man Factors. 

• Laid, M. The Enterprise Crisis. 

• Laky, T. Small Enterprises in Hungary — Myth 

and Reality. 

• Nyers, R. and Tardos, M. The Necessity for Con- 

solidation of the Economy and the Possibility 
of Development in Hungary. 

• Oros, I. Small-Scale Agricultural Production in 

Hungary. 

• Varga, G. The Long-run Development of Hun- 

garian Industry (Outlines of an Approach to In- 
dustrial Policy). 

Versztovsek, R. The Effect of Price Increases on 
the Average Food Consumption and on the Nu- 
trition Standards of Social Groups in Hungary. 
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L’ Actuality Economique, Vol. 60, No. 4, December 
1984 

Asimakopulos, A. Joan Robinson et la th^rie 
^onomique. (Joan Robinson and Economic The- 
ory. With English summary.) 

Chebat, J.-C. Le temps comme intrant des atti- 
tudes i regard de la s6curitd routiere: le cas 
qu^becois. (Time as an Input Variable of Atti- 
tudes toward Road Security: The Case of Que- 
bec. With English summary.) 

Faucher, A. L'itineraire intellectual de Maurice 
Lamontagne. A I’occasion de la publication de 
son livre posthume. 

Fortin, P. Combattre le chomage keynesien tout 
autant que le chomage structurel et I'endette- 
ment public. 

Lamonde, P. and Polese, M. L’evolution de la 
structure economique de Montreal 1971-1981: 
d^sindustrialisation ou reconversion? (The Evo- 
lution of Montreal’s Economic Structure, 1971- 
1981- Deindustrialization or Reconversion? 
With Elnglish summary ) 

Lavoie, M. Le Quebec de 1944 et John Maynard 
Keynes. (Quebec in 1944 and John Maynard 
Keynes. With English summary.) 

Raynauld, A. La politique fiscale et le chomage. 

Sauv4, P.-A. Les perspectives d’emploi au Can- 
ada 

Tremblay, R. Les causes stnicturelles du chd- 
mage actuel. 

Weinrich, G. Les effets du changement du taux 
de salaire dans un 6tat de chomage keynesien 
avec rationnement stochastique. (The Effect of 
Wage Rate Changes in a State of Keynwian Un- 
employment with Stochastic Rationing. With 
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Blackley, P, R. The Demand for Industrial Sites 
in a Metropolitan Area: Theory, Empirical Evi- 
dence, and Policy Implications 
Guasch, J. L. and Marshall, R. C. An Analysis 
of Vacancy Patterns in the Rental Housing Mar- 
ket. 

Ihlanfeldt, K, and Silberman, J. Differential Re- 
sponse to Change: The Case of Home Purchase. 
Kanemoto, Y. Housing as an Asset and the Effects 
of Property Taxation on the Residential Devel- 
opment Process. 

Linneman, P. An Economic Analysis of the 
Homeownership Decision. 

Mills, E. S. Open Housing Laws as Stimulus to 
Central City Employment. 

Pines, D. and Sadka, E. Zoning, First-Best, Sec- 
ond-Best, and Third-Best Criteria for Allocating 
Land for Roads. 

Zom, P, M. Capitalization, Population Move- 


ment, and the Local Public Sector: A Probabilis- 
tic Analysis. 

Journal of World Trade Law, Vol. 18, No. 6, 
November-December 1984 

Nusbaumer, J. The GATT Standards Code in Op- 
eration. 

Palmeter, N. D. The U.S. International Trade 
Commission at Common Law; Unfair Competi- 
tion, Trademark, and Section 337 of the Tariff 
Act, 

Seyoum, B. Export Subsidies under the MTN; An 
Analysis with Particular Emphasis on Develop- 
ing Countries. 

Wassermann, U. The Economic Situation in Af- 
rica. 

Winham, G. R. ITie Canadian Automobile Indus- 
try and Trade-related Performance Require- 
ments. 

Journal of World Trade Law, Vol. 19, No. 1, 
January-Eebruary 1985 

Burnside, A. Enforcement of EEC Competition 
Law by Interim Measures; The Ford Case. 

Das, D. K. Management of U.S. Trade in Tech- 
nology, 

Das, D. K. Dismantling the Multifibre Arrange- 
mont'r’ 

Goodman, G. A. and Saunders, R. M. U.S. Fed- 
eral Regulation of Foreign Involvernent in Avia- 
tion, Government Procurement, and National 
Security. 

Walde, T. Third World Mineral Development in 
Crisi,s: The Impact of the Worldwide Recession 
on Legal Instruments Governing Third World 
Mineral Development. 

Wassermann, U. Energy: A Buyer’s Market. 

Kansantaloudellinen .Aikakau.skiria, Vol. 81, No. 1, 
1985 

Aamio, L, Verotuksen painopiste kotitalouksien 
verotuksessa; Puheenvuoro. 

Alien, T. Vahennykset tuloverotuk.sessa — tulon- 
siirtopolitiikan jatke'? (Deductions in Personal 
Income Taxation — Substitutes for Government 
Transfer Programmes? With English summary.) 

Forsman, P. Pentti Pikkarainen, tuonti ja suh- 
teelliset hinnat. 

Honkavaara, L. Yritysverotuksen kehittamislin- 
jakomitean ehdotukset. (The Recommendations 
of the Finnish Committee on the Development 
of Business Taxation. With English summary.) 

Ingberg, M. Teemailtapaiva: verotus rakenne- ja 
suhdannepolitiikan valineena. Nakbkohtia vero- 
paineinflaatiosta. (Some Remarks on Tax-in- 
duced Inflation. With English summary.) 

Jahnsson, Y. Suomessa vallitsevan rahapulan 
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syista ja keinoista sen poistamiselui. (On the 
Causes and Cures for Finland's Monetary Crisis. 
With English summary.) 

Kullberg, R. Kansantaloudellisen yhdistyksen 
kokouksissa pidettyja esitelmia. Rahapolitiikka 
murroksessa. (Finnish Monetary Policy in Tran- 
sition. With English summary.) 

Lagus, K. Kirjallisuutta kautta aikain. Poimintoja 
ja muistikuvia. (Book Reviews in the Finnish 
Economic Journal, 1905-1985. With English 
summary.) 

Oksanen, H. Kansantaloudellisen yhdistyksen ki- 
kouksissa pidettyja esitelmia. Rahapolitiikka 
murroksessa: Puheenvuoro. 

Pikkarainen, P. Pentti Forsman, tuonti ja suh- 
teelliset hitmat. 

Pohjola, I. Lisaa TEL-jarjestelmiin takaisinlai- 
nauksen vaikutuksista. 

Pohjola, M. Sir Richard Stone — ekonometrikko 
ja yhteiskuntatieteilija 

Relander, T. Kansantaloudellisen yhdistyksen ki- 
kouksissa pidettyja esitelmia. Rahapolitiikka 
murroksessa. Puheenvuoro. 

Sir4n, P. Tyoelakejarjestelmsian littyvan takaisin- 
lainauksen merkityksesta tyollisyydelle ja inves- 
toinneille — ^kommentti. 

Sorsa, P. Teemailtapaiva; verotus rakenne- ja 
suhdannepolitiikan valineena. Nakdkohtia vero- 
paineinflaatiosta; Puheenvuoro. 

Tuomala, M. Verotuksen painopiste kotitalouk- 
sien verotuksessa. (Issues in the Taxation of 
Households, With English summary.) 

Kokumin-Keizai Zasshi, Vol. 150, No. 6, December 

1984 

Ishigaki, K.-i. The Stability of the Demand for 
Money in Australia. (In Japanese.) 

Kanai, T. Dual Contingency to Strategy-Minded- 
ness and Innovativeness of Middle Managers: 
Resource Dependence vs. Uncertainty Reduc- 
tion Perspectives. (In Japanese.) 

Noritake, Y. Capital Movements from Japan to 
U.S.A. (In Japanese.) 

Okishio, N. Reconsiderations on Harrod’s Dy- 
namics. (In Japanese.) 

Sasaki, H. Government and Business: Social Reg- 
ulation. (In Japanese.) 

Yamaji, H. A Survey of Contemporary American 
Accounting Theories. (In Japanese.) 

Kokumin-Keizai Zasshi, Vol. 151, No. 1, January 

1985 

Akiyama, K. Pricing Policy for Public Transpor- 
tation. (In Japanese.) 

Ikemoto, K. A Theoretical Framework for Inter- 
national Organization. (In Japanese.) 

Saito, M. The Portfolio Selection of Japanese 


Firms. (In Japanese.) 

Sakakibara, S. Risk and Return of Internationally 
Diversified Portfolios. (In Japanese.) 

Shimomura, K. On the Microeconomic Theory 
of Labour Unions. (In Japanese.) 

Yofhihara, H. Japanese Companies in Korea. (In 
Japanese.) 

Kokumin-Keizai Zasshi, Vol. 151, No. 2, February 
1985 

Fujita, M. Internationalization of Japanese Com- 
mercial Banking — Recent Example of Banks. (In 
Japanese.) 

Okubayashi, K. On the Structuring Principles of 
Work Organizations. (In Japanese.) 

Shinjo, K. Market Structure and Technical Prog- 
ress. (In Japanese.) 

Togami, H. Periodic Recoinage as a Means of 
Taxation: From Eadger to AEthelrep 11. (In Japa- 
nese.) 

Konjunkturpolitik, Vol. 30, No. 6, 1984 

• Binders, K. Strukturelle Konsequenzen eines 

Rohstoffbooms in einem Industrieland: De-In- 
dustrialisierungstheorie und norwegische Erfah- 
rungen. (Structural Consequences of a Resource 
Boom in an Industrialized Economy; De-indus- 
trialization Theory and Norwegian Elxperience. 
With English summary.) 

Klein, M. Abbau von Arbeitsplatzen durch Ar- 
beitszeitflexibilisierung? 

• Koch, W. A. S. Negative Eankommensteuern und 

Konjunkturpolitik. (Negative Income Taxes and 
Stabilization Policy. With English summary.) 

Riirup, B. and Struwe, J. Reexamined: Arbcits- 
zeitflexibilisierung als Instrument der Beschafti- 
gungspolitik. Eine Elrwiderung auf Martin Klein. 

Kredit und Kapital, Vol. 17, No. 4, 1984 

Buschcr, H. S. Zur Stabilitat der Geldnachfrage. 
Eine empinsche Betrachtung. (To the Stability 
of the Demand for Money; .\n Elmpirical Consid- 
eration. With English summary.) 

Engel, G. Verstetigung des Geldmengenwachs- 
tums und politische Unabhangigkeit der Zen- 
tralbank. (Steady Monetauy Growth and Political 
Independence of the Central Bank. With En- 
glish summary.) 

Engels, W. Die Eignung von Massgiitern fur den 
intertemporalen Vermbgensvergleich. (The 
Suitability of Yardstick Goods for Intertemporal 
Wealth Comparisons. With English summary.) 

Gleske, L. Erfahrungen mit flexiblen Wechsel- 
kursen. (Elxperience with Flexible Exchange 
Rates. With English summary.) 

Kriimmel, H. J. Schutzzweck und Aufsichtsein- 
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griffe, Ober den Bun auf die Bankschalter und 
seine Verhinderung. (Protective Purpose and 
Intervention by Supervisory Agencies — On the 
Run on Bank Counters and Its Prevention. With 
English summary.) 

von Rosen, R. Zuversicht bei der IWP’-Wahrung- 
.skonferenz. (A Mood of Confidence at the IMF 
Meeting. With English summary.) 

Streit, J. Die Relevanz monetarer Innovationen 
in den USA fiir die Geldpolitik. (The Importance 
of U.S. Monetary Innovations for the Monetary 
Policy. With £)ng1ish summary.) 

Wurzel, E, Monetiire Alchemic. Ineffektivitat 
der Wirtschaftspolitik bei “rationalen Erwartun- 
gen"? — Pan Kommentar. 

Kyklos, Vol. 37, No. 4, 1984 

Kodde, D. A. and Bitzen, J. M. M. Integrating 
Consumption and Investment Motives in a Neo- 
classical Model of Demand for Education. 

• Kohli, V. Terms of Trade and Welfare: Esti- 

mates. 

Kosobud, R. F. and Daly, T. A. Global Conflict 
or Cooperation over the COi Climate Impact? 

• Sinn, H.-W. Die Bedeutung des Accelerated Cost 

Recovery System fiir den internationalen Kapi- 
talverkehr. (The Significance of the Accelerated 
Cost Recovery System for International Capital 
Movements. With English summary.) 

• ToumanofF, P. G. A Positive Analysis of the The- 

ory of Market Failure. 

Wolfe, B. L., et al. Income Transfers and Work 
EEFort: The Netherlands and the United States 
in the 1970s. 

Kyoto University Economic Review, Vol. 52, No. 1- 
2, April-October 1982 

Ikegami, J. Fiscal Policy for Promoting Growth 
in Japanese Economy in the Post-war Period. 

Nozawa, M. The Alternative Economic Strategy 
in Japan. 

Schlieper, U. and McMahon, P. C. Behaviour of 
the Real Wage Rate in the Trade Cycle in West 
Germany and the U.K.; Corrections. 

Yamada, H. A Cross-Section Analysis of Urban- 
ization in the Tokyo Metropolitan Region. 

Kyoto University Economic Review, Vol. 53, No. 1- 
2, April-October 1983 

Akaoka, I. Motivation of Employees in Japan. 

Hashimoto, I. Selling Process and Marketing 
Process. 

Kyoto University Economic Review, Vol. 54, No. 1, 
April 1984 

Hirata, K. L’organisation du travail dans les en- 
treprises japonaises face a la soci^t^ infbrmati- 
que. 


Nomura, H. Capital Accumulation by Large En- 
terprises in Japan. 

Shimotani, M. Formation of “New Zaibatsu’’ in 
Prewar Japan: Case Study on Nisso Konzern. 

Labor History, Vol, 26, No. I, Winter 1985 

Brundage, D. The Producing Classes and the Sa- 
loon; Denver in the 1880s. 

Cohen, I. Workers’ Control in the Cotton Indus- 
try: A Comparative Study of British and Ameri- 
can Mule Spinning. 

Dubofsky, M. Give Us That Old Time Labor His- 
tory. Philip S. P'oner and the American Worker; 
Essay Review. 

Shammas, C. Black Women’s Work and the Evo- 
lution of Plantation Society in Virginia. 

Stott, R. British Inunigrants and the American 
“Work Ethic" in the Mid-Nineteenth Century. 
Swanson, D. Annual Bibliography on American 
Labor History, 1983: Periodicals, Dissertations, 
and Research in Progress. 

Land Economics, Vol. 60, No. 4, November 1984 

• Bums, L. S. and Grebler, L. Is Public Construc- 

tion Countercyclical? 

• Carman, II. F. An Analysis of Proposition 13 Im- 

pacts on California Land Conservation Act Par- 
ticipation. 

Chamey, A. H. and Woodard, G. C. A Test of 
Consumer Demand Response to Water Prices: 
Comment [Urban Residential Demand for Wa- 
ter in the United States: Further Discussion). 

• Conrad, R. F. and Hool, R. B. Intertemporal Ex- 

traction of Mineral Resources under Variable 
Rate Taxes. 

• Fujii, E. T. and Mak, J. A Model of Household 

Electricity Conservation Behavior. 

• Gardner, R. L. and Young, R. A. The EflFects of 

Electricity Rates and Rate Structures on Pump 
Irrigation; An Elastern Colorado Case Study. 

• Hay, M. J. and McConnell, K. E. Harvesting and 

Nonconsumptive Wildlife Recreation Decisions. 

• Hazilla, M. and Kopp, R. J. A Factor Demand 

Model for Strategic Nonfuel Minerals in the Pri- 
mary Metals Sector. 

• Miion, J. W.j Gressel, J. and Mulkey, D. Hedonic 

Amenity Valuation and Functional Form Speci- 
fication. 

Opaluch, J. J. A Test of Consumer Demand Re- 
sponse to Water Prices; Reply [Urban Residen- 
tial Demand for Water in the United States: Fur- 
ther Discussion]. 

• Ribaudo, M. O. and Epp, D. J. The Imptortance 

of Sample Dicrimination in Using the Travel 
Cost Method to Estimate the Benefits of Im- 
proved Water Quality. 

Scott, F. A., Jr. Uncertain Input Prices, Profit 
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Risk, and the Rate-of-Return Regulated Firm: 
Reply. 

Stark, A. W. Uncertain Input Prices, Profit Risk, 
and the Rate-of-Return Regulated Firm: Com- 
ment. 

Turnbull, G. K. Uncertain Input Prices, Profit 
Risk, and the Rate-of-Return Regulated Firm; 
Comment. 

Liiketaloudellinen Aikakauskirja, Vol. 33, No. 4, 
1984 

Anttila, M. and Mdller, K. Conjoint Analysis 
Models in Explaining Consumer Price Utility 
Structures. 

Bjork, B .-C. Kansantaloudellisen laskentakorko- 
kannan empiirinen maarittaminen. (Measure- 
ment of the Social Discount Rate. With English 
summary.) 

Laitinen, E. K. Empirical Evidence on the Mea- 
surement of the Firm. 

Rasanen, K. Liikkeenjohto yrityksen teoriassa; 
Avaako Scott Moss kirjallaan “An Economic 
Theory of Business Strategy" uusia niikdkulmia 
keskusteluun yrityksen teoriasta? 

Urrila, M. Palvelu tulevaisuuden markkinoin- 
ni.ssa. (The Potentials of Service in Marketing. 
With English summary.) 

Viren, M. Expected Inflation and Interest Rates; 
Some Cross-Country Evidence. 

Logistics and Transportation Review, Vol. 19, No. 

1, March 1983 

Logsdon, C., et al. Estimation of Demand for 
Truck-Barge Transportation of Pacific North- 
west Wheat. 

Mao, C.-K. and Martland, C. D. Improving the 
Utilization of Railroad Motive Power Units. 

McBride, M. E. An Evaluation of Various Meth- 
ods of Estimating Railway Costs. 

Stem, E.; Tzelgov, J. and Henik, A. Driving Ef- 
forts and Urban Route Choice. 

Taplin, J. H. E. Regulation, Deregulation, and 
the Sustainability of Transport Monopolies 

Logistics and Transportation Review, Vol. 19, No. 

2, June 1983 

Pustay, M. W. Intrastate Motor Carrier Regula- 
tion in Texas. 

Ruppenthal, K. M. and Toh, R. Airline Deregula- 
tion and the No Show /Overbooking Problem. 

Soberman, R. M. Urban Transportation in the 
U.S. and Canada; A Canadian Perspective. 

Szplett, E. $. and Sargious, M. A. The Compara- 
tive Energy Efficiency of Intercity Transporta- 
tion Modes in Canada. 

Teodorovi^;, D. B. and Toii6, V. S. Multi Attribute 
Ranking of Transport Facility’s Order of Con- 


struction — ^An Airport Network Development 
Case. 

Tye, W. B. Elconomic Analysis of Selected Cost- 
ing Concepts as Applied to the U.S. Postal Ser- 
vice. 

Wilson, H. G. A Criticism of "Multiattribute 
Ranking of Transport Facilities’ Order of Con- 
struction: An Airport Network Development 
Case” 

Logistics and Transportation Review, Vol. 19, No. 

3, October 1983 

Chow, C. An Evaluation of Less-than-Truckload 
Transport m Small Rural Communities of West- 
ern Canada. 

Fuller, S., et al. Modeling an Intermodal Transfer 
System: The Case of Export Grain Terminak. 
Lande, R. Possible Remedies to Reconcile the 
Differences between Canada and U.S. Rail Reg- 
ulation. 

Layton, A. P. The Impact of Increased Penalties 
on Australian Drink /Driving Behaviour. 

Layton, A. P. and Weigh, J. C. The Efficacy of 
Some Recent Australian Road Safety Policy Ini- 
tiatives. 

Tye, W. B. Ironies to the Application of the In- 
verse Ellasticity Rule to the Pricing of U.S. Postal 
Services. 

Logistics and Transportation Review, Vol. 19, No. 

4, December 1983 

Edgar, J. R. U S. Rail Deregulation — Implications 
for Canadian Shippers. 

Morash, E. A. and Enis, C. R. Investor Percep- 
tions of the Impact of Deregulation on Motor 
Carrier Earnings. 

Obeng, K. Fare Subsidies to Achieve Pareto Op- 
timality — A Benefit Cost Approach. 

Polus, A. An Ekronomic Evaluation of Large 
Truck Combination Options. 

Taylor, $. and Wright, R. An Economic Evalua- 
tion of Calgary’s North-East Light Rail Transit 
System. 

Tye, W. B. Financing the Stand-Alone Railroad. 

Managerial and Decision Elconomics, Vol. 6, No. 1, 
March 1985 

• Alam, K. F. and Stafford, L. W. T. Tax Incentives 

and Investment Policy. A Survey Report on the 
United Kingdom Manufacturing Industry. 

• Gort, M.; Grabowsld, H. and McCuckin, R. 

Organizational Capital and the Choice between 
Specialization and Diversification. 

Harpaz, G. Learning by a Dominant Firm. 

• Harris, F. H. deB. and Dennis, R. L. Managerial 

Utility-maximizing Operating Decisions under 
Compound Demand Risk. 



1370 


Journal of Economic Literature 


Lieb«nnanit, Y. The Hole of Economic Analysis 
in Media-planning. 

Miller, E. Decision-making under Uncertainty 
for Capital Budgeting and Hiring. 

Nunamaker, T. R. Using Data Envelopment 
Analysis to Measure the Efficiency of Non-profit 
Organiiations; A Critical Evaluation. 

• Willett, K. Environmental Quality Standards: A 

General Equilibrium Analysis. 

Manchester School of Economics and Social Studies, 
Vol. 52, No. 4, December 1984 

Bhandari, J. S. Exchange Rate Overshooting; Re- 
ply and Further Clarifications. 

• Brush, B. C. and Crane, S. E. Wage Share, Market 

Power and Unionism: Some Contrary U.S, Evi- 
dence. 

• Casas, F. R. and Choi, E. K. Trade Imbalance 

and the Leontief Paradox 

• Demery, D. and Duck, N. W. Inventories and 

Monetary Growth in the Business Cycle; Some 
Theoretical Considerations and Empirical Re- 
sults for the U.K. 

Erlat, H. Testing for Structural Change under 
Heteroscedasticity; A Note. 

• Patterson, K. D. Some Properties of Consump- 

tion Functions with Integral Correction Mecha- 
nisms. 

• Pemberton, J. Equilibrium Unemployment and 

the Long-run Phillips Curve in a Partially Union- 
ized Economy. 

Margin, Vol. 17, No. 1, October 1984 

Ansari, M. M. A Critique of the Developments 
in Indian Fiscal Federalism. 

Menra, N. K. Dualism and Surplus Labour: A 
Case Study of Indian Agriculture. 

Pachal, T. and Chakrabarty, G. Placement 
through Employment Exchange — A Case Study 
of the Delhi Metropolitan Area. 

Pandey, R. K. and Sarin, B. S. Economic Study 
of Acreage Response of Rice in Uttar Pradesh. 
Tilak, J. B. G. Urban Bias and Rural Neglect in 
Education: A Study on Rural-Urban Disparities 
in Education in Andhra Pradesh. 

Marine Resource Economics, Vol. 1, No, 2, 1984 

Andersen, P. and Sutinen, J. G. Stochastic Bio- 
economics: A Review of Basic Methods and Re- 
sults. 

Beddington, J. R. and Clark, C. W. Allocation 
Problems between National and Foreign Fisher- 
ies with a Fluctuating Fish Resource. 

Koenig, El. F. Fisheries Regulation under Uncer- 
tainty. A Dynamic Analysis. 

Plourde, C. and Bodeil, R. Uncertainty in Fisher- 


ies Economics: The Role of the Discount Rate. 

Yohe, G. W. Regulation under Uncertainty: An 
Intuitive Survey and Application to Fisheries. 

Marine Resource Economics, Vol. 1, No. 3, 1985 

Charles, A. T. and Munro, G. R. Irreversible In- 
vestment and Optimal Fisheries Management: 
A Stochastic Analysis. 

Saila, S. B.; Lorda, E. and Walker, H. A. The 
Analysis of Parameter Error Propagation in Sim- 
ple Fishery Models. 

Smith, J. B. A Discrete Model of Heplenishable 
Resource Management under Uncertainty. 

Spulber, D. F. The Multicohort Fishery under 
Uncertainty, 

Swierzbinski, J. Statistical Methods Applicable to 
Selected Problems in Fisheries Biology and Eco- 
nomics, 

Marine Resource Economics, Vol. 1, No. 4, 1985 

Clark, C. W. The Effect of Fishermen’s Quotas 
on Expected Catch Rates. 

Conrad, J. M. Residuals Management: Disposal 
of Sewage Sludge in the New York Bight. 

DeVoretz, D. and Schwindt, R. Harvesting Cana- 
dian Fish and Rents: A Partial Review of the 
Report of the Commission on Canadian Pacific 
Fisheries Policy, 

Mangel, M. and Plant, R. E. Regulatory Mecha- 
nisms and Information Processing in Uncertain 
Fisheries. 

Wilen, J. E. Towards a Theory of the Regulated 
Fishery. 

Matekon, Vol. 21, No. 2, Winter 1984-85 

Brailovskii, N. O. Modeling Urban Transport Sys- 
tems (Experience, Problems, and the Future). 

Kim, K. V., et al. An Efficient Algorithm for Com- 
puting Derivatives and Extremal Problems. 

Mirochnichenko, V. L. and Parinov, S. I. Analyz- 
ing Economic Growth Using Spline Macroeco- 
nomic Production Functions. 

Nemchinova, M. B. The Scientific Work of Vasily 
Sergeevich Nemchinov (on the 90th Anniver- 
sary of His Birth). 

Mathematical Social Sciences, Vol. 8, No. 1, August 
1984 

Fishbum, P. C. SSB Utility Theory: An Elconomic 
Perspective. 

Kim, K. H. and Roush, F. W. Nonmanipulability 
in Two Dimensions. 

Leclerc, B. Efficient and Binary Consensus Func- 
tions on Transitively Valued Relations. 

Nielsen, L. T. Common Knowledge, Communi- 
cation, and Convergence of Beliefs. 
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Thomson, W. Monotonicity, Stability, and Egali- 
tarianism. 

athematical Social Sciences, Vol. 8, No. 2, October 
1984 

Dow, G. K. Myopia, Amnesia, and Coasistent In- 
tertemporal Choice. 

Dubey, P. and Kaneko, M. Information Patterns 
and Nash Equilibria in Extensive Games: I. 

Freeman, R. T. Information Structure and the 
Transmission of Inflationary Expectations. 

Michener, H. A., et al. A Test of the Core Solution 
in Finite Strategy Non-sidepayment Games. 

athematical Social Sciences, Vol. 8, No. 3, 
December 1984 

Fishbum, P. C. SSB Utility Theory and Decision- 
making under Uncertainty. 

Janowitz, M. F. On the Semilattice of Weak Or- 
ders of a Set. 

Kelly, J. S. The Sertel and Van der Bellen Prob- 
lems 

Kelsey, D. The Structure of Social Decision 
Functions. 

Nielsen, L. T. Unbounded Expected Utility and 
Continuity. 

Nitzan, S. and Paroush, J. Potential Variability 
of Decisional Skills in Uncertain Dichotomous 
Choice Situation.s.. 

lichigan Law Review, Vol. 82, No. 8, August 1984 

andcr, D. O. Freedom of Association after Rob- 
erts u, United States Jaycees. 

iddle East Technical University Studies in 
Development, Vol. 10, No. 3, 1983 

Uhoudhury, M. A. How EEFective Is Human Re- 
source Planning in Developing the Third 
World? 

Christensen, J. P. From Social Demand to Man- 
power Approach in Higher Education Plan- 
ning — The Danish Case. 

Senses, F. An Assessment of Turkey's Liberaliza- 
tion Attempts since 1980 against the Back- 
ground of Her Stabilization Program. 

Togan, S. A Macroeconometric Model of the 
Turkish Economy; A Comment. 

Ya^ci, F. On Tagan's Comments [A Macroecono- 
metric Model of the Turkish Economy]. 

iddle East Technical University Studies in 
Development, Vol. 10, No. 4, 1983 

Aksoy, M. A. Tiirkiye Ozel Imalat Sanayiinde Yu- 
^unla;ma, Karlilik ve Ccret Ilifkileri. (With En- 
glish summary.) 

'lenses, F. Befinci Be^ Yillik Kalkinma Plani 


(1985-89). (Turkey’s Fifth Five-Year Plan, 1985- 
89. With English Summary.) 

Mondo Aperto, Vol. 38, No. 6, November-December 

1984 

Bart, M. P. Politica e posizionc della Banca 
mondiale. 

Galbraith, J. N. Organizzare per I’innovazione. 
(Designing the Innovating Organization. With 
English summary.) 

Ruta, G. L'Europa comunitaria e la cooperazione 
alio sviluppo. (The European Community and 
the Cooperabon to Development. With English 
summary.) 

Monthly Labor Review, Vol. 108, No. 1, January 

1985 

Borum, J. D. and Schlein, D. Bargaining Activity 
Light in Private Industry in 1985. 

Mellor, E. F. Weekly Earnings in 1983: A Look 
at More Than 200 Occupations. 

Nelson, R. R. State Labor Legislation Enacted 
in 1984. 

* Ruben, G. Modest Labor-Management Bargains 

Continue in 1984 Despite the Recovery. 
Runner, D. Changes in Unemployment Insur- 
ance Legislation during 1984. 

Tinsley, L. V. C. Workers’ Compensation; 1984 
Slate Enactments. 

Monthly Labor Review, Vol. 108, No. 2, February 
1985 

Adams, L. T. Changing Emplos'ment Patterns of 
Organized Workers. 

Alter, G. C. and Becker, W. E. Estimating Lost 
Future Earnings Using the New Worklife Ta- 
bles. 

• Devens, R. M., Jr.; Leon, C. B. and Sprinkle, 

D. L. Ejnployment and Unemployment in 
1984; A Second Year of Strong Growth in Jobs. 
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and Budget Allocations among Federal Reserve 
Banks: Reply. 

Toma, E. F. and Toma, M. Research Activities 
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P. C. Distributional Implications of the High- 
way Revenue Act. 

Flowers, M. R. Owner-occupied Housing, the 
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cal Evidence from ASEAN. 
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and Tax Structure. 
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cits; Some Empirical Results. 
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• Graham, J. W, Why Is Consumption Out of La- 

bor Income Greater Than Consumption Out of 
Nonlabor Income? 

• Rieber, W. J, The Expenditure Effects of Supply 
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• Wu, H.-K. and Cheng, D. C. The Effects of Loan 

and Bank Characteristics on Bank Loan Criti- 
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Planned Economy: Some Difficulties. 
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Tam, M.-Y. S. Reward Structures in a Planned 
Ek;onomy; Some Further Thoughts. 
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• Batts, J. and Dowling, J. M. The Stability of the 
Demand-for-Money Function in the United 
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• Keating, B. Direct and Indirect Impacts of the 

Matchbook Safety Standard of the Consumer 
Products Safety Commission. 
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• Tuckman, B. I{. and Tuckman, H. P. The I.abor 

Market for Part-Time Faculty at Business 
Schools. 
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and the Spatial Distribution of Household De- 
mand; A Theoretical Analysis. 
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and Its Economic Advantages. 
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aly. 
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• Benoit, J.-P. Innovation and Imitation in a Duo- 
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Bucovetsky, S. Erratum: Price Dispersion and 
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• Cowell, F. A. Measures of Distributional Change: 
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• Lewbel, A. A Unified Approach to Incorporating 
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• Moore, J. Optimal Labour Contracts When 
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• Palfrey, T. R. Uncertainty Resolution, Private In- 
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• Perloff, J. M. and Salop, S. C. Equilibrium with 
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• Pissarides, C. A. Taxes, Subsidies, and Equilib- 
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• Trivedi, P. K. Distributed Lags, Aggregation, 
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• Abel, A. B. Inventories, Stock-Outs and Produc- 
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• Backus, D. and DrilRll, J. Rational Expectations 

and Policy Credibility Following a Change in 
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• Harris, C. and Vickers, J. Perfect Equilibrium in 
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Investment Taxation. 

Review of Economics and Statistics, Vol. 67, No. 1, 
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• Aw, B. Y. and Roberts, M. J. The Role of Imports 

from the Newly-industrializing Countries in U.S. 
Production. 

Baldwin, J. R. and Gorecki, P. K. The Determi- 
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of New Employees. 

Behrman, J. and Tarbman, P. Intergenerational 
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Benderly, J. and Zwick, B. Money, Unemploy- 
ment and Inflation. 

Berger, A. N. and Krane, S. D. The Information 
Efficiency of Econometric Model Forecasts. 
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centives as Tariff Substitutes: A Comprehensive 
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on the Eiconomic Effects of Poor Health. 
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ing Regulation of Sulfur Emissions; Regional 
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ing between .Autocorrelation and Misspecifica- 
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tice. 
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• Monke, E. A. and Taylor, L. D. International 

Trade Constraints and Commodity Market Mod- 
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• Rossana, R. J. Buffer Stocks and I..abor Demand; 
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Thursby, J. G. A Test Strategy for Discriminating 
between Autocorrelation and Misspecification in 
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Yatchew, A. and Griliches, Z. Specification Error 
in Probit Models. 

• Yatchew, A. J. Labor Supply in the Presence of 

Taxes: An Alternative Specification. 

Review of Income and Wealth, Vol. 31, No. 1, March 
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Goldsmith, R. W. Errata (An Estimate of the Size 
and Structure of the National Product of the 
Early Roman Empire]. 

Isachsen, A. J. and Strom, S. The Size and 
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in Urban South America. 

Roman, J.-C. Treatment of Subsidies in National 
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Rymes, T. K. Inflation, Nonoptimal Monetary Ar- 
rangements and the Banking Imputation in the 
National Accounts. 
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Estimations before the Second World War. 

Review of Public Data Use, Vol. 12, No. 3, October 
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Bachu, A. and O’Connell, M. Developing Cur- 
rent Fertility Indicators for Foreign-Born 
Women from the Current Population Survey. 

Burt, V. L. and Cohen, S. B. A Comparison of 
Methods to Approximate Standard Errors for 
Complex Survey Data. 

Fairchild, H. H. School Size, Per-Pupil Ehependi- 
tures, and School Achievement. 

Fillcnbaum, C. G. Development of Functional 
Status Scales for the Longitudinal Retirement 
History Survey. 

RavalKon, M. and Van de Welle, D. Measuring 
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Toney, M. B. and Swearengen, R. Migration 
Data: Prospects for Research Based on the Youth 
Cohort of the NLS. 

Revue d’£conomique Politique, Vol. 94, No. 6, 
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Chamouton, T. and Piatecki, C. Anticipations ra- 
tionnelles et theone economique. (With English 
summary.) 

F'itoussi, J.-P. D^veloppements rbcents de la the- 
orie macro^onomique: un bilan critique. (With 
English summary.) 

H^nin, P.-Y. and Zylberberg, A. Sur la compati- 
bilite a long terme d’un adjustement partiel des 
prix avec I’hypothese de provisions rationnelles. 

Olivera, J. H. C. Note sur I'inflexibilite des prix 
a la baisse. 

Saint-^tienne, C. De I’importance reelle de I’hy- 
pothese de la rationalite des anticipations. (With 
English summary.) 

Revue d’feconomique Politique, Vol. 95, No. 1, 
January-February 1985 

d’Autume, A. Prix, taux de profit et Otalons. (With 
English summary.) 

Four^ans AndrO. Taux de prOlOvements obliga- 
toires, recettes de I'fitat et production: une 
Otude empirique du cas franqais. 
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Crandjean, A. and Henry, C. Choix autoroutiers 
et cidcul economique. (With English summary.) 

Marco, L. L’analogie biologique et I'^onomie 
des faillites. 

Pivot, C. Offices d’intervention et regulation 
contractuelle en agriculture. (With English sum- 
mary.) 

Revue £conomiquc, Vol. 35, No. 6, November 1984 

Bienayme, A. Les choix economiques du IX* 
Plan. (The Economic Choices of the IXth Plan. 
With English summary.) 

Catinat, M. and Maurice, J. Analyse quantitative 
de la strategic macro-6conomique du IX* Plan. 
(A Quantitative Analysis of the IXth Plan: Mac- 
roeconomic Strategy. With English summary.) 

Coudard, D. Nouvelles avancees dans le calcul 
Economique public. (Improvements in Public 
Choice Analysis. With English summary.) 

Coudard, D. Tarifs et equilibre financier des en- 
treprises publiques. (Tariffs and Financial Bal- 
ance of Public Firms. With English summary.) 

Join-Lambert, M.-T. La planification sociale dans 
le IX* Plan. (Social Planning in the IXth Plan. 
With English summary.). 

Malkin, D. Mutations industrielles et IX* Plan. 
(Industrial Mutations and the IXth Plan. With 
English summary.) 

Taddei, D. Le IX* Plan; de la rigueur a une politi- 
que de Toffre. (The French IXth Plan; From 
Rigor to a Supply Policy. With English sum- 
mary.) 

Ullmo, Y. Objectif emploi par Jacky Fayolle et 
Robert Salais. 

Ullmo, Y. Le IX' Plan; Avant-propos. 

Revue Economique, Vol. 36, No. 1, January 1985 

Arnott, R. Quelques resultats relatifs a Tanalyse 
Economique. (Some Issues Related to the Elco- 
nomics of Now-Stationary State Traffic Flow. 
With English summary.) 

Fujita, M. Towards General Equilibrium Models 
of Urban Land Use. 

Cuesnerie, R. Localisation et transports; avant- 
propos. 

Banjoul, P. and Thisse, J.-F. Localisation de la 
firme sur un reseau. (The Location of a Firm 
on a Network. With English summary.) 

Lesoume, J. Les infrastructures de transport et 
la localisation des agents economiques; quelques 
evidences. (Transportation Infrastructures and 
Agents’ Location: An Analysis of a Few Simple 
Facts. With English summary.) 

Pines, D. Profit Maximizing Developiers and the 
Optimal Provision of Local Public Good in a 
Closed System of a Few Cities. 

Schulz, N. and Stahl, K. Localisation des oligo- 
poles et marchEs du travail locaux. (Oligopolistic 


Industry Location and Local Labor Markets. 
With Elnglish summary.) 

Rivista Intemazionale di Scienze Economiche e 
Commerciali, Vol. 31, No. 9, September 1984 

Bronfenbrenner, M. L’economia giapponese in 
una prospettiva comparata; una recensione. (Ja- 
pan's Economy in a Comparative Perspective; 
A Book Review.) 
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Compensation: Some Evidence from Japan. 

Duus, P. The Reaction of Japanese Big Business 
to a State-controlled Economy in the 1930s. 

Fan, L.-S. The Influence of Japan on Taiwan’s 
Economy as a Newly Industrialized Country. 

Fodella, C. II giappone e I’estasia verso I’egemo- 
nia economica mondiale. (Japan’s Economic role 
in East Asia. With English summary.) 

Kueh, Y. Y. China’s Foodgrain Production, Con- 
sumption, and Trade: Recent Trends and 
Prospects. 

Martellaro, J. A. China's Two Economies and the 
USA Factor. 

Taira, K. The Management of Employment Ad- 
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the 1970s. 

Yokoyama, T. The Japanese Industrial Policy. 
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Empirical Interpretations of Money Demand 
Functions. 

Booth, G. G. and Seifert, B. "News” and Ex- 
change Rates; Some Empirical Tests. 

Bowles, D. C. and Wang, L. F. S. The Efficacy 
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Branch, B., et al. Contract Proliferation: A Study 
of the Silver Futures Market. 
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sis. 

Nuccio, O. Medieval and Italian Sources of Elco- 
nomic Rationalism: A Critique and Indications 
of Historical Methodology. 

Ricossa, S. Scarcity or Producibility. An Inexis- 
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tassi D’interesse a breve termine tra gli Stati 
Uniti e I’Europa. 
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Larsen, H. K. and Nilsson, C.-A. Consumption 
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A Reassessment. 

Grafstein, R. Philosophical Issues in the Study of 
Historical Materialism. 

Gregorio, D. I. and Marshall, J. R. P'ine Tuning 
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Economic Thought: A Reconsideration of 
Locke’s Theories of Value. 

Hogan, T. D. The Urban f’amily Housing Budget 
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Cebula, R. J. Money Multipliers and the Slopes 
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Nissan, E. and Caveny, R. Relative Concentra- 
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gration and the Investment Cooperation of the 
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Ryszkiewicz, A. Norms of Distribution and Pro- 
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in the Central Plan. 

Zakharov, A. N. and Shagalov, G. L. Methods for 
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nomic Relations. 
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Ties with CMEA Members on Some Proportions 
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Soviet and Eastern European Foreign Trade, Vol. 
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Statistical Journal, Vol, 2, No. 2, April 1984 

Camus, B., et al. The French UniSed System of 
Business Statistics. 

Noumey, M. Seasonal Adjustment by Frequency 
Determined Filter Procedures. 

Quelennec, M. The Business Statistics System in 
France and Consistency between Sources. 
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Drechsler, L. Recent Developments in the Na- 
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and Reducing the Nonresponse Bias by Asking 
the Basic Question. 
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• de Leeuw, F. Conflicting Measures of Private 

Saving. 

Survey of Current Business, Vol. 64, No. 12, 
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• Eisner, R. The Total Incomes System of Ac- 
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Position in 1984. 
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• Seskin, E. P. and Sullivan, D. F. Revised Esti- 
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Wakefield, J. C. and Ziemer, R. C. Federal Fiscal 
Programs. 
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Cockaerts, M. The Debt Problem; A Challenge 
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management informatiesysteem. 

Vandenbroucke, F. Een ‘‘linkse gezondheidsin- 
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El Trimestre Economico, Vol. 52, No. 205, January- 
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Amieva-Huerla, J. Aspectos tebricos de un mo- 
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Blomstrom, M. El comportamiento de las empre- 
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biente en la perspectiva del desarrollo. 
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Analysis of Mortgage Lending Terms: Testing 
for Lending Discrimination at a Conimerica/ 
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Ijey, D. Work-Residence Relations for Head Of- 
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Rehabilitation as a Spatial Process. 
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Laitner, John P. — Stationary Equilibrium 
Transition Rules for an Overlapping Genera- 
tions Model with Uncertainty 
This paper studies an overlapping genera- 
tions model incorporating random production 
shocks. Households have finite life spans. Fu- 
tures markets are incomplete. Agents have full 
information in one case and receive only a lim- 
ited signal in another. In both instances the 
author proves the existence of a time-autono- 
mous transition rule such that if all agents fore- 
cast using it, the economy’s actual growth will 
bear the predictions out. The rule corresponds 
to a steady state for a nonstochastic model. 
With limited information, it is seen to depend 
on all past signals. Several approximation theo- 
rems that may facilitate future applications are 
presented. J. Econ. Theory, Feb. 1985, 35(1), 
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pp. 83-108. University of Michigan, Ann Ar- 
bor. 

Svensson, Lars-Cunnar — Competitive Equilib- 
ria with Indivisible Goods 
This paper analyzes the conditions under 
which there is a competitive equilibrium in 
an exchange economy in which indivisibles 
play an essential role. The indivisibles are such 
that every individual has to consume exactly 
one of them, e.g., houses or jobs. It is proved 
that a competitive equilibrium exists if prefer- 
ences are continuous and monotonic orderings 
and if, in addition, there is one divisible good. 
It is also proved that one cannot in general 
find an equilibrium if preferences are intransi- 
tive or if there is more than one divisible good. 
Z. Nationalokon., 1984, 44(4), pp. 373-86. 
University of Lund, Sweden. 

Yano, Makoto — Competitive Equilibria on 
Turnpikes in a McKenzie Economy, I; A 
Neighborhood Turnpike Theorem 
In a dynamic general equilibrium model 
where heterogeneous consumers maximize 
their discounted utility sums, Truman Bewley 
(1982) shows that an equilibrium path asymp- 
totically converges to a stationary path, making 
use of extensive differentiability assumptions. 
In a growth model with a single social utility 
function, Lionel McKenzie (1979) proves that 
an optimal path converges into a small neigh- 
borhood of a stationary path. This theorem, 
called a neighborhood turnpike theorem, re- 
quires no differentiability assumptions. Syn- 
thesizing these two results, the author shows 
a neighborhood turnpike theorem in a general 
equilibrium setting like that of Bewley without 
making differentiability assumptions. Ittt. 
Econ. Rev., Oct. 1984, 25(3), pp. 695-717. Cor- 
nell University, Ithaca. 

022 Microeconomic Theory 
Abel, Andrew B. — Inventories, Stock-Outs and 
Production Smoothing 
If stock-outs are ignored and demand shocks 
are additive, optimal behavior requires that 
the marginal cost of production (MC) be 
equated with the expected marginal revenue 
of increasing expected sales (EMR). However, 
optimality does not require that MC=EMH if 


there are more general demand shocks 
and/or account is taken of stock-outs. If there 
is a production lag, taking account of stock-outs 
implies that optimal behavior will involve 
production smoothing even for linear costs of 
production. Two alternative definitions of 
production smoothing are presented, and opti- 
mal behavior in the presence of stock-outs dis- 
plays each type of smoothing. Rev. Econ. Stud., 
Apr. 1985, 52(2), pp. 283-93. Harvard Univer- 
sity and National Bureau of Elconomic Re- 
search. 

Benoit, Jean-Pierre — Innovation and Imitation 
in a Duopoly 

In a duopoly where one firm has the idea 
for a nonpatentable innovation, the expected 
profits from the innovation will not be a mono- 
tonic function of the cost of innovating. Fur- 
thermore, a costly innovation may be under- 
taken where an expensive one would not have 
been, all other things being equal. Rev. Econ. 
Stud., Jan. 1985, 52(1), pp. 99-106. Columbia 
University. 

Brander, James A. and Spencer, Barbara J. — 
Tacit Collusion, Free Entry, and Welfare 
In an industry equilibrium in which free en- 
try drives profits to zero, the equilibrium num- 
ber of firms, n, will depend on the degree of 
collusion in the industry, represented here by 
a (constant) conjectural variation, \. Equilib- 
rium along the zero-profit locus in n and X is 
determined by introducing an “ease of collu- 
sion” function relating X and n. A second best 
contour showing the efficient number of firms 
for any given level of collusion is derived. The 
authors find that an increase in real fixed costs 
is welfare reducing, but a license fee is nor- 
mally welfare improving. J. Ind. Econ.. Mar. 
1985, 33(3), pp. 277-94. University of British 
Columbia, Vancouver; Boston College. 

Chavas, Jean-Paul — On the Theory of the 
Competitive Firm under Uncertainty When 
Initial Wealth Is Random 
The introduction of random initial wealth 
in A. Sandmo’s theory of the firm under price 
uncertainty is examined. In that context, it is 
shown that, while the Arrow-Pratt measures 
of risk aversion give ambiguous results, mean- 
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ingful results are obtained under the S. A. Ross 
measures of risk aversion. Southern Econ. J., 
Ian. 1985, 51 (3), pp. 818-27. University of Wis- 
consin, Madison. 

Chiappori, Pierre-Andr6 — Distribution of In- 
come and the “Law of Demand” 

The paper proves suflScient conditions for 
iggregate demand curves to be decreasing in 
n economy with identical consumers. The re- 
itrictions affect the functional form of Engel 
curves and the shape of expenditures distribu- 
:ion within the economy. It is shown that most 
jf the empirical literature about Engel curves 
ses functional forms of the type studied here. 
Sventually, conditions about expenditures dis- 
ribution are empirically tested. Econametrica, 
an. 1985, 53(1), pp. 109-27. Ecole Normale 
superi^ure and the University of Paris 1, Pan- 
heon-Sorbonne. 

3oursey, Don L. and Smith, Vernon L Expe- 

rimental Tests of an Allocation Mechanism 
for Private, Public or Externality Goods 
The results of eleven three-part experiments 
)rovide data on the performance of a volun- 
ary unanimity, bidding mechanism (EX- 
!'ERN) for private, public, and externality 
foods. The important feature of this mecha- 
lism is that all of its information requirements 
e endogenous. All of the private and exter- 
lality good experiments reached unanimity 
greement; nine of the public good experi- 
nents reached agreement. Measures of de- 
tiand revelation tended to be lower for the 
•rivate good than for the public good. This 
endency carried over into the private and 
lublic components of the externality experi- 
aents, which lowered allocative efficiency. 
cand. J. Econ., 1984, 86(4), pp. 468-84. Uni- 
ersity of Wyoming, Laramie; University of Ar- 
Eona, Tucson. 

ItSmer, Jacques and McLean, Richard P. — 
Optimal Selling Strategies under Uncer- 
tainty for a Discriminating Monopolist When 
Demands Are Interdependent 
This paper deals with the optimal design of 
esource allocation mechanisms in the pres- 
nce of asymmetric information. A buyer’s val- 
ation function is allowed to depend on the 


characteristics of other buyers as well as his 
own, and sufficient conditions are provided un- 
der which the seller can extract the full surplus 
from the buyers in an “ex post Nash” equilib- 
rium. The result is then applied to the impor- 
tant problem of optimal auction design. Econo- 
metrica. Mar. 1985, 53(2), pp. 345-61. Virginia 
Polytechnic Institute and State University, 
Blacksburg; University of Pennsylvania, Phila- 
delphia. 

Dum^nil, C6rard and L6vy, Dominique — The 
Unifying Formalism of Domination: Value, 
Price, Distribution, and Growth in Joint Pro- 
duction 

The price of production framework with 
joint production presents a number of un- 
solved problems, both from a mathematical 
and a conceptual point of view. Using the uni- 
fying construct of "domination” relations, this 
article sets out a number of results for a broad 
class of properties of the model, from the exis- 
tence of a price system to the possibility of 
balanced growth and its efficiency. The equiva- 
lence relation between properties concerning 
prices and the quantities produced, as con- 
tained in von Neumann’s model, are shown 
to depend on very special assumptions. Z Na- 
tionalokon., 1984, 44(4), pp. 349-71. Cepre- 
map, Paris. 

Frank, Robert H. — The Demand for Unobserv- 
able and Other Nonpositional Goods 
This paper explores why individual con- 
sumption patterns are so strongly influenced 
by the consumption patterns of others. It sug- 
gests that imitative behavior is individually 
adaptive, but collectively maladaptive, in cir- 
cumstances where consumption rankings 
themselves play important roles in decisions 
people care strongly about. Demonstration ef- 
fects are shown to create downward distortions 
in individually expressed demands for unob- 
servable and other nonpositional goods, such 
as savings, insurance, and safety. Seemingly pa- 
ternalistic laws and labor market institutions, 
whose effect is to stimulate consumption of 
such goods, are shown to produce welfare im- 
provements under certain circumstances. 
Amer. Econ. Rev., Mar. 1985, 75(1), pp, 101- 
16. Cornell University. 
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Fraser, Robert W. — Uncertainty and the The- 
ory of Mark-up Pricing 
This paper examines the role of demand un- 
certainty in influencing a firm’s mark-up pric- 
ing decision. With no uncertainty, the margin- 
alist approach represents this mark-up as 
inversely and solely determined by the elastic- 
ity of demand. Here it is shown that the intro- 
duction of uncertainty does not alter this sim- 
ple dependency for a risk-neutral firm. For a 
risk-averse firm, however, the mark-up is 
shown to depend on a range of factors, includ- 
ing the level of fixed and variable costs and 
the level of expected demand. It is argued that 
such variability of margin is more in keeping 
with observed behavior. Bull. Econ. Res., Jan. 
1985, 37(1), pp. 55-64. University of Western 
Australia, Perth. 

Gal-Or, Esther — Information Sharing in Oli- 
gopoly 

The author consider an oligopolistic market 
where firms face an uncertain demand for 
their product. Each firm observes a private sig- 
nal for the state of the demand and decides 
whether to reveal it to other firms and how 
partial this revelation will be. After the stage 
of information transmission, the firm chooses 
its level of output. The author derives pure 
strategy equilibria that are symmetric and sub- 
game perfect and demonstrates that no infor- 
mation sharing is the unique Nash equilibrium 
of the game regardless of the degree of correla- 
tion among the private signals. Econometrica, 
Mar. 1985, 53(2), pp. 329-43. Technion-Israel 
Institute of Technology and University of Pitts- 
burgh. 

Could, John P. and Verrecchia, Robert E. — 
The Information Content of Specialist Pric- 
ing 

This paper examines a process by which in- 
formation-revealing prices are determined by 
considering the private incentives of a price- 
setting agent (referred to as a specialist). The 
specialist has private information that may be 
(partially) revealed through his choice of a pric- 
ing rule. The authors define an equilibrium 
as a pricing rule and a response to that rule 
by a representative trader that maximizes the 
expected utilities of the specialist and the 


trader, conditional on each having rational ex- 
pectations. By analyzing the existence and na- 
ture of this equilibrium, the authors attempt 
to develop further insights into the behavior 
of markets with incomplete information. / 
Polit. Exon., Feb. 1985, 93(1), pp. 66-83. Uni- 
versity of Chicago; University of Pennsylvania. 

Creenhut, M. L., et al. — An Anomaly in the 
Service Industry: The Effect of Entry on 
Fees 

This paper begins with empirical evidence 
from the health care industry that a positive 
relation exists between nominal fees charged 
and the density (number) of physicians. Tech- 
niques drawn from spatial analysis are used 
to demonstrate that this result is not inconsis- 
tent with traditional microtheory. The price 
paid by consumers of services such as health 
care is a full price consisting of a fee plus wait- 
ing time, analogous to delivered price in spatial 
analysis. The apparently perverse price effects 
are shown to follow from reasonable assump- 
tions regarding individual demand and the na- 
ture of competition. Co-authors are: C. S. 
Hung, G. Norman, and C. W. Smithson. Econ. 
]., Mar. 1985, 95(377), pp. 169-77. Texas A&M 
University. 

Kahana, Nava and Paroush, Jacob — A Multi- 
factor Labor-managed Firm under Price Un- 
certainty 

This paper attempts to determine whether 
the perverse behavior of labor-managed firms 
under price uncertainty in the short run holds 
in the long run, where inputs other than labor 
ae under the firm’s control. It turns out that 
all the results that hold for the short run can 
be readily generalized into the long run, pro- 
vided that labor and capital are competing or 
that the product produced by the cooperative 
is an important user of labor. Moreover, per- 
verse behavior is not ruled out in other cases, 
although ambiguous results cannot be ob- 
tained. Eastern Econ.]., Jan.-Mar. 1984, 30(1), 
pp. 23-29. Bar-Ilan University, Ramat Gan, Is- 
rael. 

Kamien, Morton 1 . and Tauman, Yair — ^The 
Private Value of a Patent: A Game Theoretic 
Analysis 
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The authors determine the private value of 
a patent for a cost-reducing innovation for an 
industry consisting of a fixed number of firms 
producing a single good with a constant- 
returns-to-scale technology. The inventor li- 
censes his patent by a combination of a lump- 
sum fee and a per unit royalty. The relationship 
between the inventor and the firms in the in- 
dustry is analyzed as a game in strategic form. 
The effect on market structure and on the wel- 
fare of consumers is described through the sub- 
game perfect Nash equilibrium of this game. 
Z. Nationalokan., Supp. 1984, 44(4), pp. 93- 
118. Northwestern University, Evanston, Illi- 
nois. 

Lambson, Val Eugene — Self-enforcing Collu- 
sion in I.,arge Dynamic Markets 
The “folk theorem” in game theory implies 
that any outcome that is better for all players 
than some single-period Nash outcome can be 
achieved through noncooperative equilibrium 
in repeated games with discounting. This pa- 
per investigates whether the folk theorem 
holds for a repeated Cournot oligopoly as the 
number of firms, N, increases without bound. 
It is shown that the folk theorem holds in the 
limit iflf demand increases at the same rate as 
the number of firms and the Cournot price 
sequence is bounded strictly above by the 
supremum of marginal cost for large N. J. Econ. 
Theory, Dec. 1984, 34(2), pp. 282-91. Univer- 
sity of Wisconsin, Madison. 

Levy, Santiago — Factor Demand Functions for 
Constant Returns to Scale Technologies 
Under constant returns to scale, factor de- 
mand functions cannot be obtained from the 
solution of a profit maximization problem. Ap- 
plication of Shephard’s Lemma to a cost func- 
tion yields factor demand functions, but these 
will not capture output efi^ects. This paper con- 
structs factor demand functions that capture 
output and substitution effects under constant 
returns to scale. The properties of these func- 
tions are investigated, and the results are con- 
trasted with those obtained using the constant- 
output type functions. Specific functional 
forms for the new functions are derived from 
assumed functional forms of the cost function 
and demand function for the final product. 


Southern Econ. J., Jan. 1985, 51 (3), pp. 860- 
67. Boston University. 

Lewbel, Arthur — A Unified Approach to Incor- 
porating Demographic or Other Effects into 
Demand Systems 

This article describes a general method, us- 
ing modifying functions, of introducing demo- 
graphic eflFects into any demand system, which 
permits complicated interactions of demo- 
graphic variables with prices and expendi- 
tures. Theorems give properties the modifying 
functions must have to ensure integrability of 
the resulting system. Demand equations of the 
new system are given explicitly as functions 
of the original demand equations and the mod- 
ifying functions. The procedure is interpreted 
as altering a household’s technology and is 
shown to encompass adult equivalent scales 
and related methods. Examples of modifying 
functions are derived, and applications of the 
technique to uses other than demographic 
variation are considered. Rev. Econ. Stud., Jan. 
1985, 52(1), pp. 1-18. Brandeis University. 

Mas-Colell, Andreu — The Profit Motive in the 
Theory of Monopolistic Competition 
This paper investigates the class of general 
equilibrium models in which price taking is 
not justified but in which, nevertheless, profit 
maximization is invariant to the choice of num- 
eraire and is unanimously supported by firm’s 
owners as an instruction to managers. Z. Na- 
tionaldkon., Supp. 1984, 44(4), pp. 119-26. 
Harvard University. 

Matsuyama, Kiminori — Chernofr s Dual Ax- 
iom, Revealed Preference and Weak Ra- 
tional Choice Functions 
The purpose of this paper is to introduce a 
new and weaker concept of rationalizability 
and to investigate its implications for the prop- 
erties of individual choice. Especially, it is 
shown that (1) a property of choice functions, 
which is called Chernoff’ s Dual Axiom in this 
paper, plays a crucial role for the rationality 
of choice, and that (2) weakening the concept 
of rationalizability facilitates characterization 
of revealed preference relations. / Econ. The- 
ory, Feb. 1985, 35(1), pp. 155-65. Harvard 
University. 
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Neven, Damien — Two Stage (Perfect) Equilib- 
rium in Hotelling’s Model 
Hotelling’s model of spatial competition is 
viewed as a product selection problem. The 
author draws a distinction between horizon- 
tally and vertically differentiated products and 
shows that Hotelling’s location problem is anal- 
ogous to the selection of horizontally differen- 
tiated products. In such a model, it is shown 
that (1) a pure strategy in price exists for every 
pair of products, (2) in a two-stage (perfect) 
equilibrium, duopolists maximize the differ- 
ence between their products. J. Ind. Econ., 
Mar. 1985, 33(3), pp. 317-25. Nuffield College, 
Oxford. 

Novshek, William — On the Existence of 
Cournot Equilibrium 

This paper examines the existence of n -firm 
Cournot equilibrium in a market for a single 
homogeneous commodity. It proves that if 
each firm’s marginal revenue declines as the 
aggregate output of other firms increases 
(which is implied by concave inverse demand), 
then a Cournot equilibrium exists, without as- 
suming that firms have nondecreasing mar- 
ginal cost or identical technologies. Also, if the 
marginal revenue condition fails at a “potential 
optimal output,” there is a set of firms such 
that no Cournot equilibrium exists. The paper 
also contains an example of nonexistence with 
two nonidentical firms, each with constant- 
returns-to-scale production. Rev. Econ. Stud., 
Jan. 1985, 52(1), pp. 85-98. Stanford Univer- 
sity. 

Novshek, William — Perfectly Competitive 
Markets as the Limits of Cournot Markets 
The author considers a perfectly competi- 
tive, partial equilibrium market for a single 
homogeneous good with a (bounded) contin- 
uum of infinitesimal firms. Cost functions are 
essentially unrestricted and are allowed to vary 
smoothly across firms. 'The author introduces 
a sequence (net) of Cournot markets (each with 
a finite number of firms), which converge 
smoothly to the perfectly competitive limit in 
terms-, of both the inverse demand functions 
and the distribution of firm technologies and 
shows that all markets sufficiently far along the 
sequence have a Cournot equilibrium and all 


the Cournot equilibria converge to the per- 
fectly competitive equilibrium of the limit 
market. / Econ. Theory, Feb. 1985, 34(1), pp. 
72-82. California Institute of Technology, Pas- 
adena; and Stanford University. 

Palfrey, Thomas R. — Uncertainty Resolution, 
Private Information Aggregation, and the 
Cournot Competitive Limit 
A Cournot model of oligopoly with otherwise 
identical firms having private differential infor- 
mation about the common cost of production 
and a shared demand curve is examined. A 
Bayesian equilibrium solution of the corre- 
sponding game is analyzed. In the symmetric 
equilibrium, different firms produce at differ- 
ent output levels because they have different 
information. The informatton individual firms 
have is random, so total output and market 
price are random for any finite number of 
firms. It is estabhshed that when the number 
of firms become large, the random equilibrium 
price converges almost surely to a constant, 
which is the competitive price. Rev. Econ. 
Stud., Jan. 1985, 52(1), pp. 69-83. Camegie- 
Mellon University. 

Perloff, Jeffrey M. and Salop, Steven C. — Equi- 
librium with Product Differentiation 
A model of product differentiation that com- 
bines elements of both spatial and representa- 
tive consumer formulations is used to examine 
the properties of single- and multiple-price 
equilibria. Conditions under which decreases 
in the intensity of consumer preferences re- 
duce price are given. It is shown that, with 
certain types of demand curves, entry can 
eliminate price-cost markups even given prod- 
uct differentiation. If competition is localized, 
it is demonstrated that entry does not affect 
the markup. Finally, the effect of spurious 
product differentiation on price is examined. 
Rev. Econ. Stud., Jan. 1985, 52(1), pp. 107- 
20. University of Cahfomia; Georgetown Uni- 
versity Law Center, Washington, D.C. 

Bees, Ray — ^The ’Theory of Principal and 
Agent; Part 1 

’This is the first part of a survey paper on 
principal-agent theory. It sets out the model 
of the principal-agent problem in which the 
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agent must choose an action that may not be 
directly observable by the principal and where 
the outcome of the action is a random variable. 
The paper provides an exposition of the main 
results on the optimal forms of risk-sharing and 
incentive contracts for this model of the prob- 
lem. Part 2 will consider applications to areas 
such as insurance, sharecropping, and public 
utility regulation, as well as generalizations of 
the theory itself. Bull. Econ. Res., Jan. 1985, 
37(1), pp. 3-26. Northwestern University, Ev- 
anston, Illinois and University College, Cardiff. 

Rogerson, William P. — Repeated Moral Haz- 
ard 

This paper considers a repeated principal- 
agent relationship. It is shown that memory 
plays a very strong role in every Pareto-opti- 
mal contract. Sufficient conditions for Pareto- 
optimal contracts to exhibit rising or falling 
wages are identified. Finally, it is shown that 
the restriction of the agent’s access to credit 
is necessary to achieve a Pareto-optimal out- 
come. In particular, under every Pareto-opti- 
mal contract for every outcome of every pe- 
riod the agent would choose to save some of 
his wage if he could. Econometrica, Jan. 1985, 
53(1), pp. 69-76. Northwestern University, Ev- 
anston, Illinois. 

Roksana, Robert J. — A Model of the Demand 
for Investment in Inventories of Finished 
Goods and Employment 
This paper examines an intertemporal 
model of a firm that holds stocks of employees 
and finished goods inventories and shows that 
sign restrictions may be obtained for the ad- 
justment parameters that arise in the multivar- 
iate flexible accelerator, which describes opti- 
mal investment behavior. These restrictions 
are shown to be consistent with typical discus- 
sions of the business cycle and differ from pre- 
vious results found in the adjustment cost liter- 
ature. The firm also chobses hours per worker, 
and a decision rule is derived, which describes 
the optimal choice of hours. Hours are shown 
to depend upon inventories in a manner that 
is also consistent with business cycle consider- 
ations. Int. Econ. Rev., Oct. 1984, 25(3), pp. 
7 31-41 . Pennsylvania State University, Univer- 
sity Park. 


Russell, R. Robert — Measures of Technical Ef- 
ficiency 

R. Fare and C. A. K. Lxjvell (1978) suggest 
four properties that a measure of technical effi- 
ciency should satisfy; the commonly employed 
G. Debreu/M. J. Farrell measure fails three 
of them. The author provides necessary and 
sufficient conditions for a measure to satisfy 
the four conditions and analyzes recently pro- 
posed measures in the light of this result. He 
also argues that the Debreu/ Farrell measure 
has several desirable properties when one 
takes account of (1) (perhaps unknown) market 
prices and the relationship between technical 
and economic efficiency and (2) its characteri- 
zation as a measure of economic efficiency us- 
ing the shadow prices implicit in the produc- 
tion technology. ]. Econ. Theory, Feb. 1985, 
35(1), pp. 109-28. New York University. 

Sato, Ryuzo and Tsutsui, Shunichi — Technical 

Progress, the Schumf)eterian Hypothesis and 

Market Structure 

This paper presents a theoretical model on 
what is called “the Schumpeterian hypothesis” 
that in industries where research and develop- 
ment is performed, it is not always true that 
competitiveness in industries leads to a higher 
level of technological advancement than when 
industries are less competitive. The paper de- 
velops a general model, which is largely attri- 
butable to R. Sato (1981) and M. T. Flaherty 
(1980). Next, a steady-state level of technology 
is derived for an N-firm industry engaging in 
technological competition. A discussion of the 
relationship between the achieved level of 
technology and the number of firms follows. 
Z. Nationalokon., Suppl. 1984, 44(4), pp. 1- 
37. Brown University. 

Silberberg, Eugene and Walker, Donald A. — 

A Modern Analysis of Giffen’s Paradox 

This paper explores the implications of the 
existence of a Giffen good, with special refer- 
ence to the additive utility assumption made 
by Marshall. In contrast to the received analy- 
sis, it is shown that Giffen’s paradox is consis- 
tent with an additively separable utility func- 
tion, that the marginal utility of money must 
fall with an increase in the price of the Giffen 
good, that there can be only one noninferior 
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good when a Giffen good is present, and that 
when the price of the Giffen good increases, 
only that good decreases in consumption. The 
gross and net substitution relations of the Gif- 
fen good to the remaining goods are also 
analyzed, as well as the compensated and un- 
compensated changes in the marginal utility 
of income. Int Econ. Rev., Oct. 1984, 25(3), 
pp. 687-94. University of Washington, Seattle; 
Indiana University of Pennsylvania, Indiana. 

Stiglitz, Joseph E. — Credit Markets and the 
Control of Capital 

This paper reexamines the question of who 
controls the firm. The firm is viewed within 
the context of a multiple-principal-agent prob- 
lem; the actions of the manager are indirectly 
affected by the contractual arrangements with 
each class of agents with which the firm must 
deal. Two potential problems are identified: 
there are public-good aspects of firm control 
with multiple agents, and the Nash equilibrium 
is not a constrained Pareto optimum. It is ar- 
gued that lenders may exercise their indirect 
control more effectively than shareholders and 
that systematic biases may emerge in the func- 
tioning of nonowner-managed firms. / Money. 
Credit, Banking, May 1985, 17(2), pp. 133-52. 
Princeton University. 

Takayama, Akira — Consumer’s Surplus, Path 
Independence, Compensating and Equiva- 
lent Variation 

This paper assembles various threads of dis- 
cussions on consumer’s surplus in a systematic 
and transparent way so as to dispel many con- 
fusions on the topic. The author shows that; 
(1) the path independence question poses no 
problem; (2) the Marshallian constancy of the 
marginal utility of incone plays a key role in 
this concept; and (3) the Hicksian compensat- 
ing and equivalent variations are not correct 
welfare measures. Z. ges. Staatswiss., Dec. 
1984, 140(4), 594-625. Southern Illinois Uni- 
versity, Carbondale. 

Tishler, Asher and Zilcha, Itzhak — A Model of 
the Household's Demand for Durables and 
Energy 

The effects of the price of energy and wealth 
on the demand for durables and their utiliza- 


tion are examined under certainty and uncer- 
tainty. The simple model used is based on the 
assumption that the transaction costs involved 
in replacing the durable before it is obsolete 
are very high. Therefore, it is possible that at 
times during the planning horizon, the optimal 
capacity (size) of the durable may exceed the 
household’s needs. The static analysis results 
in each period depend on whether or not the 
household uses the durable at its full capacity. 
Scand. }. Econ., 1984, 86(4), pp. 411-22. Tel- 
Aviv University, Ramat-Aviv. 

Vickers, Douglas — The Uncertainty about Un- 
certainty. A Paradigmatic Comment on Pro- 
fessor Weiss’ Theory of the Firm 
Uncertainty in economics has frequently 
been handled by the application of the proba- 
bility calculus to the future values of variables, 
which are defined as random variables amena- 
ble to description by subjectively assigned 
probability distributions. But such probability 
reductionism assumes away genuine or re- 
sidual uncertainty. For the assumption of a 
probability function with definable moments 
is an assumption of knowledge. And knowl- 
edge, the antithesis of ignorance, is the antithe- 
sis of uncertainty. The paper points to a grow- 
ing body of literature that suggests alternative 
approaches to the treatment of uncertainty. 
Eastern Econ. Jan.-Mar. 1984, 10(1), pp. 71- 
77. University of Massachusetts, Amherst. 

Ware, Roger — Lumpy Investment in a Grow- 
ing Differentiated Market 
This paper examines a theoretical model of 
dynamic monopolistic competition. Socially 
optimal introduction dates and price piaths are 
derived for new products in a growing differ- 
entiated market; these are compared with 
market equilibrium outcomes under a variety 
of market structures. The issue of product 
preemption in a differentiated market is also 
discussed. Economica, Nov. 1984, 51 (204), pp. 
377-91. University of Toronto. 

Weiss, Nitzan — Capital Markets, Output, and 
the Demand for Input under Uncertainty 
This article integrates the standard neoclassi- 
cal theory of the firm with the financial litera- 




IH 



1564 


Journal of Economic Literature 


ture of valuation of securities under uncer- 
tainty. The firm is faced with making output 
and input decisions, under conditions of de- 
mand and cost uncertainty, and the resulting 
expected profit-risk combination is priced via 
the capital market equilibrium mechanism of 
valuation of uncertain prospects. This frame- 
work yields empirically testable propositions 
concerning the impacts of uncertainly and risk 
aversion on the employment of inputs and sup- 
ply of output by the firm and the industry, 
respectively. Furthermore, unambiguous im- 
plications of uncertainty and risk aversion are 
established with respect to the industry’s 
price-output determination and the associated 
adjustment in the number of firms in the indus- 
try. Finally, the author’s framework links the 
real and financial sectors of the economy and, 
therefore, it might prove to be useful for the 
study of macroeconomic policies. Eastern 
Econ. J., Jan.-Mar. 1984, pp. 51-69. Co- 
lumbia University. 

Wolfstetter, Elmar; Brown, Murray and 
Meran, Georg — Optimal Employment and 
Risk Sharing in Illyria: The Labor Managed 
Firm Reconsidered 

The traditional literature views the labor 
managed firm as being plagued by three funda- 
mental deficiences: (1) in high (low) states of 
demand /productivity it lays off (recalls) mem- 
bers (perverse supply response); (2) it makes 
its members put all risk in one basket (ineffi- 
cient portfolio); (3) its membership tends to 
be too low (chronic underemployment). This 
paper refutes these allegations. The labor man- 
aged firm is viewed as an association of rational 
individuals. Their optimal constitution guaran- 
tees efficient employment variations, internal 
risk sharing, and risk shifting to nonvoting 
shareholders and membership. The analysis 
confirms the irrelevance of property rights in 
the absence of transaction costs or asymmetric 
information (Coase Theorem). Z. ges. Staat- 
swiss., Dec. 1984, 140(4), pp. 655-68. Univer- 
sity of Berlin; State University of New York, 
Buffalo; University of Berlin. 

023 Macroeconomic Theory 

Asimakopulos, A. — The Foundations of Unem- 
ployment Theory: A Comment 


The article by Martin L. Weitzman on the 
foundations of unemployment theory leaves 
out investment, which is the key element in 
Keynes's explanation of the possible persis- 
tence of unemployment. Statements are made, 
and conclusions are drawn, that are not consis- 
tent with the specifications of the model. The 
model does not contain workers or capitalists, 
but only units of a single “composite” factor 
of production. It is shown that on the basis 
of the model’s specifications there is only a sin- 
gle factor income, with no additional income 
that can be labeled “profits,” even in the short 
run, contrary to Weitzman’s assertions. /. Post 
Keynesian Econ., Spring 1985, 7(3), pp. 352- 
62. McGill University, Montreal. 

Atesoglu, H. Sonmez and Dutkowsky, Don- 
ald — Rational Expectations, Fatality, and 

Keynesian Models 

According to the fatality of the New Classical 
economists, Keynesian economics has become 
an obsolete theory with no empirical content 
and should be abandoned in favor of a rational 
expectations approach. Empirical tests of a 
Keynesian IS-LM model combined with a 
Phillips curve augmented with supply shocks 
reveal that these models are capable of provid- 
ing a satisfactory explanation of prices and out- 
put in the 1970s. The well-known empirical 
rational expectations model of R. J. Barro and 
M. Rush could not provide a better explana- 
tion. The results suggest that the Keynesian 
approach and its implications for stabilization 
policy can be retained. Quart. J. Bus. Econ., 
Summer 1984, 23(3), pp. 18-28. Clarkson 
University, Potsdam, New York. 

Blanchard, Olivier J. — Debt, Deficits, and Fi- 
nite Horizons 

Many issues in macroeconomics, such as the 
level of the steady-state interest rate or the 
dynamic effects of government deficits, de- 
pend crucially on the horizon of agents. This 
paper develops a simple analytical model in 
which such issues can be examined and in 
which the horizon of agents is a parameter that 
can be chosen arbitrarily. The first part of the 
paper characterizes the dynamics and steady 
state of the economy in the absence of a gov- 
ernment, focusing on the effects of the horizon 



Selected Abstracts 


1565 


index on the economy. The second part studies 
the effects and the role of fiscal policy . }. Polit. 
Econ., Apr. 1985, 93(2), pp. 223-^7. Massachu- 
setts Institute of Technology. 

Brush, Brian C. and Crane, Steven E. — Wage 
Share, Market Power and Unionism; Some 
Contrary U.S. Evidence 
This paper presents cross-sectional empirical 
evidence on the relationship between market 
power and the share of production worker 
wages in valued added, using data for a sample 
of 208 four-digit U.S. manufacturing industries. 
In sharp contrast to the results of K. Cowling 
and I. Molho for the U.K., neither market 
power (as represented by concentration and 
advertising intensity) nor unionization ap- 
peared to be related to the wage share in any 
plausible way, although a measure of capital 
intensity did. Market power also did not appear 
to significantly affect the share of nonproduc- 
tion worker salaries in value added. Manches- 
ter Sch. Econ. Soc. Stud., Dec. 1984, 52(4), pp. 
417-24. Marquette University, Milwaukee, 
Wisconsin. 

Buck, Andrew J. — An Empirical Note on the 
Foundations of Rational Expectations 
This paper is an empirical investigation of 
the underpinnings of the surfeit of elegant ra- 
tional expectations models appearing since the 
original work of Muth. Contrary to the usual 
rational expectations assumptions, the distribu- 
tion of actual price changes is highly skewed 
with fat tails. The pre.sent paper is thus a weak- 
est-form test of the rational expectations hy- 
pothesis, concluding that targe numbers of 
people are fooled and that some groups are 
persistently fooled in interpreting the signals 
sent by aggregate inflation. / Post Keynesian 
Econ., Spring 1985, 7(3), pp. 311-23. Temple 
University. 

Darity, William, Jr. — On Involuntary Unem- 
ployment and Increasing Returns 
Martin L. Weitzman’s argument that the 
only plausible theory of unemployment re- 
quires technological increasing returns and 
monopolistic competition is assessed and re- 
jected on the following grounds: Weitzman’s 
argument is not new; it was present in the liter- 
ature predating Keynes’s revolution. Nor is it 


correct; Keynes’s central theoretical contribu- 
tion was the demonstration that unemploy- 
ment is possible regardless of the degree of 
competition. Thus, Weitzman’s view returns 
to pre-Keynesian modes of thought. Presenta- 
tion of these older ideas in a mathematically 
elegant fashion constitutes a departure in style 
but not substance from the same doctrines 
from which Keynes forged an escape. / Post 
Keynesian Econ., Spring 1985, 7(3), pp. 363- 
72. University of North Carolina, Chapel Hill. 

Davidson, Paul — Liquidity and Not Increasing 
Returns Is the Ultimate Source of Unemploy- 
ment Equilihrium 

In a recent article, Martin L. Weitzman 
claimed to provide logically consistent “foun- 
dations of unemployment theory” based on 
Say’s Law. In Weitzman’s theory, the ultimate 
source of involuntary unemployment is in- 
creasing returns to scale. This paper shows that 
Weitzman’s theory is not only inconsistent 
with Keynes’s theory, but more important, it 
is internally inconsistent. Hence, increasing re- 
turns cannot be shown to be the ultimate 
source of unemployment. Instead, the ultimate 
source of involuntary unemployment is the ex- 
istence of money and other liquid assets that 
are not producible by labor in the private sec- 
tor./ Post Keynesian Econ., Spring 1985, 7(3), 
pp. 373-84. Rutgers University. 

Diamond, Peter and Yellin, Joel — The Distri- 
bution of Inventory Holdings in a Pure Ex- 
change Barter Search Economy 
This paper assumes that individual invento- 
ries accumulate smoothly and that trades of 
discrete bundles occur at discrete times deter- 
mined by a Poisson meeting process and by 
the equilibrium probability that a randomly 
selected partner has suflBcient inventory. The 
authors distinguish between buying for con- 
sumption and selling to increase inventory. 
Higher (uniform) trading prices result in 
greater stocks of inventories. With optimal in- 
dividual price setting, the authors elicit condi- 
tions for the existence of steady state equilib- 
rium, show that equilibrium is unique when 
it exists and that price is higher the greater 
the flow of endowment relative to the capacity 
to distribute goods to consumers. Econofne- 
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trica. Mar. 1985, 53(2), pp. 409-32. Massachu- 
setts Institute of Technology; University of Cal- 
ifornia, Santa Cruz. 

Flavin, Marjorie — Excess Sensitivity of Con- 
sumption to Current Income. Liquidity Con- 
straints or MyopiaP 

The paper asks whether the empirical rejec- 
tion of the rational expectations-permanent in- 
come hypothesis occurs because agents are my- 
opic, in the sense that the marginal propensity 
to consume (MFC) out of transitory income is 
nonzero or because some agents face liquidity 
constraints. The finding that the estimate of 
the MFC out of transitory income is dramati- 
cally aflFected, in both magnitude and statistical 
significance, by the inclusion of a proxy for 
liquidity constraints suggests that liquidity con- 
straints are an important part of the explana- 
tion of the observed excess sensitivity of con- 
sumption to current income. Can. }. Econ., 
Feb. 1985, /8(1), pp. 117-36. University of Vir- 
ginia, Charlottesville. 

Hansson, Bjorn — Keynes’s Notion of Equilib- 
rium in the General Theory 
This paper interprets Keynes’s equilibrium 
notion as having a long-run character, which 
seems necessary for the claim of the existence 
of a Keynesian revolution. But this equilibrium 
is not the same as a static state, which was 
the common notion in his day, since Keynes’s 
notion implie.s expectations about an uncertain 
future. It is also proven that a Keynesian equi- 
librium might involve unemployment, which 
implies that there are no self-adjusting forces 
to push the economy to a full-employment 
equilibrium. Hence, in the Keynesian system, 
flexible prices, rates of interest, and wages 
would only destabilize the economy. / Post 
Keynesian Econ., Spring 1985, 7(3), pp. 332- 
41, University of Lund, Sweden. 

Howitt, Peter — ^Transaction Costs in the The- 
ory of Unemployment 
This paper argues that a Keynesian account 
of persistent unemployment is possible with- 
out assuming sticky prices. It presents a flexi- 
ble-price macro model in which transaction 
costs exhibit the external economy of scale im- 
plicit in the notion that trading is more costly 


the thinner the market. The model possesses 
several Keynesian features, such as the pres- 
ence of effective demand schedules, a multi- 
plier process, involuntary unemployment, the 
failure of all gains from trade to be fully ex- 
ploited, the possibility of no cyclical pattern 
to real wages, and the possibility of multiple 
equilibria, which can be Pareto-ranked. Amer. 
Econ. Rev., Mar. 1985, 75(1), pp. 88-100. Uni- 
versity of Western Ontario, London, Ontario. 

Levine, A. Lawrence — Sraffa’s Production of 
Commodities by Means of Commodities, Re- 
turns to Scale, Relevance, and Other Mat- 
ters: A Note 

E. Burmeister’s claim that there is a need 
for a constant-returns-to-scale assumption in 
the price-determining apparatus of Sraffa’s 
Production of Commodities by Means of Com- 
modities is contested. Related to this is a dem- 
onstration that (1) Sraffa’s profit-wage locus is 
merely a definition or useful tautology and (2) 
that the point of Sraffa’s numeraire construc- 
tion exercise will be lost if it is expected that 
the output mix of the Standard Commodity 
is to be related to consumer demand phenom- 
ena. Finally, the question of the empirical rele- 
vance of Sraffa’s price-determining apparatus 
is addressed. }. Post Keynesian Econ., Spring 
1985, 7(3), pp. 342-49, University of New 
Brunswick. 

de Meza, David and Perlman, Morris — Increas- 
ing Returns and the Foundation of Unem- 
ployment Theory 

This paper contests Martin L, Weitzman’s 
claim that increasing returns are a fundamen- 
tal cause of unemployment. Main points in- 
clude: (1) Given the number of firms, Weitz- 
man’s model implies multiple equilibria at 
each wage. Without an explicit dynamics there 
is therefore no good reason to suppose employ- 
ment will be unaffected by wage falls; and (2) 
Weitzman requires that mistaken demand ex- 
pectations or other special assumptions mean 
that new firms will enter only if they anticipate 
paying lower wages than incumbents. More- 
over, unemployed workers reject such jobs, 
even though this makes them worse off. /. Post 
Keynesian Econ,, Spring 1985, 7(3), pp. 385- 
94. London School of Economics. 
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Moore, Michael J. — Demand Management 
with Rationing 

This paper examines the impact of monetary 
and fiscal policies in both the Barro-Grossman 
model and a neo-Keynesian model that incor- 
porates a bond market. It is shown that there 
is a unique demand management policy for 
every temporary equilibrium state, which ob- 
viates the need to resort to “supply-side” or 
wage-price policies. It emerges that these poli- 
cies can contain counter intuitive elements. 
Econ.J., Mar. 1985, 95(377), pp. 73-86. Univer- 
sity College, Dublin. 

Muysken, Joan — Overhead Labour and 
Bounded Substitutability 
In this paper the author argues that because 
of the presence of quasi-fixed overhead labor, 
the aggregate short-run production function 
of the industry has the property of bounded 
substitutability. That is, when employing over- 
head labor, the industry will only be able to 
earn a positive quasi-rent for a bounded inter- 
val of aggregate labor intensity. De Economist, 
1984, 132(4), pp. 440-50. University of Lim- 
burg, The Netherlands. 

Olson, Mancur — Microeconomic Incentives 
and Macroeconomic Decline 
The new classical or equilibrium macroeco- 
nomics argues that involuntary unemployment 
and disequilibrium cannot occur because these 
conditions entail that transactions that would 
leave both parties better off can occur. The 
incentive to achieve these gains ensures con- 
tinuous market clearing. This article reverses 
the perspective and shows that gains that some 
groups can in certain circumstances obtain 
from collusion, cartellization, and lobbying for 
some forms of governmental intervention can 
in fact be obtained only if they can block mutu- 
ally advantageous transactions of others. Thus 
the motive that gives rise to involuntary unem- 
ployment and other forms of disequilibrium 
is explained. Weltwirtsch. Arch., 1984, 120(4), 
pp. 631-45. University of Maryland, College 
Park. 

Patterson, K. D. — Some Properties of Con- 
sumption Functions with Integral Correc- 
tion Mechanisms 


A number of studies of the consumption 
function have introduced wealth, in some 
form, as an important explanatory variable in 
relating a flow to a corresponding stock; and 
recently, in an influential article, D. Hendry 
and T. von Ungern-Sternberg (1981) empha- 
sized the importance of stocks in a flow equa- 
tion by introducing the concept of an integral 
control mechanism (ICM). This article analyzes 
some of the steady state and dynamic proper- 
ties of equations with an ICM. It demonstrates 
that apparently minor changes in regression 
specification can lead to very different implica- 
tions for dynamic adjustment and steady state 
behavior. It also argues that while it is the con- 
sumption function that is usually estimated, at- 
tention should also be paid to the implicit sav- 
ings ratio equation. Manchester Sch. Exon. Soc. 
Stud., Dec. 1984, 52(4), pp. 347-62. University 
of Reading and Bank of England, 

Pemberton, James — Equilibrium Unemploy- 
ment and the Long-run Phillips Curve in a 
Partially Unionized Economy 
The paper develops a simple macroeco- 
nomic model in which the economy has both 
a unionized and a nonunionized sector and 
considers the equilibrium beha\ior of the 
model with particular reference to the equilib- 
rium unemployment rate. It also shows that 
in such a partially unionized economy, the 
long-run Phillips curve is likely to be upward 
sloping rather than vertical. Manchester Sch. 
Econ. Soc. Stud., Dec. 1984, 52(4), pp. 402- 
16. University of Reading. 

Pissarides, Christopher A. — Taxes, Subsidies 
and Equilibrium Unemployment 
This paper considers the effects of wage 
taxes, employment subsidies, and unemploy- 
ment benefits in a simple model of equilibrium 
search. Unemployment is determined by the 
equality of job matchings and job separations. 
Job vacancies are determined by a zero-profit 
condition and wages by a Nash bargain be- 
tween the meeting firm and worker. The au- 
thor shows that marginal wage taxes influence 
the firm’s and workers’ equilibrium sharing 
rule, whereas employment subsidies and un- 
employment benefits influence cmly the sur- 
plus shared. Hence, tax-financed subsidies re- 
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duce wages and raise employment and vacan- 
cies, whereas tax-financed unemployment ben- 
efits raise wages and reduce employment and 
vacancies. Rev. Econ. Stud., Jan. 1985, 52(1), 
pp. 121-33. London School of Economics. 

Robinson, William D. — Government Bonds 
and Unstable Growth Paths 
Using a full employment growth model with 
a government budget restraint, this paper ex- 
amines the effects of government deficits on 
the stability of the steady state and upon the 
time paths of certain important economic vari- 
ables. Some basic conclusions are: in an econ- 
omy running a deficit, for a suflSciently low 
rate of money growth, the economy can fail 
to converge to steady state growth. Instead, 
the interest rate increases explosively. Further- 
more, in the unstable range, a decrease in the 
rate of money growth can eventually make in- 
flation higher than it otherwise would have 
been. Quart. J. Bus. Econ., Summer 1984, 
23(3), pp. 36-58. Southern Illinois University, 
Carbondale. 

Sampson, A. A. — Unemployment and the Dis- 
tribution of Income 

The distribution of income between wages 
and profits is determined by the neoclassical 
marginal productivity theory if the economy 
is in a state of classical unemployment. Under 
Keynesian unemployment the distribution of 
income is determined by the neo-Keynesian 
theory. Neither theory holds under “repressed 
inflation.” Australian Econ. Pap., Dec. 1984, 
23(43), pp. 249-58. University of Sheffield. 

Skott, Peter — Increasing Returns and Involun- 
tary Unemployment: Is There a Connection? 
The paper presents a critique of an article 
by Martin L. Weitzman in the Economic Jour- 
nal, December 1982. Weitzman suggested 
that “the ultimate source of unemployment 
equilibrium is increasing returns.” Weitzman ’s 
claim is based on the presentation of a model 
of increasing returns that allows unemploy- 
ment and a constant returns model that has 
only full employment equilibria. The reasons 
for this difference, however, are totally unre- 
lated to the issue of returns to scale. The mod- 
els differ with respect to the criterion of new 


entry and the specification of demand expecta- 
tions, and without these two differences in as- 
sumptions Weitzman’s model of increasing 
returns would be incompatible with unem- 
ployment equilibrium./ Post Keynesian Econ., 
Spring 1985, 7(3), pp. 395-402. Institute of 
Economics, University of Copenhagen, and 
University College, London. 

Torr, Christopher S. W. — Expectations and the 
New Classical Economics 
While the combination of rational expecta- 
tions and the natural rate of unemployment 
has been called the new classical economics, 
another group of economists (modern Ricardi- 
ans) also call for a return to classical modes 
of thought. The treatment of expectations and 
the relevant economic theory of both ap- 
proaches are investigated. Although modern 
Ricardians argue that expectations should be 
left out of analysis as far as possible, whereas 
the contrary appears true of the rational expec- 
tations approach, an attempt is made to show 
that both the modern and the classical schools 
have rather similar views on the role to be 
accorded to expectations. Australian Econ. 
Pap., Dec. 1984, 23(43), pp. 197-205. Univer- 
sity of Natal, Pietermaritzburg, South Africa. 

024 Welfare Theory 

Blackorby, Charles and Donaldson, David — 
Social Criteria for Evaluating Population 
Change 

Many applications of economic analysis re- 
quire social evaluations of alternatives involv- 
ing different numbers of people. In this paper 
the authors use the tools of social choice theory 
to provide an axiomatic formulation of this 
problem. It yields a class of social criteria called 
“critical-level generalized utilitarianism.” This 
class and its implications are compared with 
other criteria and are found to yield intuitively 
appealing results. /. Public Econ., Nov. 1984, 
25(1/2), pp. 13-33. University of British Co- 
lumbia, Vancouver. 

Bliss, Christopher and Nalebuff, Barry — 
Dragon-slaying and Ballroom Dancing; The 
Private Supply of a Public Good 
Many public goods typically are supplied by 
the efforts of a single individual. A purely self- 
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interested agent could provide a public good 
if his own participation in the benefits justifies 
his cost. In this paper the authors model the 
decision of how a private individual decides 
when to take the initiative and pay for the 
provision of a public good. As an application 
of the optimal auctions literature to the public 
goods problem, the emphasis is placed on the 
effect of additional agents on potential supply. 
The free rider problem is shown to be less im- 
portant as the population size of potential vol- 
unteers increases; the authors demonstrate 
conditions in which the first best is attained 
in the limit as the population size approaches 
infinity. J. Public Econ., Nov. 1984, 25(1/2), 
pp. 1-12. Nuffield College, Oxford; Harvard 
University. 

Campbell, Donald E. — Enforcement of Re- 
source Allocation Mechanisms and Second 
Best Industrial Policy 

If a number of firms deviate from the rules 
of behavior laid down by the planner and this 
distorting behavior is accepted as a constraint 
upon the system, then for a wide class of such 
distortions it is welfare optimal for all other 
agents to continue following the rules. This re- 
sult leads to the design of a piecemeal indus- 
trial policy that is always welfare enhancing. 
}. Econ. Theory, Dec. 1984, 34(2), pp. 319-41. 
University of Toronto. 

Hempenius, A. L. — Relative Income Position, 
Individual and Social Income Satisfaction, 
and Income Inequality 
The survival probability as estimated by an 
individual is, ceteris paribus, supposed to de- 
pend on his relative income position in a set 
of reference incomes. The relative income po- 
sition is thus defined in close connection to 
the preference formation theory of A. Kap- 
teyn. It is shown that this survival probability, 
called utility, may then be equated to the rela- 
tive income position. A nice result of this ap- 
proach is the possibility of formulating a utili- 
tarian welfare function, which leads to the 
definition of income inequality measures. It is 
shown that the use of sets of reference incomes 
may lead to considerably smaller measured in- 
equality. De Economist, 1984, 132(4), pp. 468- 
78. University of Tilburg, The Netherlands. 


Ihori, Toshihiro — On the Welfare Cost of Per- 
manent Infiation 

The welfare cost of inflation is examined by 
starting with the expenditure function and 
comparing the amount by which a consumer 
must be compensated to restore him to a refer- 
ence utility level to the gain in revenue. The 
essential element of the welfare cost of infla- 
tion is the compensated Tobin effect. The au- 
thor investigates sufficient conditions under 
which this effect works and explores the possi- 
bility that an increase in inflation will raise rev- 
enue by deepening capital accumulation and 
that this is desirable in terms of the tax revenue 
collected. ]. Money, Credit, Banking, May 
1985, 17(2), pp. 220-31. Tokyo Metropolitan 
University. 

Laffont, Jean-Jacques M. — On the Welfare 
Analysis of Rational Expectations Equilibria 
with Asymmetric Information 
Rational expectations equilibria are analyzed 
as incentive-compatible mechanisms in a 
model with a continuum of agents. The precise 
sense in which rational expectations equilibria 
can be implemented is provided. A welfare 
analysis of these equilibria is then carried out 
within the class of mechanisms having the 
same incentive compatibility properties and 
the same communication constraints. Econo- 
metrica, Jan. 1985, 53(1), pp. 1-29. University 
des Sciences Sociales, Toulouse. 

Lane, John and Leininger, Wolfgang — Differ- 
entiable Nash Equilibria in Altruistic Econo- 
mies 

The idea of explaining economic growth as 
the outcome of a game played between gener- 
ations comes from E. Phelps and R. Poliak 
(1968). A general existence proof for (Nash) 
equilibria in this type of game was given by 
B. Peleg and M. Yaari (1973) under a linearity 
on players’ strategies. The paper considers for- 
mal and economic impacts of this restriction 
on the structure of the game. When the restric- 
tion is binding, the equilibria obtained are not 
perfect equilibria. The authors characterize 
the case when the restriction is not binding 
and identify the class of economic environ- 
ments that yields this characterizatioiL Z. A/d- 
tionaldkon., 1984, 44(4), pp. 329-47. London 




•rtj <;usC“ 





1570 


Journal of Economic Literature 


School of Economics and Political Science; 
University of Bonn. 

Markandya, Anil — The Welfare Measurement 
of Changes in Economic Mobility 
This article is concerned with the relation- 
ship between intergenerational mobility and 
social welfare. Specifically, if focuses on two 
aspects of changes in mobility, namely ex- 
change and structural mobility, and attempts 
to make these concepts precise within a utilita- 
rian framework. The paper reveals that there 
are two plausible but distinct ways of making 
these notions operational. When changes in so- 
cial mobility in the United Kingdom are de- 
composed into exchange and structural mobil- 
ity, the two alternative methods yield very 
different results. The relative merits of the two 
methods are discussed. Economica, Nov. 1984, 
.5/(204), pp. 457-71. Univ'ersity College, Lon- 
don. 

Russel], R. Robert — A Note on Decomposable 
Inequality Mea.sure.? 

F. A. Cowell (1980) showed that, if an in- 
equality measure satisfies (1) additivity, (2) de- 
composability (among population groups), (3) 
additivity of the group inequality measures, (4) 
symmetry within groups, and (5) twice differ- 
entiability, it can be written as an additive 
function of group measures belonging to the 
CES class or of the form SiSi In S(, where Si 
is the i**’ person’s share. Using a result from 
the theory of functional equations, the author 
proves that the first two conditions, often im- 
posed for analytical convenience, alone imply 
Cowell’s structure. Symmetry, or other ethical 
postulates, can then be represented by simple 
parametric restrictions. Rev. Econ. Stud., Apr. 
1985, 52(2), pp. 347-52. New York University. 

$ 0 ndergaard, Jergen — Some Remarks on 
Anomalies in the Theory of Externalities 
With the aid of a simple two-good, two-con- 
sumer model with external diseconomies it is 
demonstrated that strong quantity anomaly is 
impossible without both income effects and de- 
mand responses to the consumption of the ex- 
ternality-generating good by others. What is 
possible without this condition is weak quantity 
anomaly, i.e., an increase in aggregate de- 
mand, but a decrease in at least one consumer’s 


demand for the externality-generating good. 
Strong price anomaly is perfectly possible 
without income effects due to multiple equilib- 
ria. Multiple equilibria and instability are only 
weakly related to the occurence of quantity 
anomaly. Public Finance, Aug. 1984, 39(2), pp. 
281-91. University of Aarhus, Denmark. 

Toumanoff, Peter G. — A Positive Analysis of 
the Theory of Market Failure 
This paper suggests that “market failure” is 
a misleading concept that masks some impor- 
tant variables that help to determine social ex- 
change behavior. It is demonstrated that exam- 
ples of market power and externalities are 
forthcoming only from models that omit trans- 
actions costs as explanatory variables. The use 
of complete economic models, which incorpo- 
rate all relevant variables, poses the “Pan- 
glossian dilemma” that whatever exists is nec- 
essarily optimal. A “comparative institution 
approach” to economic analysis, explicitly in- 
cluding the role of transactions costs, is offered 
as a resolution to the dilemma. Kyklos, Jan. 
1985, 37(4), pp. 529-41. Marquette University, 
Milwaukee. 

025 Social Choice; Bureaucratic Performance ’ 
Adams, Roy D. — The Slutsky Equation for 
Club Goods-per-Member and the Aggregate 
Demand for Club Goods 
In contrast to previous analyses, this paper 
shows that regardless of how clubs’ sizes adjust 
to income-compensated price changes, the 
quantity of club goods-per-member and the 
aggregate quantity of club goods demanded 
are inversely related to income-compensated 
price changes. The aggregate demand of clubs 
can be combined with input supply to analyze 
a variety of changes in clubs’ equilibria. If the 
market for club goods is competitive, clubs ad- 
just to, e.g., income and supply changes along 
a fixed expansion path, which specifies the 
most efficient size of club for each service level. 
Public Finance, Aug. 1984, 39(2), pp. 182-90. 
Iowa State University, Ames. 

Bbsu, Kaushik — The Right to Give up Rights 
It has been claimed that if, when granting 
individuals rights over certain spheres of deci- 
sion making, we adopt the Gibbardian ap- 
proach of giving them the right to give up 
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these rights, then the paradox of the Paretian 
liberal disappears. Some authors have, how- 
ever, expressed misgivings about the incentive 
compatibility of such a system of rights-waiv- 
ing. This paper establishes the general theo- 
rem that not only the Gibbardian system but 
all conceivable schemes of rights-waiving 
would necessarily be incentive incompatible. 
Hence every attempt to resolve the liberty par- 
adox by the meta-rights approach must entail 
an element of authoritarianism. Economica, 
Nov. 1984, 51 (204), pp, 413-22. Delhi School 
of Economics. 

Buchanan, Cathy and Prior, Elizabeth VV. — Bu- 
reaucrats and Babies: Government Regula- 
tion of the Supply of Genetic Material 
The sale of genetic material does not consti- 
tute a morally significant departure from cur- 
rent practice concerning the sale of other 
bodily property. Some utilitarians have argued 
that there is no justification for suppliers of 
genetic material receiving the competitive 
market-clearing price for their product. The 
authors’ contend that competitive market ex- 
change of genetic material is preferable both 
because it does more to further individual lib- 
erty and because it is efficient. Econ. Rec., Sept. 
1984, 60(170), pp. 222-30. Mona.sh University, 
Clayton, Victoria, Australia. 

Congleton, Roger D. — Committees and Rent- 
seeking Effort 

This paper explores the extent to which ad- 
ministrative structures may influence the ex- 
tent of rent-seeking effort. Within the environ- 
ments explored, relatively smaller efforts tend 
to be invested to influence the deliberations 
of committees than those of single administra- 
tors. To the extent that these efforts may be 
considered unproductive rent-seeking, the 
widespread use of committees may reflect the 
fact that savings from reduced rent-seeking 
more than offset the greater decision costs of 
committees. / Public Econ., Nov. 1984,25(1/ 
2), pp. 197-209. Clarkson College, Potsdam, 
N.Y. 

Cullis, John G. and Jones, Philip R. — ^The Eco- 
nomic Theory of Bureaucracy, X-Ineffi- 
ciency, and Wagner’s Law: A Note 


When price elasticity of demand exceeds 
one, bureaucrats are less likely to be X-ineffi- 
cient. If price elasticity of demand at the least 
marginal cost is less than one, bureaucrats have 
an incentive to inflate costs and may be both 
allocative and X-inefficient. Public expenditure 
growth, which would arise from the relative 
price effect, may be associated with a transfer 
of economic rent from bureaucrats to other 
costs of public provision. Wagner’s law of rising 
public expenditures may apply even when the 
income elasticity of demand does not exceed 
one. Here the potential for bureaucratic X-in- 
efficiency becomes an important "second 
round effect.” Public Finance, Aug. 1984, 
39(2), pp. 191-201. University of Bath. 

Diba, Behzad and Feldman, Allan M. — Utility 
Functions for Public Outputs and Majority 
Voting 

This paper studies the existence and stability 
of majority voting equilibria over sequences 
of one-dimensional choice problems in the 
public sector. Voters’ public sector preferences 
are derived from their “primitive” preferences 
over public outputs and private consumption 
by maximizing the latter out. If agents ignore 
the potential effects of public sector states on 
private sector prices, the authors find that ma- 
jority voting equilibria will exist under the 
usual assumptions. But these equilibria are not 
stable unless the primitive utility functions are 
separable and admit no wealth effects on de- 
mand for public goods. If agents do take ac- 
count of the effects of public sector states on 
private sector prices, voting cycles may arise 
even when the choice space is one dimen- 
sional. / Public Econ., Nov. 1984, 25(1 12), pp. 
235-43. Tulane University, New Orleans; 
Brown University. 

Freixas, Xavier — A Cardinal Approach to 
Straightforward Probabilistic Mechanisms 
This paper attempts to study voting systems 
whose outcomes are lotteries. In this context 
individuals face uncertainty and value the dif- 
ferent lotteries on alternatives by their ex- 
pected utility, so that they make use of a von 
Neumann-Morgenstern cardinal utility func- 
tion. Contrasting with previous approaches to 
this problem, the authors assume individuals 
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can express their cardinal preferences in their 
voting ballots. It is shown that the class of 
straightforward mechanisms defined in this 
way contains strictly more elements than the 
class of straightforward mechanisms obtained 
under the ordinality assumption, characterized 
by A. Gibbard, / Ecan. Theory^ Dec. 1984, 
34(2), pp. 227-51. University of Toulouse. 

McKee, Michael and West, Edwin G. — Do Sec- 
ond-Best Con.siderations Affect Policy Deci- 
sions? 

The “public choice” view of the theory of 
second best is that it is institutionally empty 
and suffers an internal inconsistency rendering 
it nonapplicable for policy decisions. An empir- 
ical implication is that second-best consider- 
ations will be ab.sent in policy making. This 
hypothc,sis is tested against the alternative: sec- 
ond-best considerations arc sometimes absent 
because of the high costs of information re- 
quired to implement such policies. On the basis 
of an empirical evaluation of the policies un- 
dertaken to offset disemployment when a legal 
minimum wage (irremovable distortion) is im- 
posed, the paper concludes that the public 
choice view cannot be rejected. Public Fi- 
nance, Aug. 1984, 39(2), pp. 246-60. Univer- 
sity of Windsor; Carleton University, Ottawa. 

Moulin, Herve — Egalitarianism and Utilitar- 
ianism in Quasi-linear Bargaining 
When individual preferences are separable 
and linear in money (quasi-linear), an efficient 
choice of the public decision is consistent with 
any balanced set of monetary transfers. The 
author addresses here the distributive issue 
(which transfers are equitable?) under unre- 
stricted quasi-linear preferences. The main ax- 
iom is No Advantageous Reallocation, which 
rules out profitable side payments within a co- 
alition. Two families of social choice functions 
are characterized: equal sharing above a con- 
vex decision, which divides equally the surplus 
above a fixed convex combination of the utili- 
ties for the various decisions, and utilitarian- 
um, 'NbiVclv selects an efficient decision and 

performs essentially no redistributive trans- 
fers, Econometrica, Jan. 1985, 53(1), pp. 49- 
67. Virginia Polytechnic Institute and State 
University, Blacksburg. 


Nitzan, Shmuel I. and Pattanaik, Prasanta K. — 
Median-based Extensions of an Ordering 
over a Set to the Power Set: An Axiomatic 
Characterization 

In this paper the authors consider the prob- 
lem of inducing an ordering over the set of 
all nonempty subsets of a finite set X of alterna- 
tives, given an ordering H over X. Assuming 
n to be antisymmetric and X to have at least 
six elements, the authors provide a set of inde- 
pendent, neces.sary, and sufficient conditions 
for the induced ordering to be “median-based” 
(so that every nonempty subset of X is “indif- 
ferent” to its own median set defined in terms 
of fi). / Econ. Theory, Dec. 1984, 34(2), pp. 
252-61. Hebrew University of Jerusalem; 
University of Birmingham, England. 

ten Raa, Thijs — The Interest Function Ap- 
proach 

This article reviews Frans van Winden's 
Ph.D. dissertation. On the Interaction between 
State and Private Sector: A Study in Political 
Economics (State University Leyden, 1981). 
The proclaimed objective of the book is to pres- 
ent a nonnormative, theoretical analysis of the 
interaction between state and private sector 
in a capitalist economy. Review of the analysis 
leads the author to conclude that the objective 
is not met. De Economist, 1984, 132(4), pp. 
479-91. Erasmus University. 

Ritz, Zvi — Restricted Domains, Arrow Social 
Welfare Functions and Noncorruptible and 
Nonmanipulable Social Choice Correspon- 
dences: The Case of Private and Public Al- 
ternatives 

An n -person social choice problem is consid- 
ered in which the alternatives are (n-fl) di- 
mensional vectors, with the first component 
of such a vector being that part of the alterna- 
tive affecting all the individuals together, while 
the (i-t-1) component is the part of the alterna- 
tive affecting individual t alone. Assuming that 
individuals are selfish, that they may be indif- 
ferent to alternatives, and that each individual 
may choose his piefeTettces out of a dlffetent 

se\ cA 

proves that any set of restricted domains of 
preferences admits an n -person noodictatorial 
Arrow-type social welfare function if and only 
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if it admits an n -person nondictatorial, non- 
manipulable, and noncorruptible social choice 
correspondence. / Econ. Theory, Feb. 1985, 
35(1), pp. 1-18. University of Illinois, Ur- 
bana. 

Rubinstein, Ariel — The Single Profile Anal- 
ogues to Multi Profile Theorems: Mathemat- 
ical Logic’s Approach 

Using basic concepts from mathematical 
logic, the paper investigates the conjecture 
that “there are single profile analogues of virtu- 
ally all the results in the theory of Social 
Choice.” The main theorem gives sufficient 
conditions on the linguistic structure of a theo- 
rem and the relations between the single pro- 
file and the domain of the social choice rule 
for the conjecture to be true. Int. Econ. Rev., 
Oct. 1984, 25(3), pp. 719-30. Hebrew Univer- 
sity, Jerusalem. 

Zardkoohi, Asghar — On the Political Participa- 
tion of the Firm in the Electoral Process 
This paper examines the political investment 
made by firms to influence business-related 
public policies in the United States. The model 
of the paper predicts that market power, ob- 
tained through the process of market competi- 
tion, is a substitute for favors received from 
the political process. Additionally, industry- 
specific regulations and government purchases 

po. sitively affect the political investment made 
by the firm. The paper uses the 1980 national 
election data on political contributions made 
by 412 firms to v'erify the hypothesis. The em- 
pirical results generally support the theoretical 
predictions. Southern Exon.]., Jan. 1985 , 51 (3), 

pp. 804-17. Texas A&M University, College 
Station. 

026 Economics of Uncertainty and Information; 

Came Theory and Bargaining Theory 

Harris, Christopher and Vickers, John — Per- 
fect Equilibrium in a Model of a Race 
This paper investigates perfect equilibrium 
in a model of a race in which two players are 
competing for an indivisible prize. The winner 
is the first player to reach the finish line. The 
winner of the race often behaves exactly as 
if he were the only player. Even if competition 


does affect the winner’s behavior, it does so 
only in the first stage of the race and not there- 
after. The factors that combine to determine 
which player will win are identified. The 
model is applied to patent races. Rev. Econ. 
Stud., Apr. 1985, 52(2), pp. 193-209. Nuffield 
College, University of Oxford. 

Kalai, Ehud and Samet, Dov — Monotonic Solu- 
tions to General Cooperative Games 
Individual incentives to cooperate prevail if 
and only if group choices are monotonic. 
Group choices are monotonic if and only if they 
are of the egalitarian type. The egalitarian solu- 
tions are defined and their properties are stud- 
ied. In addition to possessing the incentive- 
compatibility property described above, they 
are shown to generalize the notion of equal 
gains for two-person choices and Shapley 
values for games with transferable utility. In 
order to apply an egalitarian solution, interper- 
sonal comparison of utility must be performed. 
Ec.onometrica, Mar. 1985, 53(2), pp. 307-27. 
Northwestern University. 

Repullo, Rafael — Implementation in Domi- 
nant Strategies under Complete and Incom- 
plete Information 

This paper shows that if a social choice rule 
can be implemented in dominant strategies by 
an indirect mechanism, but there does not ex- 
ist a direct mechanism that implements it in 
dominant strategies, then it must be the case 
that the original indirect mechanism does not 
implement the social choice rule in Nash stra- 
tegies (under complete information) or in 
Bayesian strategies (under incomplete infor- 
mation). Rev. Econ. Stud., Apr. 1985, 52(2), 
pp. 223-29. London School of Economics and 
Political Science. 

Rochford, Sharon C. — Symmetrically Pairwise- 
Bargained Allocations in an Assignment 
Market 

Consider an assignment game with transfer- 
able utility where the optimally assigned part- 
ners engage in bargaining of the sort modeled 
by .Nash, using as their threats the maximum 
they could receive in an alternative match. A 
symmetrically pairwise-bargained f^B) aRoca- 
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lion is a core allocation such that all partners 
are in bargained equilibrium. It is shown that 
an SPB allocation always exists, that the set 
of SPB allocations coincides with the intersec- 
tion of the kernel and the core, and that there 
is a rebargaining process, which converges to 
an SPB allocation if it begins at a "distinguished 
point" in the core./. Econ. Theory, Dec. 1984, 
34(2), pp. 262-81. University of Georgia, Ath- 
ens. 

Roemer, John E. — Rationalizing Revolutionary 

Ideology 

Revolution is viewed as a two-person game, 
between Lenin and the Tsar, who compete 
for support of coalitions of the population. The 
payoff is the probability of revolution, which 
Lenin seeks to maximize and the Tsar to mini- 
mize. Lenin's strategies are income-distribu- 
tion proposals; the Tsar's strategies are penal- 
ties that members of the population will pay 
should they join Lenin and their bid for revolu- 
tion fail. The probabilities of revolution de- 
pend on the strategies that the two revolution- 
ary entrepreneurs propose. There is an 
equilibrium pair of strategies. It is shown that 
various "tyrannical” aspects of the Tsar’s strat- 
egy and "progressive” aspects of Lenin’s strat- 
egy need not flow from ideological precommit- 
ments but are simply good optimizing 
behavior. Econometrica, Jan. 1985, 53(1), pp. 
85-108. University of California, Davis. 

Schwartz, Alan and Wilde, Louis L. — Product 

Quality and Imperfect Information 

This paper considers markets in which con- 
sumers are imperfectly informed about both 
product prices and quality levels offered by 
firms. The authors characterize necessary and 
sufficient conditions for existence of the various 
equilibrium configurations of price and quality 
that can arise in two paradigm cases; when 
all consumers prefer higher quality and when 
all consumers prefer lower quality. Results sug- 
gest that firms will exploit imperfect informa- 
tion by charging noncompetitive prices as well 
as by offering other than ideal quality in the 
former case, but only by changing noncompeti- 
tive prices in the latter case. Rev. Econ. Stud., 
Apr. 1985, 52(2), pp. 251-62. California Insti- 
tute of Technology and University of Southern 


California Law Center; California Institute of 
Technology. 

Williams, Steven R, — Necessary and Sufficient 
Conditions for the Existence of a Locally Sta- 
ble Message Process 

When an equilibrium message correspon- 
dence is specified for each agent in an econ- 
omy, there is an infinite number of sets of equa- 
tions that can be used to represent these 
correspondences, each of which defines a dif- 
ferent dynamic message process for the econ- 
omy. By working only with message pro- 
cesses, this paper first explains the relationship 
between all of the message processes that de- 
termine the same equilibrium message corre- 
spondences for the agents. The author then 
turns to the problem of local stability: the main 
goal is to describe when a set of equilibrium 
message correspondences can be achieved 
over time by a locally stable message process. 
By analyzing derivatives, conditions are found 
under which this both can and cannot be done. 
A procedure is outlined, which can be used 
to construct a locally stable message process 
from the equations that define the given equi- 
librium correspondences when certain regu- 
larity conditions are satisfied, and several ex- 
amples are analyzed. /. Econ. Theory, Feb. 
1985, 35(1), pp. 127-54. Southern Methodist 
University, Dallas. 

Winkler, G. Michael — ^The Reduced Sets: / 
New Solution Concept for Cooperativ 
Games and Other Decision Problems 
A generalization of the decision problem > 
orthodox decision theory is defined and an 
lyzed in the light of a simple system of axion 
The axioms give rise to several solution co 
cepts, one of which is new: the concept of : 
duced and repeatedly reduced sets. It is argu 
that this new solution concept is as w 
founded and justified as the conventio 
concepts of the core and the stable sets i 
has to be taken into consideration as u 
Some theorems about reduced sets are es 
lished, and two applications to coopera 
games and to monopolistic markets are woi 
out 4 S examples. Z. Nationalokon., 1984 , 4 
pp. 309-27. University of Economics, Vie 
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027 Economics of Centrally Planned Economies 

Freixas, Xavier; Cuesnerie, Roger and Tirole, 
Jean — Planning under Incomplete Informa- 
tion and the Ratchet EflFect 
Central planning of production is usually 
performed under asymmetric information, 
which leads to the use of an incentive scheme. 
As the planner revises the scheme to take into 
account information provided by the firm’s 
performance, this induces firms to underpro- 
duce to avoid more demanding schedules in 
the future. This paper explores this phenome- 
non under the assumption that the planner 
cannot commit himself to a revision scheme 
that is suboptimal in order to induce revela- 
tion, with the marginal price of output exceed- 
ing its optimal static value. Rev. Econ. Stud., 
Apr. 1985, 52(2), pp. 173-91. University des 
Sciences Sociales, Toulouse; CERAS and 
EHESS, Paris; Massachusetts Institute of Tech- 
nology. 

Gardner, Roy J. — Power and Taxes in a One- 
Party State; The USSR 1925-1929 
This paper models the unique situation in 
the Soviet Union between the periods of War 
Communism and forced collectivization. Au- 
mann-Kurz tax theory is used to model the 
struggle between workers and peasants for 
control of the Communist Party and its poli- 
cies. Theoretical Shapley values for both the 
political power game and the income redistri- 
bution game are computed. These values are 
illustrated with Soviet data for the period 
1925-29. Int. Econ. Rev., Oct. 1984, 25(3), pp. 
743-v55. Indiana University, Bloomington. 

Coldmann, Josef and Kouba, Karel— Terms of 
Trade, Adjustment Processes, and the Eco- 
nomic Mechanism (A Quantitative Ap- 
proach) 

The study examines the eflPects of the upset- 
ting of external equilibrium in small, relatively 
developed CMEA countries. It investigates 
how growth strategy is adjusting to new condi- 
tions. The authors analyze the passive, restric- 
tive, and dynamic stages of adjustment. In 
their opinion, mobilization of the reserves de- 
pends first of all on institutional factors. They 
compare the characteristics of and experience 
with the traditional, the partial, and the alter- 


native complex ways of approach to the devel- 
opment of the economic mechemism. Acta Oe- 
con., 1984, 32(1-2), pp. 137-60. Institute of 
Economics, Czechoslovak Academy of Sci- 
ences, Prague. 

030 History of Economic Thought; 

Methodology 

031 History of Economic Thought 
Asimakopulos, Athanasios — Joan Robinson and 
Economic Theory 

A critical evaluation is presented of Joan 
Robinson’s contributions to economic theory, 
which fall within five main areas: (1) the eco- 
nomics of imperfect competition; (2) the the- 
ory of employment; (3) the theory of accumula- 
tion in the long run; (4) the concept of capital 
and the production function; and (5) the prob- 
lem of time in economics as reflected in her 
writings on the theme of history versus equilib- 
rium. Banca Naz. Lavoro Quart. Rev., Dec. 
1984, (151), pp. 381-409. McGiU University, 
Montreal. 

Cain, Neville — The Propagation of Keynesian 
Thinking in Australia: E. R. Walker 1933- 
36 

E. R. Walker attended Cambridge in the 
early 1930s when Keynes was moving toward 
an expenditure-oriented explanation of output 
and employment. In conveying this thinking 
to an Australian audience through 1933-35, 
and in setting up as a Keynesian critic of de- 
pression policy. Walker raised the level of local 
discourse on the unemployment problem. 
Econ. Rec., Dec. 1984, 60(171), pp. 366-80. 
Australian National University, Canberra. 

Clark, David — Confronting the Linear Imperi- 
alism of the Austrians: Lowe's Contribution 
to Capital and Growth Theory 
Adolph Lowe’s lifetime campaign to keep 
alive the “circular” model of production pio- 
neered by Quesnay and Marx, which provides 
a superior starting point from which to analyze 
fixed capital and growth than that provided 
by the alternative “linear” or one-way street 
model of the Austrians, has not been given the 
recognition it deserves in the voluminous liter- 
ature on the Cambridge controversies on capi- 
tal. Delineation of these two distinctive models 


•-.j- 
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highlights the fundamental differences be- 
tween the two main camps and adds support 
to the late Joan Robinson’s claim that it is the 
concept of capital that is central to these de- 
bates, not just the measurement of capital 
problem. Eastern Econ. /, Apr.-June 1984, 
10(2), pp. 107-27. University of New South 
Wales. 

Hollander, Samuel — J. S. Mill on “Derived De- 
mand” and the Wage-Fund Theory Recanta- 
tion 

J. S. Mill’s formal arrangement of the Princi- 
ples of Political Economy suggests a failure 
to define distribution in terms of the pricing 
of scarce factor services. Thus W. S. Jevons 
complained that, according to Mill’s fourth 
proposition on capital, employers “maintain 
and pay for labor whether or not there is a 
demand for the commodities produced. ” The 
author shows that there is nothing in the pro- 
position that denies the validity of derived 
demand for inputs and that Mill stated his ad- 
herence to the imputation principle. This 
demonstration sets the stage for an interpreta- 
tion of Mill’s 1869 recantation of the wages- 
fund theory in terms of derived demand pre- 
suming zero elasticity of demand for final prod- 
uct in the short run. Eastern Econ. J., Jan.- 
Mar. 1984, 10(1), pp. 87-98. University of To- 
ronto. 

Maty&s, Antal — SimilariHes between the Eco- 
nomic Theories of Marx and Keynes 
The similarities between the two theoreti- 
cians derive from the fact that both of them 
aimed at exploring the grave troubles of the 
capitalist economy and represented the stand- 
pjoint that there was no automatism that would 
cure the troubles. By confronting the Marxian 
and Keynesian standpoints, the study analyzes 
a few problems: the necessary unemployment, 
the market-creating role of investment, the 
character and role of money and interest, as 
well as the conflict of individual and social in- 
terest. Both Karl Marx and John Maynard 
Keynes were of the opinion that the macroeco- 
nomic interrelations could not be understood 
by analyzing the behavior of economic sub- 
jects. Acta Oecon., 1983, 37(3-4), pp. 155-73. 
Kail Marx University of Economics, Budapest. 


Petridis, Anastasios — Trade Unions and the 
Theory of Competition 
This paper examines how a representative 
group of Brittsh economists after 1860 con- 
tended with the contradiction between the 
competitive mode of theorizing and the exis- 
tence and rapid growth of trade unions. Alfred 
Marshall’s analysis of trade unions is examined 
first. Against this background writings by J. S. 
Nicholson, W. J. Ashley, W. Cunningham, and 
L. L. F. R. Price are also examined. This group, 
which included some dissenters from main- 
stream economics, was unable or unwilling to 
make a break from Marshallian methodology. 
Reasons for this are examined, including pres- 
sures generated by the drive toward profes- 
sionalization in economics. Eastern Econ. j., 
July-Sept. 1984, 10(3), pp. 295-314. University 
of Western Australia, Nedlands. 

036 Economic Methodology 
Arndt, H. W. — Political Economy 
The term “political economy” has a long and 
curious history, from its seventeenth-century 
meaning of statecraft to the classical econo- 
mists’ use of it for what later came to be called 
economics and its recent appropriation by neo- 
Marxists for social theory, which, in contrast 
to “orthodox” economics, goes into history, 
politics, and sociology; focuses on power rela- 
tionships; and combines positive analysis with 
advocacy. This article points out that there are 
now at least two schools of political economy 
in this latter sense, the neo-Marxist and the 
“Chicago” school. The concluding section dis- 
tinguishes sensible and not so sensible uses of 
the term. Econ. Rec., Sept. 1984, 60(170), pp. 
266-73. Australian National University, Can- 
berra. 

Nell, Edward — Structure and Behavior in Clas- 
sical and Neo-Classical Theory 
Structural models, favored by the Classical- 
Marxian tradition, in which the exchanges and 
other payments required to reproduce a tech- 
nology and the social order it supports are con- 
trasted with (neoclassical) behavioral models, 
in which market stimuli are presented to 
agents who calculate and carry out rational so- 
cial responses. Since all agents must operate 
in at least some minimal serial system, struc- 
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tural models are logically prior. This leads to 
a critique of neoclassicism and to a defense 
of the Classical-Marxian method, particularly 
when account is taken of the recent contribu- 
tions of Adolph Lowe and the “instrumental 
approach.” Eastern Econ. J., Apr.-June 1984, 
10(2), pp. 139-55. New School for Social Re- 
search, New York City. 

040 Economic History 

042 Eksonomic History: North America (excluding 
Mexico) 

Alston, Lee J. and Ferrie, Joseph P. — Labor 
Costs, Paternalism, and Loyalty in Southern 
Agriculture; A Constraint on the Growth of 
the Welfare State 

The authors examine the role of southern 
legislators in resisting the early expansion of 
the welfare state in the 1930s. A desire to keep 
agricultural labor cheap and dependent on 
southern landlords motivated the resistance. 
Dependence promoted a loyal labor force and 
thereby reduced monitoring costs in the labor- 
intensive production of cotton. Federal and 
state welfare programs would have substituted 
for landlord paternalism and hence made labor 
less loyal. Evidence on the federal Old-Age and 
Unemployment Insurance systems and state 
Old-Age Pension and Mothers’ Aid programs 
are found consistent with the authors’ hypothe- 
sis. J. Econ. Hist., Mar. 1985, 45(1), pp. 95- 
117. Williams College. 

Weiman, David F. — The Economic Emancipa- 
tion of the Non-slaveholding Class; Upcoun- 
try Farmers in the Georgia Cotton Economy 
The transformation of the Cotton South after 
the Civil War involved distinct regional devel- 
opments. Regional analysis of crop production 
in Reconstruction Georgia identifies different 
patterns of specialization in cotton in the Cot- 
ton Belt and Upcountry counties. It also reveals 
an overlooked aspect of Reconstruction, the 
integration of Upcountry farmers into the cot- 
ton economy. The spread of cotton culture into 
the Upcountry followed the construction of an 
internal marketing and transportation system 
in Georgia in the 1870s and was part of the 
formation of a national market in the postbel- 
lum United States. J. Econ. Hist, Mar. 1985, 
^5(1), pp. 71-93. Yale University. 


044 Economic History: Europe 

Classman, Debra and Redish, Angela — New 
Estimates of the Money Stock in France, 
1493-1680 

The money stock in France from 1493 to 
1680 has not been well understood. Changes 
in the money stock have usually been repre- 
sented by moving sums of annual mint out- 
put. Mint output, however, included large 
amounts of recoinage, resulting in double- 
counting. A model of mint output is esti- 
mated to determine the amount of re- 
coinage. The money stock estimates are also 
improved by incorporating a constant rate 
of loss of coins. / Econ. Hist., Mar. 1985, 45(1), 
pp. 31-46. University of British Columbia, Van- 
couver. 

Kussmaul, Ann — Agrarian Change in Seven- 
teenth-Century England; The Economic 
Historian as Paleontologist 
The seasonality of weddings molded itself 
to regionally specific patterns of labor in early 
modern England. Advantage can thus be taken 
of the widely available if unlikely source of 
parish registers of marriages to reveal the tim- 
ing of regional specialization, defined narrowly 
as the ability of regions to forgo the production 
of the staples of local consumption and concen- 
trate on whatever production best suited local 
resources of land and labor./. Econ. Hist., Mar. 
1985, 45(1), pp. 1-30. York University. To- 
ronto. 

047 Economic History: Latin America and 
Caribbean 

Bemholz, Peter — Inflation, Over-indebted- 
ness, Crisis and Consolidation: Argentina 
and the Baring Crisis (1884-1900) 

In the crisis of 1890-91, the Republic of Ar- 
gentina was for all purposes bankrupt as a con- 
sequence of an inflationary growth of the 
money supply, uncontrolled public deficits, 
and excessive foreign borrowing by national 
and provincial governments. 'The consolida- 
tion program, which proved successful and laid 
the foundations for a sound economic develop- 
ment, is examined in detail. Z. ges. Staatswiss., 
Dec. 1984, 140(4), pp. 669-84. University of 
Basel. 



lu / tJ 


juuiiiai vj tLcoiioiinc L,uerai.ure 


050 Economic Systems 
051 Capitalist Economic Systems 
Bowles, Samuel — The Production Process in 
a Competitive Economy; Walrasian, Neo- 
Hobbesian, and Marxian Models 
A model of the technical and social aspects 
of the production process is developed, focus- 
ing on the conflict between employers and em- 
ployees concerning the intensity of work. The 
intensity of labor is determined by the worker’s 
response to the employer’s choice of surveil- 
lance inputs and the cost of job loss. Results 
include a demonstration that efiBcient technol- 
ogies will be bypassed in favor of those which 
enhance the control of the employer and that 
both discrimination and involuntary unem- 
ployment may exist in a competitive equilib- 
rium. Neo-Hobbesian models stressing malfea- 
sance are contrasted with Marxian models 
stressing class conflict. Amer. Eicon. Rev., Mar. 
1985, 75(1), pp. 16-36. University of Massachu- 
setts, Amherst. 

Davidson, Paul — Can Effective Demand and 
the Movement toward Further Income In- 
equality Be Maintained in the Face of Ro- 
botics? An Introduction 
In 1963 Joan Robinson queried whether, in 
the future, a mechanized economy where ro- 
bots produced all industrial output while labor 
was hired only in the service sector could main- 
tain a level of effective demand sufficient to 
absorb the full employment output and pre- 
vent workers from suffering a severe decline 
in real income. Recent trends in western capi- 
talist economies suggest that they are now fac- 
ing this Robinsonian dilemma. Consequently, 
public policy discussions should focus on possi- 
ble means for significantly broadening prop- 
erty rights in the income generated by the ro- 
bot capital. ]. Post Keynesian Eicon., Spring 
1985, 7(3), pp. 422-25. Rutgers University. 

Lekachman, Robert — SuperStock: A Conserva- 
tive Alternative to the Welfare State 
The author evaluates Stuart M. Speiser’s Su- 
perStock plan to open capital ownership to all 
Americans. He finds it carefully worked out 
and feasible. From a political standpoint, it 
goes very much with the grain of American 
faith in market capitalism, since it is an exten- 


sion of the idea of property ownership. An ex- 
pansion of the welfare state along the lines of 
the Swedish model would be preferable to a 
distributive market capital approach based on 
SuperStock. But if the present conservative po- 
litical trend continues, SuperStock is a distinct 
improvement over current arrangements and 
should have a natural constituency. / Post 
Keynesian Econ., Spring 1985, 7(3), pp. 440- 
42. City University of New York. 

Morehouse, Ward — Beyond SuperStock: The 
Three-tiered Plan for Universal Capital 
Ownership 

The SuperStock plan should be seen as the 
first leg in restructuring the American eco- 
nomic system to bring about more equitable 
ownership of productive assets and a more just 
economic order. SuperStock is a general stock 
ownership plan, or GSOP, in which everyone 
within a given jurisdiction can get, at least in 
principle, an equity stake in a GSOP enter- 
prise. Needed is a three-tiered GSOP plan with 
SuperStock, based on publicly traded compa- 
nies with solid earnings records, as the national 
tier. States and localities would also be author- 
ized to establish GSOPs, with the federal gov- 
eriunent guaranteeing loans to acquire GSOP 
equity as in the national or SuperStock plan. 
J. Post Keynesian Econ., Spring 1985, 7(3), pp. 
435-39. Columbia University. 

Speiser, Stuart M. — Broadened Capital Own- 
ership — The Solution to Major Domestic and 
International Problems 
“SuperStock” — a form of broadened capital 
ownership — would require America’s 2,000 
leading corporations to pay for capital outlays 
by issuing new common stock instead of using 
internal funds or debt. The stock would be 
owned by SuperStockholders — people who 
own no stock now and cannot afford to buy 
any. After the shares had paid for themselves 
out of their own earnings, they would be dis- 
tributed to the SuperStockholders, who would 
receive the dividends directly. Credit required 
to pay for the stock initially would be supplied 
by the banks, backed by a government guaran- 
tee similar to that of the FHA. J. Post Keynesian 
Econ., Spring 1985, 7(3), pp. 426-34. Speisei 
& Krause, P.C., New York. 
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100 Economic Growth; Development; 

Planning; Fluctuations 

110 Economic Growth; Develxipment; and 

Planning Theory and Policy 

111 Economic Growth Theory and Models 
Hagemann, Harald and Jeck, Albert — Lowe 

and the Marx-Fel’dinan-Dobb Model: Struc- 
tural Analysis of a Growing Economy 
The authors discuss the development of 
Adolph Lowe's structural analysis of real capi- 
tal formation and its connection to the Marx- 
Fel’dman-Dobb model. In Lowe’s three-sec- 
toral schema of production, the equipment- 
goods group is split up into two sectors, the 
first one representing the basic system, i.e., 
holding a key position in any growth process, 
especially during a traverse with its structural 
change. The essential characteristics of this 
model are analyzed using the techniques Hicks 
and others developed for their analysis of the 
two-sectoral fixed-coefficient model. Eastern 
Econ. Apr.-June 1984, 10(2), pp. 169-86. 
University of Bremen; University of Kiel. 

Halevi, Joseph — Lowe, Dobb and Hicks 
This paper discusses Maurice Dobb’s theory 
of development planning as well as John 
Hicks’s Traverse Model in the light of Adolph 
Lowe’s three-sector model with two heteroge- 
neous capital goods. This tripartite scheme has 
been explicitly used by Dobb in his Essay on 
Economic Growth and Planning. It is shown 
that Dobb’s assumption of capital goods of infi- 
nite duration stands in conflict with the circu- 
lar flows of the original Marx-based Lowe's 
model. Hicks’s two-sector model in Capital 
and Growth is also based on the assumption 
of infinite durability of machines. In a Lowe 
framework, traverse conditions become less 
clear cut because of the heterogeneity of capi- 
tal goods of finite durability. Eastern Econ. J., 
Apr.-June 1984, 10(2), pp. 157-67. University 
of Sydney. 

Kurz, Heinz D. — Ricardo and Lowe on Ma- 
chinery 

David Ricardo’s discussion of the machinery 
question is interpreted as an “early and rude” 
traverse analysis that shares some common ele- 
ments with Lowe’s approach to the problem 


of technological change and employment. Ri- 
cardo’s example of the introduction of machin- 
ery in a vertically integrated industry is investi- 
gated in greater detail. The analyses of Adolph 
Lowe and Piero SraflFa are used to point out 
several shortcomings in Ricardo’s reasoning. It 
is argued that his approach lacks a proper treat- 
ment of the problem of effective demand. East- 
ern Econ. J., Apr.-June 1984, 10(2), pp. 211- 
29. University of Bremen, West Germany. 

112 Economic Development Models and Theories 

Ghosh, Dipak — Planning for Employment in 
a Developing Economy 
Creation of jobs impbes an additional wage 
bill and thus demand for additional consump- 
tion goods. In developing countries, foodgrains 
are the most important consumption goods. 
Since foodgrains are produced mainly by sub- 
sistence farmers, their response to price rises 
determines whether employment can be in- 
creased without stepping up inflation. In times 
when grain prices increase, subsistence farm- 
ers usually sell less of their produce because 
a smaller amount ensures an income enough 
for covering tax expenses and the purchase of 
other consumer goods. This leads to an in- 
crease in the price of grain. Planners should 
create a buffer stock in order to evade this 
consequence of the increase in employment. 
In the longer run, the monetization of the 
economy can eliminate this problem. Acta Oe- 
con., 1983, 37(3-4), pp. 287-96, Stirling Uni- 
versity, .Scotland. 

113 Economic Planning Theory and Policy 

Amendola, Mario — Towards a Dynamic Analy- 
sis of the "Traverse” 

A comparison between the contributions of 
Adolph Lowe and John R. Hicks to the analysis 
of the “traverse” helps not only to shed light 
on the way technical progress actually works 
its way through the economy, but also to single 
out the relevant issues and to set the focus on 
problems of method and of analytical ap- 
proach. Lowe, moving from an orthodox secto- 
ral framework, introduces an element of se- 
quentiality, which proposes his model as a 
bridge to Austrian banks, where attention is 
fixed on time sequence rather than on the hori- 
zontal structure of production. Sequential taial- 
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ysis of a process of change requires in fact a 
process of production conceived as a sequence 
in real time, and this is exactly what Hicks does. 
In his Neo-Austrian model, where capital goods 
are dealt with in a completely difiFerent way, 
the relevant moments of a phase of transition 
to a new technology are no longer obscured 
by the presence of circular relations in produc- 
tion, and the way is open for a proper analysis 
of the process of innovation. Eastern Econ. J., 
Apr.-June 1984, 10(2), pp. 203-10. University 
of Rome. 

Csikos-Nagy, B61a — Further Development of 
the Hungarian Price System 
The price system plays an outstanding role 
in the process of reforming economic policy 
and the system of economic control and man- 
agement that started in 1979. In this process 
the development concept of the price system 
and the price mechanism is (1) progre.ssion to- 
ward competitive prices in production and (2) 
harmonization of the living standards policy 
with a rational consumption pattern. More res- 
olute steps have to be taken toward developing 
an efficient structure, and the price system 
must play a greater role in this process. Both 
the formation of an efficient production struc- 
ture and the evolution of a marketing policy 
that serves international competitiveness ur- 
gently need the underpinning of rational eco- 
nomic calculation. Acta Oecon., 1984, 32(1- 
2), pp. 21-37. National Board for Materials and 
Prices, Budapest. 

114 Economics of War, Defense, and Disarmament 

Murdoch, James C. and Sandler, Todd — Com- 
plementarity, Free Riding, and the Military 
Expenditures of NATO Allies 
This article examines the major influences 
of an ally’s demand for military expenditures. 
Demand equations are estimated for a sample 
of NATO nations using the iterative, seemingly 
unrelated regressions technique. Evidence is 
presented indicating that structural changes 
have occurred in these equations in the early 
1970s. This instability is the predicted effect 
of the doctrine of flexible response, adopted 
by NATO during this time period. The statisti- 
cal tests show that the medium-sized nuclear 
powers’ military expenditures responded iden- 


tically to income and defense spillins; the same 
held true for the lowland allies. ]. Public Econ., 
Nov. 1984, 25(1/2), pp. 83-101. Northeast 
Louisiana University, Monroe; University of 
Wyoming, Laramie. 

120 Country Studies 

121 Economic Studies of Developing Countries 
Bourguignon, Frantiois and Leibovich, Jo$£ — 

Offre et demande dans le processus de d4ve- 
loppement: un modele agr^ge de d6s6quili- 
bre appliqu6 a la Colombie (Supply and De- 
mand in the Development Process: An 
Applied Aggregate Disequilibrium Model 
for Colombia) 

It seems reasonable to think that the domes- 
tic product in a typical developing country is 
often constrained by the available production 
capacities rather than by the effective demand, 
An aggregate disequilibrium fix-price model 
estimated for Colombia for 1950-80 shows that 
supply and demand “regimes" have been more 
or less equally frequent. However, it is also 
shown that the fix-price assumption is to be 
rejected and that the flexibility of prices con- 
siderably reduces the size of disequilibrium 
without eliminating it totally. Thus, supply fac- 
tors always play a crucial role in the determina- 
tion of the level of economic activity. Ann. 
INSEE, July-Dee. 1984, (55/56), pp. 223-44 
(French), ficole des Hautes Etudes en Sciences 
Sociales et ficole Normale Sup6rieure, Paris; 
Fedesarollo, Universidad Nacional, Bogota. 

122 Economic Studies of Developed Countries 
Salemi, Michael K. — Real Economic Activity 

in Switzerland 

This paper reports on construction of two 
monthly indexes of real economic activity for 
Switzerland between January 1963 and De- 
cember 1981. Principal-components analysis is 
used to compute a broader activity measure, 
while a regression procedure with distribution 
of residuals is used to compute a monthly mea- 
sure of industrial production. The procedures 
are applied to four series indicated by J.-P. B6- 
guelin to be coincidental with the Swiss busi- 
ness cycle. The resulting real activity measure.'! 
are compared with one another and with the 
series that results from linear interpolation ol 
the quarterly industrial production series. The 
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results indicate that activity in the Swiss indus- 
trial sector is highly correlated with activity 
in the overall economy. The series themselves 
are reported in a data appendix. Schweiz. Z. 
Volkswirtsch. Statist, Dec. 1984, 120(4), pp. 
521-46. University of North Carolina, Chapel 
Hill. 

124 Economic Studies of Centrally Planned 
Economies 

Houston, David B. — Poland’s Economic Crisis 
The Polish economy has suffered a crisis 
comparable to the Great Depression. To ex- 
plain this crisis the author examines the pro- 
ductivity of the economy in the context of Pol- 
ish planning, the development of agricultural 
production and policy, and the import-led 
growth strategy of the seventies. The contra- 
dictions contained in an economy controlled 
by a political elite, without sufBcient feedback, 
and with private agricultural production em- 
bedded in a socialist economy provide the 
backdrop for the crisis. The immediate cause 
was the failure of the import-led growth strat- 
egy. Real solutions will require changes in the 
nature of political control rather than merely 
economic reforms. Eastern Econ.J., Oct.-Nov. 
1984, 10(4), pp. 441-54. University of Pitts- 
burgh. 

Matits, Agnes and Temesi, Jozsef— Changes in 
Economic Regulators and Enterprise Reac- 
tions 

The mathematical-statistical analysis of the 
balance-sheet data of Hungarian enterprises 
supports the hypothesis that there is a normal 
state and normal path of the economy. The 
1980 changes in the regulators amounted to 
a large-scale interference in essential areas of 
the economic system. The undoubtedly exist- 
ing tendencies of ‘ rearrangement" indicate 
that the shifting of the economy on to a new 
path with the aid of changes in the regulators 
is an as yet unsolved task. Acta Oecon., 1983, 
31(3-4), pp, 197-208. Karl Marx University of 
Economics, Budapest. 

Nyers, Rezsd and Tardos, Marton — The Neces- 
sity for Consolidation of the Economy and 
the Possibility of Development in Hungary- 
After analyzing the achievements and the 
deficiencies of economic policy between 1979 


and 1984, the study expounds four dilemmas 
of development: (1) Should economic policy 
concentrate on starting efficient economic de- 
velopment or on maintaining stability? (2) Ls 
it the task to reduce radically the informal and 
occasional interferences or to improve the sys- 
tem of conditions of the regulated market? (3) 
Is an adjusting or a strongly concentrating de- 
velopment policy needed? (4) How must social 
fvdicy security be understood? Acta Oecon., 
1984, 32(1-2), pp. 1-19. Institute of Econom- 
ics, Hungarian Academy of Sciences, Budapest. 

130 Economic Fluctcationsj Fokecastinc; 

StABIUZATION; AND INFLATION 

131 Economic Fluctuations 
Boehm, E. A. — Money Wages, Consumer 
Prices, and Causality in Australia 
Recently developed statistical techniques 
are nsed to examine the causal patterns in lag 
relationships between changes in wages and 
consumer prices. The analysis uses quarterly 
data for 1954-82. Causation has generally been 
unidirectional from wages to prices. However, 
for the first half of the 1970s, bidirectional cau- 
sation was detected, though the causation from 
wages to prices was statistically more signifi- 
cant. Brief consideration is given to some pol- 
icy implications of the results. Econ. Rec , Sept. 
1984. 60(170), pp, 236-51, University of Mel- 
bourne, Parkville, Victoria, Australia. 

Krelle, Wilhelm — Waves of Entrepreneurial 
Acti’. ;t> Induced by Transfer of Information 
and Valuation 

The Kondratieff cycle is explained by cycli- 
cal changes in the level and rate of growth 
of the equilibrium growth path of an economy. 
These cyclical changes are induced by the pro- 
cess of transfering knowledge and ex-aluations 
from one person to another. This process is 
described by a stochastic difference equations 
system that leads to cyclical movements of the 
sas-ings rate and of the rate of technicsJ prog- 
ress. Z. Nationalokon., Supp. 1984, 44(4), pp. 
71-92. University of Bonn. 

Tarascio, Vincent J. — Keynes, Population, and 
Equity Prices 

This paper is devoted to a simple empirical 
test of a proposition by John Maynard Keynes 



1582 


Journal of Economic Literature 


that not only was the stock market crash of 
1929 related to population change, but that, 
in general, chairges in the rate of growth of 
population are accompanied by stock price 
movements in the same direction. It appears 
that on the basis of the evidence presented, 
the malaise of the stock market during the past 
sixteen years, especially in real terms, may be 
caused by factors more fundamental than those 
often perceived. / Post Keynesian Econ., 
Spring 1985, 7(3), pp. 303-10. University of 
North Carolina, Chapel Hill. 

Worswick, G. David N. — Two Great Reces- 
sions: The 1980s and the 1930s in Britain 
The paper makes a number of comparisons 
between the recessions in Britain in the 1980s 
and the 1930s. In terms of loss of output, scale 
of unemployment, and duration the recessions 
look much alike, but there the resemblance 
ends. The 1930s recession was imported; that 
of the 1980s started at home. Wages and prices 
were flat or slightly falling before 1929; they 
were rising strongly before 1979 and contin- 
ued to rise. Comparison with other countries, 
notably the United States, shows that the Brit- 
ish recession of the 1930s was among the shal- 
lowest, while that of the 1980s was one of the 
deepest. Scot. J. Polit. Econ., Nov. 1984, 31 (3), 
pp. 209-28. Oxford, England. 

132 Economic Forecasting and Econometric 
Models 

Gregory, Allan W, and Raynauld, Jacques — 
An Econometric Model of Canadian Mone- 
tary Policy over the 1970s 
The purpose of this paper is to specify and 
to estimate a small macroeconometric model 
describing Canadian monetary policy over the 
1970s. The system, which comprises five inter- 
dependent equations, determines: (1) the nom- 
inal interest rate; (2) the nominal money supply 
(M7); (3) deviations of real output from trend; 
(4) the inflation rate; and (5) the spot exchange 
rate. The model is estimated efficiently by full- 
information maximum likelihood using season- 
ally adjusted quarterly data over the period 
1970(3)-1981(3). Expectations of real and nom- 
inal interest rates are formed rationally and 
the corresponding restrictions are found to be 
supported by the data. J. Money, Credit, Bank- 


ing, Feb. 1985, 17(1), pp. 43-58. University 
of Western Ontario, London, Ontario; Ecole 
des Hautes Etudes Commerciales, Montreal. 

Lambert, Jean-Pieire; Lubrano, Michel and 
Sneessens, Henry R. — Emploi et chomage en 
France de 1955 a 1982: un modele macro- 
economique annuel avec rationnement (Em- 
ployment and Unemployment in France: An 
Annual Macroeconomic Model with Ration- 
ing) 

A macroeconomic model with two markets 
(goods and labor) is built and estimated on the 
basis of annual data for the period 1955-82. 
This permits the authors to analyze the evolu- 
tion of employment and unemployment in 
terms of the three traditional regimes: Keynes- 
ian unemployment, classical unemployment, 
repressed inflation. The particularities of the 
model concern the signification of the produc- 
tion model and the rationing functions. In re- 
gard to the labor market, the authors princi- 
pally use, in addition to the traditional MIN 
condition, a rationing function of the CES type, 
permitting the coexistence of the three pre- 
ceding regimes in varying degrees. Ann. IN- 
SEE, July-Dee. 1984, (55/56), pp. 39-76 
(French). CRESGE and University of Lille; 
CNRS and GREQE-EHESS; University of 
Lille. 

Paleologos, John M. — The Dynamic Impacts 
of Fiscal and Monetary Policy on an Aggre- 
gate Macroeconomic Model of the Greek 
Economy — Some Policy Experiments 
This paper investigates quantitatively the ef- 
fectiveness of fiscal and monetary policy on 
the level of economic activity and performs 
some policy experiments relying on a struc- 
tural econometric model for the Greek econ- 
omy (sample period 1954-1978) using 2SLS 
and A2SLS methods. After the model is briefly 
exposed, the dynamic multipliers of key varia- 
bles of the model that correspond to changes 
in some exogenous variables (policy instru- 
ments) of the model are calculated. The esti- 
mated IS-LM model is then used to perform 
some policy experiments and to draw conclu- 
sions. Public Finance, Aug. 1984, 39(2), pp. 
261-80. Piraeus Graduate School of Industrial 
Studies, Athens. 
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Venieris, Yiannis P. and Gupta, Dipak K. — Ma- 
cro Interactions in a Social System: A Case 
Study of Great Britain 
The purpose of this paper is to present the 
results of an econometric effort that attempts 
to measure the magnitude of the interaction 
of the economic, sociopolitical, and institu- 
tional dimensions of a social system. This is 
done in the context of a small model, the esti- 
mation of which is based on British data that 
span the period 1948-67. The produced esti- 
mates are quantitatively significant and point 
clearly to the fact that if we are to learn more 
about the evolution and behavior of social phe- 
nomena, it will require social scientists to com- 
bine their efforts and integrate their ceteris 
paribus findings. Southern Econ. /, Jan. 1985, 
51 (3), pp. 681-96. San Diego State Univer- 
sity. 

133 General Outlook and Stabilization Theories 
and Policies 

Backus, David and Driffil, John — Rational Ex- 
pectations and Policy Credibility Following 
a Change in Regime 

The authors examine the path of an economy 
after a change in regime, when neither the 
policy to be followed nor the reactions of the 
public are known. The model applies D. Kreps 
and R. Wilson’s reputation model to R. Barro 
and D. Gordon’s macroeconomic policy game. 
Equilibrium involves mixed strategies and 
Bayesian learning by both sides until the un- 
certainty about government and public behav- 
ior is resolved. The incomplete credibility of 
government policy and intransigence of pri- 
vate sector wage demands increase the output 
cost of disinflation. The analysis also elucidates 
the strategic nature of policy making and the 
role of information in macroeconomics. Rev. 
Econ. Stud., Apr. 1985, 52(2), pp. 211-21. 
Queen’s University, Canada; University of 
Southampton, England. 

Balassa, Bela — Prices, Incentives, and Eco- 
nomic Growth 

The paper examines the effects of policy-im- 
posed distortions on the eflBciency of resource 
allocation and economic grow th in developed, 
developing, and socialist countries. Interven- 
tions in product markets may take the form 




of import protection, price control, and limita- 
tion on competition. Among distortions in la- 
bor markets, unemployment compensation, 
regulations on job security, social security ben- 
efits, and the taxation of wages affect the supply 
of labor, whereas minimum wage legislation 
and social security charges bear on the demand 
for labor. Finally, interest rate regulations, tax- 
ation of business income, and import protec- 
tion are the principal interventions in capital 
markets. Following a review of the economic 
effects of these interventions, the paper makes 
recommendations for removing or alleviating 
the resulting distortions. Weltwirtsch. Arch., 
1984, 120(4), pp. 611-30. Johns Hopkins Uni- 
versity, Baltimore, and World Bank, Washing- 
ton, D.C. 

Bums, Leland S. and Crebler, Leo — Is Public 
Construction Countercyclical? 

Public construction has shown procyclical 
behavior in relation to GNP fluctuations. Its 
cyclical changes lag, on average, about four 
quarters behind those of total output. While 
GNP fluctuations trigger the direction of 
movements in public construction, the latter 
exert a positive influence on the course of GNP 
cycles, contributing to both business expan- 
sions and contractions. These findings reflect 
the procyclical behavior of state and local con- 
struction. which represents the vast bulk of 
total public construction. Cyclical variations of 
federal construction show such long leads or 
lags relative to GNP that causal inferences be- 
come dubious. As for the causes of procyclical 
performance of public construction, the evi- 
dence supports the hypothesis that state and 
local activity depends heavily on the cyclical 
movement of revenues and only to a very lim- 
ited extent on the cost of borrowed funds. 
Land Econ., Nov. 1984, 60(4), pp. 367-77. 
University of California, Los Angeles. 

Christofides, Louis N. — The Impact of Controls 
on Wage Contract Duration 
This paper explores the impact of an in- 
comes policy on the duration of wage agree- 
ments using micro contract data drawn from 
the Canadian unionized sector and signed be- 
tween 1966 and 1981. The empirical model 
used allows for inflation uncertainty efl^ts On 
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contract duration practices. It is found that 
controls induce agents to shorten contract du- 
ration. This efiFect, which is substantial and sta- 
tistically significant, is stronger as controls near 
their termination point. Econ. /, Mar. 1985, 
95(377), pp. 161-68. University of Guelph, 
Canada. 

Darrat, Ali F. — The Dominant Influence of Fis- 
cal Actions in Developing Countries 
A modified St. Louis model is used in this 
paper to assess empirically the relative impact 
of monetary and fiscal actions on economic ac- 
tivity in the case of five Latin American devel- 
oping countries. The empirical results indicate 
that the St. Ixjuis equation-type model is an 
appropriate framework of analysis not only for 
developed countries, for which the model has 
often been restrictively applied, but for devel- 
oping countries as well. The results consis- 
tently show that fiscal policy dominates mone- 
tary policy in explaining changes in nominal 
income in the countries under examination. 
Specifically, compared to monetary policy, fis- 
cal policy exerts a more significant influence 
on GNP growth, has a more predictable impact 
upon GNP growth, exerts considerably faster 
impact on GNP growth, and bears a statistically 
more reliable relationship with GNP growth. 
Eastern Econ. /., July/Sept. 1984, /0(3), pp. 
271-84. University of Kentucky, Lexington. 

Hagens, John B. and Russell, R. Robert — Test- 
ing for the EflFectiveness of Wage-Price Con- 
trols; An Application to the Carter Program 
The authors test several hypotheses about 
the eflFect of controls on the structure of an 
inflation model. The principal results are: (1) 
the “post-controls” catch-up, which offset the 
early effectiveness of the Nixon program, oc- 
curred during the period of decontrol (Phases 
III and IV) rather than after the program was 
lifted, as others have found; (2) a specification 
error in earlier studies resulted in overesti- 
mates of the effect (and statistical significance) 
of the Kennedy /Johnson guideposts; (3) the 
1979-80 energy-price explosion, roughly con- 
current with the Carter program, was not 
passed through to wages, and hence prices, in 
the usual manner. Amer. Econ. Rev., Mar. 
1985, 75(1), pp. 191-207. Chase Econometrics, 


Bala Cynwyd, Pennsylvania; New York Univer- 
sity. 

McDonald, Ian M. — Anti-stagflationary Tax 
Cuts and the Problem of Investment 
If prices are affected by both cost-push and 
demand-pull factors, then a change in the pol- 
icy mix toward fiscal ease can improve output, 
employment, and the balance of trade without 
the price level rising. However, the policy 
change may reduce investment and so affect 
the intertemporal allocation of resources. This 
paper derives conditions for tax cuts to amelio- 
rate inflation and unemployment without a 
sacrifice of future output. Econ. Rec., Sept. 
1984, 60(170), pp. 284-93. University of Mel- 
bourne, Parkville, Victoria, Australia. 

Worswick, David — Jobs for All? 

This Presidential address to the Royal Eco- 
nomic Society asks whether the ideas ex- 
pounded in The Economics of Full Employ- 
ment, published in Oxford in 1944, with a 
keynote essay by Michal Kalecki, have any va- 
lidity today and whether they contributed in 
any way to the full employment prevailing in 
Britain until the early 1970s. As a diagnosis, 
the ideas remain useful; in particular, the antic- 
ipation that full employment would entail per- 
sisting inflation proved correct. But the policy 
prescription of an incomes policy, despite sev- 
eral initiatives, has so far eluded solution. Econ. 
/, Mar. 1985, 95(377), pp. 1-14. University of 
Oxford. 

134 Inflation and Deflation 
Baldry, J. C. — Wage Indexation in a Two-Sec- 
tor Economy: A Generalisation 
Analysis of the effects of minimum wage in- 
dexation in a two-sector competitive economy, 
previously examined for the case where the 
wage is indexed to the price of a single com- 
modity, is generalized for both Laspeyres anc 
constant-utility indexation. It is shown thai 
qualitative effects are generally similar for al 
indexation schemes considered. A ranking o 
alternative indexation schemes, in terms o 
their effects on output, income, and employ 
ment, is derived. Australian Econ. Pap., Dec 
1984, 23(43), pp. 219-34. University of Ne> 
England, Armidale, New South Wales, an 
University of York. 
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Dairat, AH F — Unanticipated Inflation and 
Real Output; The Canadian Evidence 
This paper investigates empirically for Can- 
ada the validity of the Expectations-Adjusted 
Supply Function (EASF) hypothesis that only 
the unanticipated component of inflation can 
be transmitted to the real side of the economy. 
Using the quarterly data over 1960 to 1982, 
an atheoretical statistical procedure is em- 
ployed to decompose the Canadian inflation 
into anticipated and unanticipated compo- 
nents. The empirical results lend strong sup- 
port to the EASF hypothesis in that only unan- 
ticipated inflation exerts a significant impact 
upon real output. These results then cast 
doubts on the appropriateness of systematic 
(anticipated) monetary policies as a tool to in- 
fluence real economic activity in Canada. Can. 
J. Econ., Feb. 1985, 18(1), pp. 146-55. Univer- 
sity of Kentucky, Lexington. 

Froyen, Richard T. and Waud, Roger N. — De- 
mand Variability, Supply Shocks, and the 
Output-Inflation TradeoflF 
This paper examines the shift in the relation 
between the inflation rate and the rate of 
growth of real output in the United States over 
the past three decades, assessing the relative 
importance of three possible lines of explana- 
tion; (1) the new classical view of the output- 
inflation tradeoff; (2) the effect of supply-side 
shocks; (3) the effect of inflation variability on 
the natural rate of real output, as hypothesized 
by Milton Friedman. The paper concludes that 
(2) and (3) played a significant role in the ob- 
served shift but that (1) did not. Rev. Econ. 
Statist., Feb. 1985, 67(1), pp. 9-15. University 
of North Carolina, Chapel Hill. 

Katsimbris, George M. — The Relationship be- 
tween the Inflation Rate, Its Variability, and 
Output Growth Variability; Disaggregated 
International Evidence 
This paper investigates the relationship be- 
tween the inflation rate and growth rate varia- 
bility, inflation rate variability and growth rate 
variability, and the inflation rate and its varia- 
bility in each of eighteen OECD countries for 
19551 to 19831. The hypotheses are tested us- 
ing a contemporaneous and a distributed lag 
functional specification. In contrast to previous 


studies, the homogeneity assumption across 
countries is relaxed and expected inflation and 
uncertainty associated with its variability are 
allowed to vary over time. The results show 
little supf>ort for the first two hypotheses and 
less pervasive support than suggested by previ- 
ous studies for the third hypothesis. /. Money, 
Credit, Banking, May 1985, 17(2), pp. 179-88. 
University of Bridgeport, Connecticut. 

Pemberton, James — ^The Long Run Phillips 
Curve and the Government Budget Con- 
straint 

The paper considers the proposition that the 
long-run Phillips curve is vertical except in spe- 
cial cases and argues that this is no longer true 
once the implications of the government bud- 
get constraint are considered. It is then a mat- 
ter for government policy choice whether the 
long-run Phillips curve is vertical or nonverti- 
cal, and neither case can be considered more 
general than the other. Scot. J. Polit. Econ., 
Nov. 1984, 37(3), pp. 255-64. University of 
Reading. 

200 Quantitative Economic Methods 
and Data 

210 Econometric, Statisticai., and 
Mathematical Methods and Models 

211 Econometric and Statistical Methods and 
Models 

AH, Mukhtar M. and Ciaccotto, Carmelo — A 
Study of Several New and Existing Tests for 
Heteroscedasticity in the General Linear 
Model 

Several optimum nonparametric tests for 
heteroskedasticity are proposed and studied 
along with the tests introduced in the litera- 
ture in terms of power and robustness proper- 
ties. It is found that all tests are reasonably 
robust to the Ordinary Least Squares (OLS) 
residual estimates, number, and character of 
the regressors. Only a few are robust to both 
the distributional and independence assump- 
tions about the errors. The power of tests can 
be improved with the OLS residual estimates, 
the increased sample size, and the varialrility 
of the regressors. It can be si^stantially re- 
duced if the observations are not normally dis- 
tributed and may increase or decrease if- the 
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errors are dependent. Each test is optimum 
to detect a specific form of heteroskedasticity, 
and a serious power loss may occur if the un- 
derlying heteroskedasticity assumption in the 
data generation deviates from it. / Economet- 
rics, Dec. 1984, 26(3), pp. 355-73. University 
of Kentucky, Lexington; University of Con- 
necticut, Stores. 

Baltagi, Badi H. — A Monte Carlo Study for 
Pooling Time Series of Cross-Section Data 
in the Simultaneous Equations Model 
This paper considers a simultaneous equa- 
tions model with error components and inves- 
tigates the performance of various estimation 
procedures applied to this model by means of 
Monte Carlo experiments. Some results are; 
(1) Error components two stage and three stage 
least squares (EC2SLS and EC3SLS) perform 
better than 2SLS and 3SLS, regardless of which 
feasible estimates of the variance components 
are used. (2) EC2SLS, which simultaneously 
corrects for the presence of error components 
and simultaneity, performs better than a two- 
step procedure that corrects for simultaneity 
first and then for the error component struc- 
ture. (3) With more variance components to 
estimate, the problem of negative variance es- 
timates becomes more serious in the simulta- 
neous equations case than in the single equa- 
tion case. (4) Better estimates of the structural 
(or reduced form) variance components do not 
necessarily imply better estimates of the struc- 
tural (or reduced form) coefficients, hit. Econ. 
Rev., Oct. 1984, 25(3), pp. 603-24. University 
of Houston. 

Baltagi, Badi H. and Griffin, James M. — Short 
and Long Run Effects in Pooled Models 
This paper confirms empirically the impor- 
tance of dynamic misspecification error as giv- 
ing rise to differential short- and long-run ef- 
fects in pooled models. A Monte Carlo 
experiment is performed on a gasoline demand 
equation with a very long lag on price, and 
with the disturbances taking on an error com- 
ponent structure. Using standard tests, the re- 
searcher selects the underspecified model. In 
this context, the authors consider the relative 
performance of the between, within, OLS, and 
four feasible GLS estimators under various de- 


grees of misspecification, time series sample 
length, error component structures, and price 
histories. If the goal is to estimate the long- 
run price response, the usual choices, the 
within and feasible GLS estimators, yield gen- 
erally inferior performance vis-^-vis the OLS 
estimator because of the lower bias of the lat- 
ter. Int Econ. Rev., Oct. 1984, 25(3), pp. 631- 
45. University of Houston; Texas A&M Univer- 
sity, College Station. 

Bera, Anil K.; Jarque, Carlos M. and Lee, Lung- 
Fei — ^Testing the Normality Assumption in 
Limited Dependent Variable Models 
Some specification tests for the normality as- 
sumption for the probit, truncated, and Tobit 
models are derived. All the tests are also La- 
grange multiplier tests based on the K. Pearson 
family of distributions. The tests compare the 
differences between measures of the third- and 
fourth-sample moments and the correspond- 
ing estimated hypothesized moments of the 
disturbances. For the Tobit model, the noncen- 
sored sample observations or the dichotomous 
indicators can be used separately to derive 
tests of normality. The authors’ approach com- 
bines the two sources of information in a sim- 
ple way. Empirical illustrations of the metho- 
dologies are provided. Int. Econ. Rev., Oct. 
1984, 25(3), pp. 563-78. University of Illinois, 
Champaign; Secretaria de Programaci6n y 
Presupuesto, Mexico; University of Minnesota, 
Minneapolis. 

Bierens, Herman J. — Model Specification Test- 
ing of Time Series Regressions 
Given the specification of the lag length and 
functional form of a (non)linear time series re- 
gression, the authors propose a test of the null 
hypothesis that the expectation of the error 
that is conditional on the exogenous variables, 
on all lagged exogenous variables, and on all 
lagged dependent variables equals zero with 
probability 1. In the case that the data-generat- 
ing process is strictly stationary, this test is 
consistent with respect to the alternative hy- 
pothesis that the null is false. The test is also 
applicable for a particular class of nonstation- 
ary time series regressions, although in that 
case consistency with respect to all possible 
alternatives is no longer guaranteed. The au 



Selected Abstracts 


1&8V 


thor also presents a similar but simpler test 
of the hypothesis that the errors are martingale 
differ ences. /. Econometrics, Dec. 1984, 26i3), 
pp. 323-53. University of Amsterdam. 

Bloom, David E. and Killingsworth, Mark R. — 
Correcting for Truncation Bias Caused by 
a Latent Truncation Variable 
The authors discuss estimation of the model 
Yi = Xiby + en, Ti = Xibr + en, when data 
on the continuous dependent variable T and 
on the independent variables X are observed 
iff the “truncation variable” 7 > 0 and when 
T is latent. This case is distinct from both (1) 
the “censored sample” case, in which y data 
are available iff 7 > 0, 7 is latent, and X data 
are available for all observations, and (2) the 
“observed truncation variable” case, in which 
both y and X are observed iff 7 > 0 and in 
which the actual value of 7 is observed when- 
ever 7 > 0. The authors derive a maximum- 
likelihood procedure for estimating this model 
and discuss identification and estimation. /. 
Econometrics, Jan. 1985, 27(1), pp. 131-35. 
Harvard University; Rutgers University. 

Cameron, Trudy Ann — Consistent Multino- 
mial and Nested Logit Point Estimates: A 
Practical Note 

“Multinomial” and “nested logit” choice 
models have been developed and applied by 
D. McFadden and others. While sophisticated 
multinomial logit computer programs are 
slowly becoming available, not all researchers 
have access to them. This note explains care- 
fully how binomial logit software can be used 
to generate consistent point estimates for pa- 
rameters and choice probabilities for a broad 
class of models consisting of “nested” pairwise 
choices. Oxford Bull. Econ. Statist., Feb. 1985, 
47(1), pp. 83-89. University of California, Los 
Angeles. 

Conniflfe, Denis — Estimating Regression Equa- 
tions with Common Explanatory Variables 
but Unequal Numbers of Observations 
It is well known that generalized least 
squares estimators of a set of regression equa- 
tions coincide with ordinary least squares esti- 
mators when the explanatory variables are the 


same in all equations and there are equal num- 
bers of observations. This paper is concerned 
with the case of unequal numbers of observa- 
tions, and it is shown that the above result no 
longer holds. Appropriate estimators are de- 
rived and their small-sample properties are in- 
vestigated analytically. The results are of prac- 
tical importance because the data patterns 
discussed can easily arise in econometric stud- 
ies. /. Econometrics, Feb. 1985, 27{2), pp. 179- 
96. The Economic and Social Research Insti- 
tute, Dublin. 

Cosslett, Stephen R. and Lee, Lung-Fei — Serial 
Correlation in Latent Discrete Variable 
Models 

This paper considers the problems of estima- 
tion and testing in models with serially corre- 
lated discrete latent variables. A particular case 
of this is the time-series regression model in 
which a discrete explanatory variable is mea- 
sured with error. Test stabstics are derived for 
detecting serial correlation in such a model. 
It is shown that the likelihood function can 
be evaluated by a recurrence relation, and thus 
maximum likelihood estimation is computa- 
tionally feasible. An illustrative example of 
these methods is given, followed by a brief dis- 
cussion of their applicability to a Markov model 
of switching regressions. J. Econometrics, Jan. 
1985, 27(1), pp. 79-97. University of Florida, 
Gainesville. 

David.son, Russell and MacKinnon, James G. — 
The Interpretation of Test Statistics 
This paper investigates what can and cannot 
be learned from specification testing. It focuses 
on the determinants of noncentrality parame- 
ters, which in turn determine the power of 
test statistics when the sample is large and the 
truth is close to the null hypothesis. The 
squared cosine of a certain angle, which also 
has a simple interpretation in terms of artificial 
regressions, turns out to play a crucial role. 
Tests of regression models are divided into two 
types: tests against regression directions and 
tests against nonregression directions. A num- 
ber of useful specification tests of each type 
are discussed, with emphasis on their power 
when the truth is not an alternative against 
which they were constructed. Con. /. Econ., 
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Feb. 1985, pp. 38-57. Queen’s Univer- 
sity, Kingston, Ontario. 

Domowitz, Ian — New Directions in Non-linear 
Estimation with Dependent Observations 
An overview of nonlinear e.stimation with 
dependent observations is given, including 
new results in the development of a theory 
of estimation and inference that allows for gen- 
erally dependent data and errors and for situa- 
tions in which the model of a data-generating 
process has been misspecified. Formal theoret- 
ical developments are presented in the context 
of an implicit system of nonlinear dynamic sim- 
ultaneous equations, allow'ing for nonexplosivc 
forms of nonstationarity. A general framework 
is suggested for the statistical analysis of models 
in which decision variables do not have the 
ergodic property because of, for example, ex- 
plosiveness in the data-generating process. 
Can. }. Econ., Feb. 1985, 18(1), pp. 1-27. 
Northwestern University, Evanston, Illinois. 

Engle, Robert F.j Hendry, David F. and Trum- 
ble, David — Small-.Sample Properties of 
ARCH E,stirnators and Tests 
Following the characterization of Autore- 
gressive Conditional Heteroskedasticity 
(ARCH) and its empirical manifestation, the 
effects of ARCH errors on least-squares estima- 
tors and standard errors are noted, and the 
maximum likelihood estimator and a pretest 
estimator are derived. Since their known prop- 
erties are asymptotic, a Monte Carlo study is 
designed for first order ARCH, using the con- 
cept of antithetic variates to establish unbi- 
asedness and direct simulation combined with 
finite sample and asymptotic approximations 
to develop usable response surface formulae. 
Results are presented for biases, standard er- 
rors, standard deviations, and test powers for 
regression and error process parameters. Can. 
J. Econ., Feb. 1985, pp. 66-93. Univer- 
sity of California, San Diego; Nuffield College, 
University of Oxford; Oak Ridge National Lab- 
oratory, Tennessee. 

Evans, Merran A. and King, Maxwell L. — A 
Point Optimal Test for Heteroscedastic Dis- 
turbances 

A new test for additive heteroskedasticity 
in the disturbances of the linear regression 


model is proposed. Power functions of various 
forms of the new test are compared empirically 
with those of currently favored tests for a range 
of heteroskedastic models. The results high- 
light the power advantage of a test that is most 
powerful invariant (MPI) at a central point in 
the alternative hypothesis parameter space. 
The main conclusion is that the recommended 
version of the new test is generally more pow- 
erful than existing tests against medium and 
severe heteroskedasticity, whereas the tests 
developed by M. L. King and J. Szroeter per- 
form better against weak heteroskedasticity. 
/ Econometrics, Feb. 1985, 27(2), pp. 163-78. 
University of Melbourne, Parkville, Victoria, 
Australia; Monash University, Clayton, Victo- 
ria, Australia. 

Florens, Jean-Pierre and Mouchart, Michel — 
A Linear Theory for Noncausality 
Different definitions of noncaasality (accord- 
ing to C. W. J. Granger, C. A. Sims, D. A. 
Pierce, and L. D. Haugh) are analyzed in terms 
of orthogonality in the Hilbert space of square 
integrable variables. The concepts of condi- 
tional and biconditional orthogonality are in- 
troduced and the main properties are given 
in an appendix. When necessary, conditions 
are given for the equivalence of alternative 
concepts of noncau.sality with particular em- 
phasis on initial conditions. Concepts in finite 
and in infinite horizon are compared within 
a discussion of some problems concerning test- 
ability. Finally, noncausality is also analyzed 
in terms of “rational expectations," extending 
previous results of Sirns. Econometrica, Jan. 
1985, 53(1), pp. 157-75. University of Aix- 
Marseille, Aix-en-Provence; Catholic Univer- 
sity of Louvain. 

Gallant, A. Ronald and Golub, Gene H. — Im- 
posing Curvature Restrictions on Flexible 
Functional Forms 

A general computational method for esti- 
mating the parameters of a flexible functional 
form subject to convexity, quasi convexity, con- 
cavity, or quasi concavity at a point, at several 
points, or over a region are set forth and illus- 
trated with an example. J. Econometrics, Dec. 
1984, 26(3), pp. 295-321. North Carolina State 
University, Rdeigh; Stanford University. 
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Gourieroux, Christian; Laffont, Jean-Jacques 
and Monfort, Alain — Econometric des mo- 
dules d’equilibre avec rationnement: une 
mise k jour (Disequilibrium Econometrics: 
Recent Developments) 

In this paper the authors update the econo- 
metric methods available for disequilibrium 
models. In the one market case, the prediction 
and hypothesis testing problems are treated. 
Then the multimarkets models and the aggre- 
gation of micromarkets are studied. Ann. IN- 
SEE, July-Dee. 1984, (55/56), pp. 5-38 
(French). University of Paris IX and CAPRE- 
MAP; GREMAQ, University of Toulouse I; 
Unite de Recherche, INSEE, Paris. 

Gregory, Allan W. and Veall, Michael R. — A 
Lagrange Multiplier Test of the Restrictions 
for a Simple Rational Expectations Model 
The Lagrange multiplier test of the restric- 
tions for a simple but common class of rational 
expectations model is developed. For these 
kinds of models the value of this test will never 
exceed the likelihood ratio. The difference is 
usually small, as Monte Carlo e\’idence sug- 
gests that it performs similarly to the likelihood 
ratio and Wald tests in small samples. How- 
ever, an economic example indicates that large 
differences can occur. Can. j. Econ., Feb. 1985, 
I8{1), pp. 94-105. University of Western On- 
tario, London, Ontario. 

Harrison, Michael J. and Keogh, Gary — A La- 
grange Multiplier Interpretation of Distur- 
bance Estimators with an .Application to 
Testing for Nonlinearity 
This paper describes a I^grange multiplier 
interpretation of linear unbiased fixed covari- 
ance matrix (LUF) disturbance estimators and 
an associated means of constructing residuals 
and procedures for testing for certain kinds 
of misspecification. Together with a recent 
technique for partially ordering multivariate 
data, the methods are used to devise an F test 
for nonlinearity in some or all of the explana- 
tory variables in multiple regression. Unlike 
several alternatives, the proposed test does not 
require all misspecified variables to be posi- 
tively correlated. Power computations, and 
comparisons with other procedures, yield en- 
couraging results./. Econometrics, Feb. 1985, 


27(2), pp. 259-69. Trinity College, Dublin; 
Economic and Social Research Institute, Dub- 
lin. 

Heckman, James J. and MaCurdy, Thomas 
E. — A Simultaneous Equations Linear Prob- 
ability Model 

A computationally tractable, easily inter- 
pretable linear simultaneous equations model 
for dummy endogenous variables is presented. 
The reduced form of the model is more general 
than the multivariate linear probability model 
available in the literature. The model permits 
analysts to use familiar methods to distinguish 
between spurious and causal association among 
discrete endogenous variables. Such distinc- 
tions are not possible in the log linear discrete 
data models developed by L. Goodman and 
M. Nerlove and S. J. Press and in other models 
widely used in econometrics. Can. J. Ecx>n., 
Feb. 1985, 78(1), pp. 28-37. University of Chi- 
cago; Stanford University. 

Kinal, Terrence and Lahiri, Kajal — A Note on 
“Selection of Regressors” 

The authors show that with stochashc regres- 
sors, T. Amemiya’s (1980) PC and C. L. Mal- 
lows’ (1973) MC criteria of model selection are 
equivalent to the Sp criterion, which is ob- 
tained by minimizing the unconditional mean 
square prediction error (MSEP), It is also 
proved that, up to a factor of proportionality, 
Sp is an unbiased estimate of unconditional 
MSEP. As compared to H. Theil’s 7?®, it is 
shown that Sj, imposes a much greater penalty 
on the inclusion of addibonal regressors. If the 
nonstochastic s’ersion of PC or MC was applied 
to a model with stochastic regressors, it would 
tend to select a longer model than the (correct) 
Sp criterion. Int. Econ. Rev., Oct. 1984, 25 {3), 
pp. 625-29, State University of New York, Al- 
bany. 

King, Maxwell L. — A Point Optimal Test for 
Autoregressive Disturbances 
This paper is concerned with testing for first- 
order autoregressive disturbances in the linear 
regression model and recommends an alterna- 
tive test to the Durbin-Watson test. The new 
test is most powerful invariant in a given neigh- 
borhood of the alternative hypothesis parame- 
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ter space. An empirical power comparison in- 
dicates that the test is generally more powerful 
than the Durbin-Watson test. The comparison 
also suggests that for many economic applica- 
tions, the difference in power will be small, 
although circumstances do exist in which the 
power advantage of the new test is very real. 
Selected bounds for the test’s significance 
points are tabulated. J. Econometrics, Jan. 
1985, 27(1), pp. 21-37. Monash University, 
Clayton, Victoria, Australia. 

Knight, John L. — The Moments of OLS and 
2SLS When the Disturbances Are Non-nor- 
mal 

This paper examines analytically the exact 
moments of OLS and 2SLS structural estima- 
tors under the assumption that the reduced 
form disturbances follow a nonnormal distribu- 
tion of the Edgeworth type characterized by 
specified skewness (Xa) and kurtosis (X*). The 
exact results are given as functions of hyper- 
geometric functions and the nonnormality pa- 
rameters Xa and X 4 . The theoretical results are 
complemented by extensive numerical com- 
putations, which indicate that at least the mo- 
ments of OLS and 2SLS are extremely robust 
to nonnormal error distributions. /. Economet- 
rics, Jan. 1985, 27(1), pp. 39-60. University of 
New South Wales, Australia, and Indiana Uni- 
versity', Bloomington. 

LUtkepohi, Helmut — Linear Transformations 
of Vector ARMA Processes 
It is demonstrated that a linear transforma- 
tion of a vector autoregressive-moving average 
(ARMA) process is again an ARMA process, and 
conditions for stationarity are given. Three dif- 
ferent predictors for a linearly transformed 
process are compared. Forecasting the original 
process and transforming the predictions is su- 
perior to forecasting the transformed process 
directly and to transforming univariate predic- 
tions of the components of the original process. 
Conditions for equality of the three different 
forecasts are provided. J. Econometrics, Dec. 
1984, 26(3), pp. 283-93. University of Osna- 
briick, West Germany. 

MacDonald, Glenn M. and MacKinnon, James 
G Convenient Methods for Estimation 


of Linear Regression Models with MA(1) 
Errors 

This paper proposes computationally con- 
venient methods for the estimation of linear 
regression models with first-order moving av- 
erage, or MA(1), error structures. Conditional 
on a, the parameter of the MA(1) process, esti- 
mates of the regression coefficients may be ob- 
tained by ordinary least squares. Searching 
over a then yields full maximum likelihood es- 
timates. A method of moments estimator for 
a can also be used to obtain less efficient but 
computationally simpler estimates. An empiri- 
cal example is presented which involves the 
relationship between GNP and unemploy- 
ment. Using both Canadian and American 
data, the MA(1) specification outperforms sev- 
eral rivals, suggesting that these techniques are 
useful in practice. Can. J. Econ., Feb. 1985, 
18{l), pp. 106-16. University of Western On- 
tario, London, Ontario, and Economics Re- 
search Center/NORC; Queen’s University, 
Kingston, Ontario. 

Nankervis, John C. and Savin, Nathan E. — 
Testing the Autoregressive Parameter with 
the t Statistic 

This paper considers a Gaussian first order 
autoregressive process with unknown inter- 
cept where the initial value of the variable is 
a known constant. Monte Carlo simulations are 
used to investigate the sampling distribution 
of the t statistic for the autoregressive parame- 
ter when its value is in the neighborhood of 
unity. A small sigma asymptotic result is ex- 
ploited in the construction of exact nonsimilar 
tests. The powers of nonsimilar tests of the ran- 
dom walk and other hypotheses are estimated 
for sample sizes typical in economic applica- 
tions. J. Econometrics, Feb. 1985, 27(2), pp. 
143-61. City of London Polytechnic; Trinity 
College, University of Cambridge. 

Nowak, Eugen — Global Identification of the 
Dynamic Shock-Error Model 
The paper gives conditions for the global 
identifiability of dynamic regression models in- 
volving observational errors. The variables of 
the model are represented by ARMA pro- 
cesses. The conditions establish simple count- 
ing rules combining the order parameters of 
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a model. They are counterparts of conditions 
previously given for local identifiability, which 
are now shown to lead nearly unchanged to 
global identifiability. The previous conditions 
have to be supplemented only by the require- 
ment that the shock or the error in the depen- 
dent variable has AR order zero. Thus, in most 
cases, the model, if identified, is uniquely iden- 
tified. / Econometrics, Feb. 1985, 27(2), pp. 
211-19. University of Munich. 

Ohtani, Kazuhiro and Honda, Yuzo — Small 
Sample Properties of the Mixed Regression 
Estimator 

In this paper, the small sample properties 
of the mixed regression estimator are exam- 
ined when prior information may be biased 
and when the ratio of the variance of the prior 
restriction errors to the variance of the sample 
errors is unknown. The mean square error of 
the mixed regression estimator is derived, and 
it is shown that the mixed regression estimator 
gets dominated by the ordinary least squares 
estimator in terms of the mean square error 
as the bias of prior information gets larger. J. 
Econometrics, Dec. 1984, 26(3), pp. 375-85. 
Kobe University of Commerce. 

Palm, Franz C.; Vogelvang, Engbert and 
Kodde, David A. — EflBcieiit Estimation of 
the Geometric Distributed Lag Model: Some 
Monte Carlo Results on Small Sample Prop- 
erties 

In this Monte Carlo study, the authors com- 
pare the small sample properties of instrumen- 
tal variables, asymptotically efficient two-step 
and iterative Gauss-Newton estimators for the 
geometric distributed lag model, with uncorre- 
lated errors and with first order autoregressive 
errors, respectively. Control variates derived 
from asymptotic theory are used to increase 
the precision of the Monte Carlo results. The 
authors propose a new flexible functional form 
for the response functions and use it to summa- 
rize the outcome of the exp)eriments. For the 
sample size considered (T — 30 and T = 60), 
the results for the small sample bias of the esti- 
mators are fairly well in agreement with large 
sample theory. This conclusion does not usually 
hold for the standard errors. Int. Econ. Rev., 
Oct. 1984, 25(3), pp. 579-601. Free University 
of Amsterdam; Free University of Amsterdam; 




Catholic University of Nijmegen, The Nether- 
lands. 

Pantula, Sastry G. and Fuller, Wayne A. — 
Mean Estimation Bias in Least Squares Elsti- 
mation of Autoregressive Processes 
Estimation of the parameters of an autore- 
gressive process with a mean that is a function 
of time is considered. Approximate expressions 
for the bias of the least squares estimator of 
the autoregressive parameters that is the result 
of estimating the unknown mean function are 
derived. For the case of a mean function that 
is a polynomial in time, a reparameterization 
that isolates the bias is given. Using the approx- 
imate expressions, a method of modifying the 
least squares estimator is proposed. A Monte 
Carlo study of the second-order autoregressive 
process is presented. The Monte Carlo results 
agree well with the approximate theory and, 
generally speaking, the modified least squares 
estimators performed better than the least 
squares estimator. For the second order pro- 
cess, the authors also considered the empirical 
properties of the estimated generalized least 
squares estimator of the mean function and 
the error made in predicting the process one, 
two, and three periods in the future. / Econo- 
metrics, Jan. 1985, 27(1), pp. 99-121. North 
Carolina State University, Raleigh; Iowa State 
University, Ames. 

Phillips, Peter C. B. — The Exact Distribution 
of Exogenous Variable Coefficient Estima- 
tors 

This paper derives the exact probability den- 
sity function of the instrumental variable (IV) 
estimator of the exogenous variable coefficient 
vector in a structural equation containing n -t-1 
endogenous variables and N degrees of over- 
identification. The derivations make use of an 
operator calculus that simplifies the algebra of 
invariant polynomials with multiple matrix ar- 
guments. A leading case of the general distri- 
bution that is more amenable to analysis and 
computation is also presented. Conventional 
classical assumptions of normally distributed 
errors and nonrandom exogenous variables are 
employed. /. Econometrics, Dec. 1984, 26(3), 
pp. 387-98. Cowles Foundation, Yale Univer- 
sity. 
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Phillips, Peter C. B. — A Theorem on the Tail 
Behaviour of Probability Distributions with 
an Application to the Stable Family 
The theory of Fourier transforms of general- 
ized functions is used to extract general formu- 
las for the tail behavior of a probability distri- 
bution from the behavior of its characteristic 
function in the locality of the origin. The the- 
ory is applied to develop asymptotic formula 
for the tails of the stable distribution. The re- 
sults of the present article yield immediate se- 
ries representations of the densities of these 
distributions. In some cases (when the charac- 
teristic exponent is a < 1) the series are conver- 
gent; in others (1 < a < 2) the series are asymp- 
totic and thereby describe tail behavior. Can. 
J. Econ., Feb. 1985. ;8(1), pp. 58-65. Yale 
University. 

Takeuchi, Kei and Morimune, Kimio — ^Third- 
Order Efficiency of the Extended Maximum 
Likelihood Estimators in a Simultaneous 
Equation System 

The maximum likelihood estimator (MLE) 
of structural equations is proved to give uni- 
formly higher probability of concentration 
about true values than any regular best asymp- 
totically normal estimators, if their asymptotic 
biases are properly adjusted. Namely, the full 
information, the subsystem, and the limited in- 
formation MLE give higher asymptotic con- 
centration than SSLS, subsystem SSLS, and 
TSLS estimators, respectively, if their biases 
are adjusted. Wayne A. Fuller’s modified esti- 
mator is also proved to be a symptotically the 
best. The author’s general theorem is applied 
to the multiequation seemingly unrelated re- 
gression (SUR) model, and A. Zellner’s SUR 
estimator is proved to be the best. Econome- 
trica, Jan. 1985, 53(1), pp. 177-200. University 
of Tokyo; Institute of Economic Research, 
Kyoto University. 

Trivedi, Pravin K. — Distributed Lags, Aggrega- 
tion, and Compounding: Some Econometric 
Implications 

This paper considers the aggregation of dis- 
crete distributed lags in the spirit of H.S. Hou- 
thakker and L. Johansen. Well-known distrib- 
uted lag models in econometrics are shown 
to arise from aggregation across heterogeneous 


microeconomic units. The technique of analy- 
sis is based on the statistical theory of com- 
pound distributions. The paper goes on to con- 
sider how consistently estimated macro 
distributed lags may be decomposed into two 
components, which represent, respectively, 
the microeconomic response and the hetero- 
geneity in that response. Related problems of 
identification and estimation and the interpre- 
tive value of the approach are also discussed 
and illustrations provided. Rev. Econ. Stud., 
Jan. 1985, 52(1), pp. 19-35. Australian National 
University, Canberra. 

Tsurumi, Hiroki and Sheflin, Neil — Some Tests 
for the Constancy of Regressions under Het- 
eroscedasticity 

For testing the equality of coefficients of a 
linear regression model under heteroskedastic- 
ity, the authors suggest an F criterion condi- 
tioned on the posterior mean of the ratio of 
standard deviations of error terms in two sub- 
samples. For pairable subsamples, an exact F 
test is derived. Sampling experiments show 
that the Chow test differs substantially from 
the nominal significance level when the two 
subsample sizes are unequal, and that the F" 
test conditioned on the posterior mean is supe- 
rior to other tests when sample sizes are small. 
/ Econometrics, Feb, 1985, 27(2), pp. 221-34. 
Rutgers University. 

Weiss, Andrew A. — Systematic Sampling and 
Temporal Aggregation in Time Series Mod- 
els 

Systematic sampling and temporal aggrega- 
tion leads to the problem of unobserved varia- 
bles. Within the class of ARMAX models, at- 
tempts to proxy these variables will result in 
changes in the dynamic relationships between 
variables, including the altering of lag lengths 
and causal ordering, and will cause the intro- 
duction of correlation between the regressors 
and errors. Many of these effects have been 
discussed in the literature. ’The authors sum- 
marize these effects, fill in some apparent omis- 
sions, and then discuss the implications for the 
modeling of time series. For the subclass of 
ARIMA models, the consequences of sampling 
or aggregating seasonal models are also ana- 
lyzed. J. Econometrics, Dec. 1984, 26(3), pp. 
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271-81. University of California, San Diego, 
and University of Sydney. 

Zellner, Arnold — Bayesian Econometrics 
Use of Bayesian inference and decision tech- 
niques can contribute importantly to the prog- 
ress of econometrics. It is demonstrated that 
prior information plays a key role in economet- 
ric modeling. Multivariate autoregressive mov- 
ing average (ARMA), vector autoregressive, 
and traditional linear dynamic structural mod- 
els are analyzed to show the key role that prior 
information plays in their implementation. A 
simple demand, supply, and entry model is 
used to illustrate general points. After review- 
ing basic Bayesian methods, the author briefly 
discusses and references a number of success- 
ful applications of Bayesian methods in econo- 
metrics and statistics. Econometrica, Mar. 
1985, 53(2), pp. 253-69. University of Chi- 
cago. 

212 Construction, Analysis, and Use of 
Econometric Models 

Attfield, Clifford L. F. and Browning, Martin 
J. — A Differential Demand System, Rational 
Expectations and the Life Cycle Hypothesis 
This paper presents estimates of a demand 
system that takes explicit account of the ra- 
tional expectations hypothesis in a life cycle 
context. The restrictions from demand theory 
enable the model to be identified despite the 
presence of an unobservable variable. An im- 
portant check on the model is the derivation 
of expenditure elasticites despite the fact that 
the demand system does not have expenditure 
on the right-hand side. The estimates are "sen- 
sible” and lead to rejection of the rational ex- 
pectations hypothesis. Econometrica, Jan. 
1985, 53(1), pp. 31-48. University of Bristol, 
England; McMaster University, Hamilton, On- 
tario. 

Attfield, Clifford L. F. — Homogeneity and En- 
dogeneity in Systems of Demand Equations 
In estimating systems of demand equations, 
one of the right-hand side explanatory varia- 
bles, expenditure, may be endogenous in the 
sense that it is correlated with the equation 
error. If the assumption of homogeneity of de- 




gree zero in prices and nominal income is im- 
posed on the system, it turns out it is still possi- 
ble to estimate the parameters of the system 
even when expenditure is endogenous. The es- 
timation procedure is simple, requiring just 
one additional ordinary least squares regres- 
sion. J. Econometrics, Feb. 1985, 27(2), pp. 
189-209. University of Bristol, England. 

Bouissou, Michel-Benoit; Laffont, Jean-Jac- 
ques and Vuong, Quang H. — Econometric 
du desequilibre sur donnees microeconomi- 
ques (Econometrics of Disequilibrium with 
Microeconomic Data) 

This study supplies a few empirical elements 
for the development of a more disaggregative 
vision of disequilibrium. INSEE collects indi- 
vidual-firm data in its quarterly surveys of busi- 
ness. The authors use these data to distribute 
firms between the four regimes of the theory 
of disequilibrium. A conditional logit model 
combining both microeconomic and macro- 
economic data is then estimated in order to 
explain the intertemporal behavior of this dis- 
tribution Ann. INSEE, July-Dee. 1984, (55/ 
56), pp. 109-51 (French). University of Tou- 
louse 1 and GREMAQ; University of Toulouse 
I and GREMAQ; California Institute of Tech- 
nology. 

Ducos, Gilbert and Laffont, Jean-Jacques — 
Stock et desequilibre: une analyse compara- 
tive et internationale (Inventories and Dis- 
equilibrium; A Comparative International 
Analysis) 

The purpose of this article is to perform a 
test of the equilibrium hypothesis using inter- 
national data on the basis of the equation for 
the evolution of inventories, which derives 
from a macroeconomic disequilibrium model 
with three goods. The likelihood functions cor- 
responding to the two types of stochastic speci- 
fications are first derived. These functions then 
permit formulating a test of the equilibrium 
hypothesis as a test of likelihood ratios. Param- 
eter estimates and tests follow based on 
monthly, quarterly, and semiannual data for 
France, the United States, Canada, and Japan. 
Ann. INSEE, July-Dee. 1984, (55/56), pp. 183- 
202 (French). University of Toulouse and 
GREMAQ. 
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Epstein, Larry G. and Yatchew, Adonis J- — ^The 
Empirical Determination of Technology and 
Elxpectations; A Simplified Procedure 
This paper is a contribution to empirical re- 
search on dynamic factor demand systems 
based on the adjustment cost model of the firm. 
A simplified procedure is described for deriv- 
ing demand and supply functions that are 
amenable to empirical estimation and consis- 
tent with intertemporal expected profit maxi- 
mization and a general expectations formation 
process for future prices. The authors note that 
estimation of a complete system of demand 
and supply functions permits the empirical 
identification of both the firm's technology ond 
expectations formation process. The procedure 
is applied to aggregate annual U.S. manufac- 
turing data for 1947-77, and the consistency 
of the data with the theoretical framework is 
investigated, / Econometrics, Feb. 1985,27(2), 
pp. 235-58. University of Toronto. 

Kramer, Walter, et al — Diagnostic Checking 
in Practice 

Using newly developed statistical software, 
the authors subject some recent empirical 
econometric results to an array of diagnostic 
checks that are supposed to detect errors in 
variables, incorrect functional form, structural 
breaks, or other irregularities in the determin- 
istic part of econometric models. These checks 
include procedures by Jerry A. Hausman, An- 
drew C. Harvey and Patrick Collier, C. 1. Plos- 
ser, G. W. Schwert and H. White, L. R. Godfrey 
and M. R. Wickens, Jessica M. Utts, and others 
that are not yet widely applied in empirical 
work. The major finding is that the models in 
the sample fail many more of these tests than 
can be explained by chance. Co-authors are 
Harold Sonnberger, Johann Mauer, and Peter 
Havlik. Rev. Econ. Statist. Feb. 1985, 67(1), 
pp. 118-23. Institute for Advanced Studies, Vi- 
enna. 

McCaffrey, David P. et al. — Modeling Com- 
plexity; Using Dynamic Simulation to Link 
Regression and Case Studies 
The success or failure of programs typically 
depiend on how numerous variables interact 
over time. Individuals adjust their strategies 
continuously on the basis of prior events. Unin- 


tended consequences abound. And the very 
meaning of success or failure may change over 
time. Yet the studies that command the most 
influence in the policy community are typically 
based on multiple regression, a technique 
whose capacity to capture these complexities 
is sharply limited. Accordingly, findings based 
on regression studies and findings based on the 
study of individual cases commonly conflict. 
Dynamic simulation modeling can serve as a 
methodological bridge between case studies 
and regression-based studies of policy systems. 
The results of some early experiments along 
these lines indicate how the bridge can be fash- 
ioned. Co-authors are David F. Anderson, Paul 
McCoid, and Doa Hoon Kim. /. Policy Anal. 
Manage., Winter 1985, 4(2), pp. 196-216. State 
University of New York, Albany. 

Sickles, Robin C. — A Nonlinear Multivariate 
Error Components Analysis of Technology 
and Specific Factor Productivity Growth 
with an Application to the U.S. Airlines 
This study outlines a nonlinear model of 
technology and specific factor productivity 
growth and uses the model to analyze a new 
panel of 16 domestic carriers in the U.S. airline 
industry over 35 quarters from 19701 to 
1978111. The author outlines mapping proce- 
dures that allow construction of the production 
surfaces implied by the translog cost function 
used in the analysis. This study appears to be 
the first to estimate such a general nonlinear 
multivariate error components model using 
full-information maximum likelihood./. Econo- 
metrics Jan, 1985, 27(1), pp. 61-78. University 
of Pennsylvania, Philadelphia. 

Stapleton, David C. — Errors-in- Variables in 
Demand Systems 

The rejection of symmetry and other restric- 
tions in demand systems may be due to mea- 
surement errors in the exogenous variables. It 
is shown that symmetry conditions can be used 
to identify and consistently estimate a lineai 
model’s parameters when measurement erroi 
exists. Several identification rules are derived 
and estimation of identified models is consid 
ered. Results are applied to estimation of thi 
“Almost Ideal Demand System” (AIDS) for th 
United Kingdom. /. Econometrics, Dec. 198^ 
26(3), pp. 255-70. Dartmouth College. 



Selected Abstracts 


1595 


213 Mathematicsl Methods and Models 

G)well, Frank A.— Measures of Distributional 
Change: An Axiomatic Approach 
Income mobility and horizontal inequity are 
two common examples of the phenomenon of 
“distributional change”; the transformation of 
an “old” distribution vector into a "new" distri- 
bution vector. An attempt is made to supple- 
ment the sundry ad hoc methods of measuring 
this change with a system of axioms that might 
command support as general principles of 
measurement. Variants on the axiom system 
are examined and the associated class of mea- 
sures is derived. Rev. Econ Stud., Jan. 1985, 
52(1), pp. 135—51. London School of Econom- 
ics. 

Feldman, Mark and Cilles, Christian — An Ex- 
pository Note on Individual Risk without Ag- 
gregate Uncertainty 

In economies where agents bear some risk, 
the analysis would often be facilitated by the 
assumption that the risks are independent and 
identically distributed and disappear in the ag- 
gregate. A formal appeal to the law of large 
numbers requires the consideration of a se- 
quence of finite economies. In an economy 
with a continuum of agents, there are counta- 
ble families of sets for which it is impossible 
for a law of large numbers to be valid. With 
countably many agents and a finitely additive 
measure, independence is compatible with the 
law of large numbers. J. Eicon. Theory, Feb. 
1985, 35(1), pp. 26-32. University of California, 
Santa Barbara. 

Giavazzi, Francesco and Wyplosz, Charles — 
The Zero Root Problem: A Note on the Dy- 
namic Determination of the Stationary Equi- 
librium in Linear Models 
Singularity of the transition matrix in differ- 
ential equation systems implies indeterminacy 
of the stationary equilibrium. The authors 
show that this indeterminacy is only apparent, 
and they provide the unique solution. There 
are many examples of, and good theoretical 
reasons for, singular transition matrices. The 
main result is that, when stability conditions 
ate satisfied, the resulting stationary equilib- 
rium will depend upon the initial conditions 
and the parameters describing the speed of 


adjustment. Rev. Econ. Stud., Apr. 1985, 52(2). 
pp. 353-57. University of Venice; INSEIAD, 
Fontainebleau, France. 

Judd, Kenneth L. — ^The Law of Large Num- 
bers with a Continuum of IID Random Vari- 
ables 

There are two problems with the conunon 
argument that a continuum of independent 
and identically distributed random variables 
sum to a nonrandom quantity in “large econo- 
mies.” First, it may be unintelligible in that 
it may call for the measure of a nonmeasurable 
set. However, there is a probability measure, 
consistent with the finite-dimensional distribu- 
tions, that assigns zero measure to the set of 
realizations having that difficulty. A second dif- 
ficulty is that the “law of large numbers” may 
not hold even when there is no measurability 
problem./ Econ. Theory, Feb. 1985, 35(1), pp. 
19-25. Northwestern University, Evanston, Il- 
linois. 

Ursprung, Heinrich W. — Schumpeterian En- 
trepreneurs and Catastrophe Theory or a 
New Chapter to the Foundations of Eco- 
nomic Analysis 

This paper has two principal objectives. The 
first is to show that elementary catastrophe 
theory can be interpreted as a natural general- 
ization of orthodox comparative-static analysis 
in the sense of Paul A. Samuelson’s Founda- 
tions of Economic Analysis. The most impor- 
tant aspect of this new mathematical method 
is that it gives rise to a new style of modeling 
economic phenomena. The second objective 
is to demonstrate that catastrophe theory can 
be used to model some aspects of Joseph A. 
Schumpeter’s theory of economic develop- 
ment. For this purpose the author presents 
three catastrophe models that exhibit some of 
the crucial features of Schumpeter's theory. 
Z. Nationalokon., Supp. 1984, 44(4), pp. 39- 
69. Victoria University of Wellington, New 
Zealand. 

220 Economic and Sociai, Statisticai. Data 

AND Analysis 

221 National Income Accounting 

Carter, Michael — Issues in the Hidden Econ- 
omy — A Survey 
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This paper discusses a number of questions 
concerning the so-called hidden economy. 
What is the hidden economy? How big is it? 
Is it really growing? Does it matter? What 
should we do about it? The paper is not an 
exhaustive survey of the literature on the hid- 
den economy. Its objective is more modest — 
namely, to present an overview of the state 
of research, identify the major themes and is- 
sues, and provide a framework for further 
work. Econ. Rec., Sept. 1984, 60(170), pp. 209- 
21. Australian National University, Canberra. 

Eisner, Robert — The Total Incomes System of 

Accounts 

This article presents a set of accounts of in- 
come and product and of associated capital 
stocks for the United States, in current and 
constant dollars, for selected years 1946-81. 
The accounts, which differ in several major re- 
spects from the national income and product 
account of the Bureau of Economic Analysis, 
include income corresponding to all consump- 
tion and capital accumulation, whether market 
or nonmarket and regardless of the sector in 
which it is produced. The article describes the 
structure of the accounts and presents substan- 
tive highlights. A forthcoming book-length re- 
port will include a detailed statement of 
sources and methods. Surv. Curr. Bus., Jan. 
1985, 65(1), pp. 24-48. Northwestern Univer- 
sity, Evanston, Illinois. 

de Leeuw, Frank — Conflicting Measures of Pri- 
vate Saving 

This article assesses the reliability of the two 
approaches used to measure the flow of private 
saving in the United States: the “income-less- 
Dutlays" approach and the “change-in-assets" 
ipproach. An important finding is that unre- 
corded international capital transactions prob- 
ably account for much of the difference in re- 
sults between the two approaches. This finding 
implies that the change-in-assets approach is 
suspect. The article concludes that the income- 
ess-outlays approach is more reliable in track- 
ing recent changes in private saving. Surv. 
Ourr. Bus., Nov. 1984, 64(11), pp. 17-23. Bu- 
■eau of Economic Analysis, Washington, D.C. 

>eskin, Eugene P. and Sullivan, David F. — Re- 
vised Estimates of New Plant and Equip- 


ment Expenditures in the United States, 
1947-83 

This article presents revised estimates of 
new plant and equipment (P&E) expenditures 
in the United States compiled from the quar- 
terly P&E survey conducted by the Bureau 
of Economic Analysis. The revision introduces 
“benchmarks" (universe estimates for each in- 
dustry from a variety of sources) for 1977 and 
retabulates the survey sample data for 1977 
and later years. The revision also incorporates 
definitional revisions and recalculation of sea- 
sonal factors, bias-adjustment factors, and price 
deflators. Three technical notes describe the 
P&E survey, summarize the revision method- 
ology, and compare the P&E series with the 
nonresidential fixed investment component of 
GNP. Surv. Curr. Bus., Feb. 1985, 65(2), pp. 
16-47. Bureau of Economic Analysis, Washing- 
ton, D.C. 

224 National Wealth and Balance Sheets 

Piggott, John — ^The Distribution of Wealth in 
Australia — A Survey 

This paper surveys and analyzes the availa- 
ble evidence on the distribution of wealth in 
Australia. It is argued that the cross-section dis- 
tribution of personal wealth reveals considera- 
ble concentration in the top tail, with the top 
1 percent of adult individuals holding around 
25 percent of private wealth. Although the 
proportion of wealth held by the top 1 percent 
of adult individuals has decreased sharply since 
World War I, the second to tenth percentiles 
have almost the same proportion in the 1960s 
and 1970s as in 1915. Earn. Rec.. Sept. 1984, 
66(170), pp. 252-65. Australian National Uni- 
versity, Canberra. 

300 Domestic Monetary and Fiscal 
Theory and Institutions 

310 Domestic Monetaby and Financial 
Theoby and Institutions 

Eken, Sena — Integration of Domestic and In- 
ternational Financial Markets: The Japanese 
Experience 

The paper traces the evolution of Japan’s fi- 
nancial system, first focusing on institutional 
changes in domestic markets and then on liber- 
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alization of international capital flows. It de- 
scribes forces affecting the pace and direction 
of changes and discusses the influence of these 
changes on the domestic financial system, the 
internationalization of the yen, Japan’s role as 
a migor financial center, and the yen exchange 
rate. The paper concludes that further liberali- 
zation of domestic financial markets can be ex- 
pected in response to market forces and policy 
objectives of enhancing Japan’s role as a major 
capital center and promoting internationaliza- 
tion of the yen. Int. Monet. Fund Staff Pap., 
Sept. 1984, 37(3), pp. 499-548. International 
Monetary Fund, Washington, D.C. 

311 Domestic Monetary and Financial Theory and 
Policy 

Ahking, Francis W. — A Time Series Analysis 
of the Relationship between Income Veloc- 
ity of Money and the Quantity of Money 
This paper examines the time-series relation- 
ship between income velocity of money and 
the quantity of money using postwar quarterly 
data from five EEC countries, A significant 
negative contemporaneous correlation be- 
tween changes in the quantity of money and 
changes in the income velocity of money for 
all five countries was found. The two- to three- 
year transition periods are longer than those 
obtained by J. J. Gould, M, H. Miller, C. R. 
Nelson, and C. W. Upton. The results are con- 
sistent with Irving Fisher's view that changes 
in the quantity of money and changes in the 
income velocity of money are uncorrelated in 
the long run. Quart. ]. Bus. Econ., Autumn 
1984, 23(4), pp. 3-12. University of Connecti- 
cut, Storrs. 

Artis, M. J. and Lewis, M. K. — How Unstable 
Is the Demand for Money in the United 
Kingdom? 

F. W. Paish and J. C. R. Dow established 
the form of a long-run demand for money in 
the United Kingdom in their evidence to the 
Radcliffe Committee in 1 958. In this note their 
original specification is estimated on revised 
data for the period 1920-57 and then projected 
to 1981. With the exception of 1973-76, the 
pi(Pjection fits the data well. A disequilibrium 
explanation for the aberrant observations is 
suggested. Economica, Nov, 1984, 51 (204), pp. 


473-76. University of Manchester; University 
of Adelaide. 

Batts, John and Dowling, J. M. — The Stability 
of the Demand-for-Money Function in the 
United Kingdom: 1880-1975 
The temporal stability of the demand-for- 
money function in the United Kingdom is ex- 
amined using a number of tests for structural 
change. These tests include the Cooley-Pres- 
cott test, the squares test, the Chow test, and 
the R. E. Quandt likelihood ratio. The results 
of the study are mixed. The authors note that 
the Cooley-Prescott test app>ears to be sensi- 
tive to specification of the variance-covariance 
matrix. Quart. Rev. Econ. Bus., Autumn 1984, 
24(3), pp. 37-48. University of Colorado, 
Boulder; Asian Development Bank. 

Boschen, John F. — Employment and Output 
Effects of Observed and Unobserved Mone- 
tary Growth 

This paper contains an empirical analysis of 
the business cycle effects of contemporane- 
ously observed and unobserved money growth. 
The empirical tests are conducted without 
maintained hypotheses about other sources of 
monetary nonneutrality and with additional 
data on observed and unobserved money 
growth. The tests show that both unobserved 
and observed money growth have significant, 
positive effects on output and employment. 
Howp'’er, comparison of the effects of unob- 
served and observed money growth indicates 
no support for the view that monetary nonneu- 
trality due to incomplete information existed 
in the post-Korean War U.S. economy. J. 
Money, Credit, Banking, May 1985, 17(2), pp. 
153-63. Tulane University. 

Chan, Yuk-Shee and Kanatas, George — Asy- 
metric Valuations and the Hole of Collateral 
in Loan Agreements 

The authors show that collateral allows loan 
contracting by borrowers and lenders having 
differing valuations of the payoffs of a project. 
When the two parties possess the same infor- 
mation but have divergent opinions or beliefs, 
collateral functions as an observable variable 
upon whose value both borrower and lender 
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can agree and base the loan contract. If the 
different valuations have an informational as- 
ymmetry as their origin, then collateral serves 
to indirectly convey information between the 
two transactors; that is, collateral has a signal- 
ing role./ Money, Credit, Banking, Feb. 1985, 
1 7(1), pp. 84-95. Northwestern University, Ev- 
anston. 

Demery, D. and Duck, N. W. — Inventories and 
Monetary Growth in the Business Cycle: 
Some Theoretical Considerations and Em- 
pirical Results for the U.K. 

The paper develops a model of an economy 
characterized by rational expectations, com- 
petitive equilibrium, and imperfect informa- 
tion in which firms meet demand out of pro- 
duction and inventories. The response of 
inventories to monetary growth can both ac- 
count for monetary shocks having long-lasting 
effects on real output and provide a mecha- 
nism by which anticipated monetary growth 
can affect real output. The paper provides 
some empirical evidence, using U.K. data, that 
monetary surprises influences inventory hold- 
ings but finds little evidence that anticipated 
monetary growth does. Manchester Sch. Econ. 
Soc. Stud., Dec. 1984, 52(4), pp. 36S-79. Uni- 
versity of Bristol. 

Edwards, Sebastian — Money, the Rate of De- 
valuation, and Interest Rates in a Semiopen 
Economy: Colombia, 1968-82 
In this paper an empirical model for analyz- 
ing the behavior of nominal interest rates in 
a semiopen economy is developed. The model 
incorporates both the role of open-economy 
factors and domestic monetary conditions in 
explaining interest rate movements. The 
model is tested using quarterly data for Colom- 
bia. The results obtained indicate that world 
interest rates, the rate of devaluation, and do- 
mestic monetary conditions have affected do- 
mestic nominal interest rates in Colombia. The 
results also indicate that unanticipated in- 
creases in the nominal quantity of money have 
exercised a negative effect on nominal interest 
rates in Colombia. /. Money, Credit, Banking, 
Feb. 1985, 17(1), pp. 59-68. University of Cali- 
fornia, Los Angeles, and National Bureau of 
Economic Research. 


Evans, Paul — Money, Output and Goodhart’s 
Law: The U.S. Experience 
According to Goodhart’s Law, tightening 
monetary control loosens the relationship be- 
tween money and what the monetary authori- 
ties care about. Therefore, tightening mone- 
tary control can actually destabilize output if 
Goodhart’s Law holds and the money-output 
relationship loosens enough. This paper pre- 
sents evidence that Goodhart’s Law has held 
in the United States during the postwar period. 
Although tighter monetary control has appar- 
ently loosened the money-output relationship, 
it has also on net tended to stabilize output. 
Rev. Econ. Statist., Feb. 1985, 67(1), pp, 1-8. 
University of Houston. 

Fackler, James S. — An Empirical Analysis of 
the Markets for Goods, Money, and Credit 
Two five-variable, three-market models of 
the economy are formulated and estimated in 
this paper. Variables included in each model 
are real GNP, the GNP deflator, Ml, the quan- 
tity of credit, and an interest rate. Using vector 
autoregression techniques, it is argued that the 
interest rate provides the primary link be- 
tween the real and financial sectors. However, 
the role played by the credit aggregate is sensi- 
tive to whether a short- or long-term interest 
rate is included in the analysis. /. Money, 
Credit, Banking, Feb. 1985, 17(1), pp, 28-42. 
University of Kentucky, Lexington. 

Fama, Eugene F. — The Information in the 
Term Structure 

This paper presents a regression approach 
to measuring the information in forward inter- 
est rates about time varying premiums and fu- 
ture spot interest rates. Like earlier work, the 
regressions identify variation in the expected 
premiums on longer-maturity Treasury bills. 
The more novel evidence concerns the fore- 
casts of future spot rates in forward rates. The 
regressions provide evidence that the one- 
month forward rate has power to predict the 
spot rate one month ahead. During periods 
preceding 1974, forward rates have reliable 
forecast power for one-month spot rates up 
to five months in the future. /. Finan. Econ., 
Dec. 1984, /3(4), pp. 509-28. University of 
Chicago. 
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Fischer, Stanley— Supply Shocks, Wage Sticki- 
ness, and Accommodation 
This paper analyzes the conditions under 
which a supply shock will result in recession 
and the potential for monetary policy to oflFset 
the fall in output. The basic result is that a 
pure supply shock need not result in a reces- 
sion if the money stock is held constant. Aggre- 
gate demand eflFects associated with the supply 
shock may cause a recession, as also may real 
wage resistance by workers. The choice of pol- 
icy response to the supply shock then turns 
on the same basic issues as countercyclical pol- 
icy in general, particularly the relative costs 
of inflation and unemployment. / Money, 
Credit, Banking, Feb. 1985, 17(1), pp. 1-15. 
Massachusetts Institute of Technology and Na- 
tional Bureau of Economic Research. 

Freeman, Scott — Transactions Costs and the 
Optimal Quantity of Money 
This paper models a physical envirorunent 
in which agents rationally choose to hold both 
fiat money and higher return capital. This oc- 
curs because information barriers permit bona 
fide capital to be distinguished from bogus ti- 
tles to capital and bogus lOUs only at a cost. 
One implication is that the holding period for 
capital is greater than that for fiat money. The 
information barriers also limit the government 
interventions that are feasible and, in so doing, 
overturn standard notions concerning the opti- 
mal quantity of money. / Polit Econ., Feb. 
1985, 93(1), pp. 146-57. Boston College, Chest- 
nut Hill. 

Hamermesh, Daniel S. and Johannes, James 
M. — Food Stamps as Money: The Macroeco- 
nomics of a Transfer Program 
This study asks at what rate food stamps are 
substitutable for what is usually considered 
money. The results, based on estimates for 
1959-81, suggest that food stamps are substi- 
tutable for Ml on a one-for-one basis, and a 
revised money supply series including “Food 
Stamp Money” is included. Together with 
other esimates showing that marginal propen- 
sity to consume out of food stamps is higher 
than that out of ordinary income, the results 
suggest that the food stamp program is an auto- 
matic fiscal and monetary stabilizer; under its 


provisions, both the money stock and disposa- 
ble income are increased during a recession. 
/. Polit. Econ., Feb. 1985, 93(1), pp. 205-13. 
Michigan State University, East Lansing, and 
National Bureau of Economic Research; Uni- 
versity of Wisconsin, Madison. 

Hdmgren, Lars — Regulatory Monetary Policy 
and Uncontrolled Financial Intermediaries 
This paper analyzes the efficacy of a common 
regulatory monetary pwlicy instrument, the li- 
quidity ratio, which forces banks to hold a cer- 
tain fraction of their earning assets in bonds 
and reserves. The framework is a general equi- 
librium portfolio model, where the regulated 
banks can use active liability management. It 
is shown that the liquidity ratio affects the level 
of interest rates, but that the effect on the 
money stock is uncertain and even likely to 
be perverse in the sense that a higher ratio 
may lead to a monetary expansion. /. Money, 
Credit, Banking, May 1985, 17(2), pp. 203-19. 
Stockholm School of Economics. 

Hosek, William R. and Zahn, Frank — A Com- 
parison of Aggregate Measures of the Real 
Rate of Interest and the Real Rate of Return 
on Capital 

This article presents the results of research 
that compares an estimate of the real rate of 
return on capital with estimates of the real rate 
of interest that are calculated using the I. 
Fisher equation. Estimates are based on quar- 
terl> data from 1954:1 to 1981;IV. The objec- 
tive is to evaluate the equivalence of the two 
real rates. The authors' results indicate that 
although the two real rates have similar prop- 
erties, they are sufficiently different, so that 
full information about adjustments between 
capital and financial assets markets requires 
the use of both. Quart. Rev. Econ. Bus., Au- 
tumn 1984, 24(3), pp. 58-71. University of Ne- 
braska, Omaha. 

Huang, Roger D. — Tests of Variance Bounds 
Implied by Cagan’s Hyperinflation Model 
The paper characterizes and tests the basic 
notions of variability during a hyperinflation 
in the context of P. Cagan’s money demand 
model. The implied variability of the model 
with respect to both the expected growth rates 
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as well as actual realizations of the underlying 
variables are studied. Using data from the Ger- 
man hyperinflation of 1921-23, support for the 
various characterizations of volatility are ob- 
tained. Int. Econ. Rev., Oct. 1984, 25(3), pp. 
545-61. University of Florida, Gainesville. 

Klovland, Jan Tore — ^Tax Evasion and the De- 
mand for Currency in Norway and Sweden. 
Is There a Hidden Relationship? 

Variables associated with the level of hidden 
economic activity are examined in terms of 
their effects on the demand for currency in 
Norway and Sweden. Aggregate time series of 
marginal tax rates are compiled. No such ef- 
fects are evident for Norway; in the case of 
Sweden the demand for currency was found 
to be significantly related to marginal tax rates. 
These estimates are used as a basis for deriving 
an estimate of the size of the hidden economy 
in Sweden. Subsequent analysis of the assump- 
tions shows that the uncertainty involved in 
applying the currency approach is so great as 
to make it hazardous to rely on such estimates. 
Scand. J. Econ., 1984, 86(4), pp. 423-39. Nor- 
wegian School of Economics and Business Ad- 
ministration, Bergen. 

Litteiman, Robert B. and Weiss, Laurence 
M. — Money, Real Interest Rates, and Out- 
put; A Reinterpretation of Postwar U S. Data 
This paper reexamines U.S. postwar data to 
investigate whether the observed comove- 
ments between money, interest rates, inflation, 
and output are compatible with the money to 
real interest to output links suggested by exist- 
ing monetary theories of the business cycle. 
The authors find these theories incompatible 
with the data and, given these results, they 
propose an alternative structural model that 
can account for the major dynamic interactions 
among the variables. This model has two cen- 
tral features; (1) output is unaffected by the 
money supply, and (2) the money supply pro- 
cess is influenced by policies designed to 
achieve short-run price stability, Ecometrica, 

3an. W- 

Bank of Minneapolis; University of Chicago. 

Marini, (^aocarlo— Intertemporal Substitution 
and die Role of Monetary Policy 


This paper shows that active monetary pol- 
icy has real effects in intertemporal substitu- 
tion models d la R. J. Barro even when the 
government has an information disadvantage 
compared to the private sector. In this class 
of models stabilization policy is both feasible 
and desirable. In particular, it is shown that 
expected squared deviations of current real 
output from its full information level can be 
minimized by “purely conditional" monetary 
growth rules that imply zero "long-run” ex- 
pected inflation. Econ. }., Mar. 1985, 95(377), 
pp. 87-100. London School of Economics. 

McGee, Robert T. and Stasiak, Richard T. — 

Does Anticipated Monetary Policy Matter? 

Another Look 

This paper develops an alternative to previ- 
ous procedures for testing the Lucas-Sargent- 
Wallace policy ineffectiveness proposition. The 
autoregressive representation of growth rates 
in real GNP, the GNP deflator, and the MJ 
money supply is used to test several additional 
hypotheses about relationships between the 
real and nominal sectors. The results reject 
short-run neutrality of output with respect to 
anticipated inflation and money growth. Long- 
run neutrality cannot be rejected. J. Money, 
Credit, Banking, Feb. 1985, 17(1), pp. 16-27. 
Federal Reserve Bank of New York; Florida 
State University, Tallahassee. 

Silvia, John E. — Monetary Indicators of Eco- 
nomic Activity 

This article provides evidence that while 
monetary aggregates appear superior to inter- 
est rates in their ability to track nominal GNP, 
there is no clear choice between the monetary 
aggregates themselves. The evidence derived 
from in-sample estimates shows that the best 
relative performance is associated with Ml, 
but M2 and the monetary base perform almost 
as well. A test for informativeness suggests a 
simultaneous-equation bias problem for inter- 
est rates.The lowest out-of-sample forecast er- 
tot is associated with Ml, the monetary base, 
and then M2, in that ordei. The a^grejates 
offer superior torecastmjpet^oravwvcfctelative 
to credit and interest rate measures. Eastern 
Econ. J., Jan.-Mar. 1984, 10(1), pp. 15-2^ 
Kemper Fiiumcial Services. Chicago. 
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Sorensen, Peter Birch — Countercyclical versus 
Passive Monetary Policy in a Medium-run 
Macro Model 

A macro model of an inflationary economy 
incorporating the government budget con- 
straint is set up to analyze two alternative mon- 
etary policy regimes: a passive monetarist pol- 
icy and an active countercyclical policy. It is 
found that the monetarist policy is potentially 
unstable, especially when “monetarist” param- 
eter values prevail, whereas the local stability 
of full-employment equilibrium can always be 
ensured by choosing an appropriate counter- 
cyclical feedback rule for the monetary growth 
rate. Scand. J. Econ., 1984, 86(4), pp. 452-67. 
Royal Veterinary and Agricultural University, 
Copenhagen. 

Spindt, Paul A. — Money Is What Money Does; 
Monetary Aggregation and the Equation of 
Exchange 

This paper develops a method for distilling 
the transactions role of the array of monetary 
assets available to the public into a single ag- 
gregate measure of eflFective transactions bal- 
ances. The result is a monetary quantity index 
number, designated Mg, which corresponds 
closely with the monetary aggregate contem- 
plated in the equation of exchange, MV — PQ. 
In general, Mq and the conventional aggre- 
gage Ml exhibit strikingly similar behavior. 
However, during episodes when the behavior 
of Ml is “abnormal” relative to income and 
interest rates, Mq behaves differently from Ml. 
During these periods, anomalies in the behav- 
ior of Mq are not detectable. ]■ Polit. Econ., 
Feb. 1985, 93(1), pp. 175-204. Board of Gover- 
nors, Federal Reserve System, Washington, 
DC. 

Thornton, Daniel L. and Batten, Dallas S. — 
Lag-Length Selection and Tests of Granger 
Causality between Money and Income 
This paper investigates the Granger-causal 
ordering between money and income and, in 
contrast to previous studies, examines the sen- 
sitivity of this ordering to model specification. 
Results suggest bidirectional causality between 
Ml' M2, and the non- A#/ components of M2 
and nominal income. On the other hand, gen- 
eral support for unidirectional causality from 


the adjusted monetary base to income is found. 
Furthermore, it appears that neither the arbi- 
trary specification of lag structures nor the use 
of model specification criteria is suflScient to 
ensure that the causal orderings are not criti- 
cally dependent on the fortuitous specification 
of the lag structure. /. Money, Credit, Banking, 
May 1985, 17(2), pp. 164-78. Federal Reserve 
Bank of St. Louis. 

312 Commercial Banking 

Cable, John R. — Capital Market Information 
and Industrial Performance: The Role of 
West German Banks 

The paper outlines the close relationship be- 
tween banks and the manufacturing industry 
in West Germany. Theoretical links that may 
be expected between bank participation and 
corporate profitability center on internal capi- 
tal market effects, but also raise familiar mar- 
ket power versus efficiency trade-offs. Empiri- 
cal estimates for a sample of 48 leading 
companies show a significant positive relation- 
ship between profitability and bank involve- 
ment. Policy implications are considered with 
respect to both the proposal to adopt German- 
style industrial finance in Britain and the con- 
tinuing German policy debate over measures 
to circumscribe bank activities. Econ. J., Mar. 
1985, 95(377), pp. 118-32. University of War- 
wick and Loughborough University. 

Hancock, Diana — Bank Profitability, Interest 
Rates, and Monetary Policy 
The effect of interest rates and other compo- 
nents of monetary and regulatory policy on 
bank profits and the return to capital is exam- 
ined. Given endogeneity of outputs, and the 
problem of distinguishing outputs and inputs, 
the variable profit function rather than the cost 
function is applied. Economic financial state- 
ments are develojjed to construct bank profits 
and capital. Elstimation for 18 New York-New 
Jersey banks for 1973-78 indicates that profits 
increase with interest rates. The response of 
profits to loans and deposit interest rates dif- 
fers, leading to the rejection of the spread, ox 
interest rate differentia], as an explanatory var- 
iable. / Money, Ovdtt, Saniing, May 1985, 
17(2), pp. 189-202. University of Santa Qara. 

California. 
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Koppenhaver, G. D. — Bank Funding Risks, 
Risk Aversion, and the Choice of Futures 
Hedging Instrument 

This article presents a firm-theoretic model 
of bank behavior with financial futures. Assum- 
ing the bank is uncertain about cash CD inter- 
est rates and the quantity of CDs it needs in 
the future, expressions for the optimal futures 
hedge are derived under constant absolute and 
constant relative risk aversion. The perfor- 
mance of these two strategies is estimated from 
1981-83 using either the recently developed 
CD futures contract or the T-bill futures con- 
tract. The analysis indicates that the CD fu- 
tures market can serve a hedging purpose that 
is not served by the previously established T- 
bill futures market. J. Finance, Mar. 1985, 
40(1), pp. 241-55. Federal Reserve Bank of 
Chicago. 

Smirlock, Michael — Evidence on the (Non) Re- 
lationship between Concentration and Prof- 
itability in Banking 

Most bank researchers and regulators have 
accepted the concentration-collusion doctrine, 
which asserts that market concentration leads 
to collusion and the earning of monopoly rents, 
as describing bank markets. The evidence to 
support this position, however, is inconclusive. 
This study finds that after controlling for mar- 
ket share, there is no discernible relationship 
between concentration and profitability. This 
result is viewed as supporting the efficient 
structure hypothesis (Harold Demsetz, 1974), 
which asserts that concentrated markets are 
characterized by competition, and not collu- 
sion, among firms of differential efificiency. The 
evidence suggests that collusion does not char- 
acterize concentrated banking markets. / 
Money, Credit, Banking, Feb, 1985, 77(1), pp. 
69-83. University of Pennsylvania. 

Wu, Hsiu-Kwang and Cheng, David C. — The 
Effects of Loan and Bank Characteristics on 
Bank Loan Criticisms Accuracy; A Multivari- 
ate Logit Analysis 

This study investigates the effects of certain 
bank and loan characteristics on the accuracy 
of bank examiners' criticisms by using a multi- 
variate logit analysis. Based on a random sam- 
ple of 1975 charged-off loans from 164 national 


banks, examiner accuracy was found to be af- 
fected by bank size, size of borrower, age of 
business, maturity of loan, collateral status, and 
by special characteristics and past irregularities 
of the loan. Quart. }. Bus. Econ., Summer 1984, 
23(3), pp. 3-17. University of Alabama, Univer- 
sity. 

313 Capital Markets 

Admati, Anat R. and Boss, Stephen A. — Mea- 
suring Investment Performance in a Ra- 
tional Expectations Equilibrium Model 
In this paper the authors study the problem 
of measuring investment performance when 
superior performance is identified with supe- 
rior information. They do this in the context 
of a full equilibrium model of securities mar- 
kets, in which agents have diverse and asym- 
metric private information and behave opti- 
mally. It is shown that the traditional risk- 
return measures are inappropriate in this 
context, and alternative statistical procedures 
for making valid performance inferences are 
developed. / Bus., Jan. 1985, 58(1), pp. 1-26. 
Stanford University; Yale University. 

Best, Michael J. and Grauer, Robert R. — Capi- 
tal Asset Pricing Compatible with Observed 
Market Value Weights 
The paper shows that the set of expected 
return vectors for which an observed portfolio 
is mean variance efficient is a two-parameter 
family and identifies ten ways to specify the 
time series behavior of the two parameters. 
The results highlight a number of inconsisten- 
cies involved in mean variance modeling. 
Moreover, the empirical work shows that many 
of the time series of mean vectors estimated 
from this framework are quite different from 
the constant mean vector envisioned in tests 
of the Capital Asset Pricing Model. J. Finance 
Mar. 1985, 40(1), pp. 85-103. University of Wa 
terloo, Ontario; Simon Fraser University, Bur 
naby, B.C. 

Brauer, Greggory A. — ‘Open-ending’ Closec 
End Funds 

Open-ending a closed-end fund forces th 
price of the fund’s shares to their net ass< 
value. Open-ending behavior is shown to co 
respond in predictable ways to the incenti\ 
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to open-end and to potential resistance to 
open-ending. Moreover, closed-end fund share 
prices begin to generate statistically significant 
positive abnormal returns well in advance of 
the formal announcement of the open-ending. 
Although a small part of the total abnormal 
return is not entirely exhausted until after the 
announcement, such market price perfor- 
mance is broadly consistent with a semi-strong 
form-efficient market. J. Finan. Ecan., Dec. 
1984, 73(4), pp. 491-507. University of Iowa, 
Iowa City. 

Chang, Eric C. — Returns to Speculators and 
the Theory of Normal Backwardation 
A nonparametric statistical procedure is em- 
ployed to examine the existence of a positive 
profit to speculators in wheat, corn, and soy- 
beans futures markets. The author finds that 
the theory of normal backwardation is sup- 
ported. Moreover, the presence of the risk pre- 
miums to speculators tends to be more promi- 
nent in recent years than in earlier years. He 
also finds that large wheat speculators as a 
whole possessed some superior forecasting 
ability. The evidence is inconsistent with the 
hypothesis that commodity futures prices are 
unbiased estimates of the corresponding future 
spot prices. J. Finance, Mar. 1985, 40(1), pp. 
193-208. University of Iowa, Iowa City. 

Chen, Son-Nan and Lee, C. F. — On The Mea- 
surement Errors and Ranking of Three Al- 
ternative Composite Performance Measures 
The measurement errors on both market 
rates of return and the return on the mini- 
mum-variance, zero-beta portfolio have been 
shown to have a significant impact on the esti- 
mates of alpha and systematic risk. As a result, 
they can lead to inconsistent ranking of perfor- 
mance evaluation. More important, the pres- 
ent study leads to a very important result that 
sets conditions of determining whether 
Sharpe’s or Treynor’s measure should be used 
for performance evaluation. Quart. Rev. Econ. 
Bus., Autumn 1984, 24(3), pp. 6-17. University 
of Maryland, College Park; University of Illi- 
nois, Urbana-Champaign. 

Cluff, George S. and Famham, Paul G. — Stan- 
dard & Poor’s vs, Moody’s: Which City Char- 


V tv, • 'r.’f : 


acteristics Influence Municipal Bond Rat- 
ings? 

This study analyzes the categories of infor- 
mation said to be used by Standard & Poor’s 
Corporation and Moody’s Investors Service, 
Inc., to determine a municipal bond rating. 
A data set larger and containing more diverse 
municipal characteristics than the data sets 
used in previous research has been developed 
for this study. The major conclusion of the re- 
search is that different sets of factors do appear 
to be used by the two agencies to develop a 
bond rating. Furthermore, Standard & Poor’s 
ratings tend to be higher than Moody’s. Quart. 
Rev. Eicon. Bus., Autumn 1984, 24(3), pp. 72- 
94. Georgia State University, Atlanta. 

Cox, John C.; Ingersoll, Jonathan E., Jr., and 
Ross, Stephen A. — An Intertemporal Gen- 
eral Equilibrium Model of Asset Prices 
This paper develops a continuous-time gen- 
eral-equilibrium model of a simple but com- 
plete economy and uses it to examine the be- 
havior of asset prices. In this model, asset prices 
and their stochastic properties are determined 
endogenously. One principal result is a partial 
differential equation, which asset prices must 
satisfy. The solution of this equation gives the 
equilibrium price of any asset in terms of the 
underlying real variables in the economy. Eco- 
nometrica. Mar. 1985, 53(2), pp. 363-84. Mas- 
sachusetts Institute of Technology; Yale Uni- 
versity; Yale University. 

Cox, John C.; Ingersoll, Jonathan E., Jr., and 
Ross, Stephen A. — A Theory of the Term 
Structure of Interest Rates 
This paper uses an intertemporal general- 
equilibrium asset-pricing model to study the 
term structure of interest rates. In this model, 
anticipations, risk aversion, investment alter- 
natives, and preferences about the timing of 
consumption all play a role in determining 
bond prices. Many of the factors traditionally 
mentioned as influencing the term structure 
are thus included in a way that is fully consis- 
tent with maximizing behavior and rational ex- 
pectations. The model leads to specific formu- 
las for bond prices that are well sxnted for 
empirical testing. Econometrica, Mar. 1985, 
53(2), pp. 385-407. Massachusetts Institute of 
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Technology; Yale University; Yale Univer- 
sity. 

Davidson, Wallace N., Ill; Chandy, P. R. and 
Walker, Mike — The Stock Market Effects of 
Airline Deregulation 

The purpose of this study is to thoroughly 
analyze the impact of the passage of the Airline 
Deregulation Act of 1978 on the security re- 
turns in the airline industry. This study demon- 
strates that the stock market fully anticipated 
the impact of deregulation on the airline indus- 
try. Since deregulation had worked to the ben- 
efit of consumers, it caused negative stock re- 
turns and a windfall loss to the industry’s 
shareholders. The systematic risk of the airlines 
shifted for about one-third of the companies 
in the sample. Quart. ]. Bus. Econ., Autumn 

1984, 23(4), pp. 31-45. North Texas State Uni- 
versity, Denton, 

Flddy, Albert and Seifert, Bruce — Inflation, the 
Fisher Hypothesis, and Long Term Bonds 
Using U.S. bond data from 1968 to 1981 and 
various proxies for the expected rate of infla- 
tion, this study fails to svipport the Fisher hy- 
pothesis but does support the Roll-Geske hy- 
pothesis that returns on assets vary inversely 
with changes in the expected rate of inflation. 
Supplementary data on German bonds also 
support the findings. Financial Rev., Feb. 

1985, 20(1), pp. 21-35. Loyola College, Balti- 
more; Old Dominion University, Norfolk. 

Errunza, Vihang and Losq, Etienne — interna- 
tional Asset Pricing under Mild Segmenta- 
tion: Theory and Test 

This paper conducts a theoretical and empir- 
ical investigation of the pricing (and portfolio) 
implications of investment barriers in the con- 
text of international capital markets. The pos- 
tulated market structure — labeled “mildly seg- 
mented’’ — leads to the existence of “super” 
risk-premia for a subset of securities and to a 
breakdown of the standard separation result. 
The empirical study uses an extended data 
base including LDC markets and provides ten- 
tative support for the mild segmentation hy- 
pothesis./ Finance, Mar. 1985, 40(1), pp. 105- 
24. McGill University, Montreal; McGill Uni- 
versity and E.S.S.E.C., Cercy Pointoise Cedex, 
France. 


Fama, Eugene F. — ^Term Premiums in Bond 
Returns 

This paper examines expected returns on 
U.S. Treasury bills and on U.S. Government 
bond portfolios. Expected bill returns are esti- 
mated from forward rates and from sample 
average returns. Both estimation methods indi- 
cate that expected returns on bills tend to peak 
at eight or nine months and never increase 
monotonically out to twelve months. Reliable 
inferences are limited to Treasury bills and 
thus to maturities up to a year. The variability 
of longer-term bond returns preempts precise 
conclusions about their expected returns. / Fi- 
nan. Econ., Dec. 1984, 73(4), pp. 529-46. Uni- 
versity of Chicago. 

Ferri, Michael G.; Goldstein, Steven J. and 
Oberhelman, H. Dennis — A Second Look at 
Day-of-the-Week Effects in Treasury Bill Re- 
turns 

This article examines daily maturity-ad- 
justed returns from 90-day Treasury bills be- 
tween 1973 and 1981 for evidence of consis- 
tent intraweek patterns of daily return 
differentials. Employing Box-Jenkins tech- 
niques and evaluating several major periods 
during this interval, the study found no reason 
to believe that differential returns are regular 
features of this market. Rather, the study found 
that size, sign, and statistical significance of 
most differentials changed quite frequently 
during this interval. In particular, the study 
found that the Wednesday effect and the week- 
end effect noted in other markets are not con- 
sistently present in T-bill returns. Quart. J Bus. 
Econ., Autumn 1984, 23(4), pp. 46-56. Univer- 
sity of South Carolina, Columbia; Federal Sav- 
ings arid Loan Insurance Corporation; Univer- 
sity of South Carolina, Columbia. 

French, Dan W. — The Weekend Effect on the 
Distribution of Stock Prices: Implications for 
Option Pricing 

Evidence of weekend effects on the distribu- 
tion of security returns suggests that returns 
are generated by a process operating closer 
to trading time rather than calendar time. In 
contrast, accumulation of interest over the 
weekend follows a calendar-time process. 
Since both the variance of returns and the in- 
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terest rate are important parameters of the 
Black-Scholes option pricing model, this paper 
suggests that the model be stated to account 
for this by using a trading-time variance and 
a calendar-time interest rate. Empirical evi- 
dence indicates that this allows the model to 
better cKplain market option prices. }. Finan. 
Econ., Dec. 1984, 13(A), pp. 547-59. Texas 
Christian University, Fort Worth. 

Givoly, Dan and Palmon, Dan — Insider Trad- 
ing and the Exploitation of Inside Informa- 
tion; Some Empirical Evidence 
Insider trading was found by previous re- 
search to yield excess return. This excess re- 
turn was attributed to exploitation of inside 
information, leading to the inference that in- 
■siders possess and use superior information for 
their trading. This study examines the extent 
to which the abnormal return gained by iasid- 
ers is realized by price changes arising from 
the disclosure of the trade itself or from subse- 
quent disclosure of specific news about the 
company to which the insiders might be privy. 
The results from the authors' sample indicate 
that a major part of the observed abnormal 
performance of insiders is likely to be due to 
price changes arising from the information re- 
vealed through the trades themselves. The 
findings also suggest that there is a low inci- 
dence of insider trading in anticipation of an 
impending new disclosure. J. Bus.. Jan. 1985, 
58(1), pp. 69-87. Tel-Aviv University: Rutgers 
University, Newark. 

Gottlieb, Gary and Kalay, Avner — Implications 
of the Discreteness of Observed Stock Prices 
Stock prices on the organized exchanges are 
restricted to be divisible by Vfe. Therefore, the 
“true" price usually differs from the observed 
price. This paper examines the biases resulting 
from the discreteness of observed stock prices. 
It is shown that the natural estimators of the 
variance and all the higher order moments of 
the rate of returns are biased. An approximate 
set of correction factors is derix ed and a proce- 
dure is outlined to show how the correction 
can be made. The natural estimators of the 
“beta” and of the variance of the market port- 
folio^ however, are “nearly” unbiased. / Fi- 
nance, Mar. 1985, 40(1), pp. 135-53. New York 
University. 


Grinblatt, Mark S.; Masulis, Ronald W. and Tit- 
man, Sheridan — The Valuation Effects of 
Stock Splits and Stock Dividends 
This study presents evidence that indicates 
that stock prices, on average, react positively 
to stock-dividend and stock-split armounce- 
ments that are uncontaminated by other con- 
temporaneous firm-specific announcements. 
In addition, it documents significantly positive 
excess returns on and around the ex-dates of 
stock dividends and splits. Both announcement 
and ex-date returns were found to be larger 
for stock dividends than for stock splits. While 
the announcement returns cannot be ex- 
plained by forecasts of imminent increases in 
cash dividends, the paper offers several signal- 
ing-based explanations for them. These are 
consistent with a cross-sectional analysis of the 
announcement-period returns./. Finan. Econ., 
Dec. 1984, 73(4), pp. 461-90. University of Cal- 
ifornia, Los Angeles. 

Gultekin, N. Bulent and Rogalski, Richard J. — 
Government Bond Returns, Measurement of 
Interest Rate Risk, and the Arbitrage Pricing 
Model 

Empirical tests are reported for Stephen A. 
Ross’s arbitrage pricing theory (APT) using 
monthly data for U.S. Treasury securities dur- 
ing the 1960-79 period. The authors find that 
mean returns on bond portfolios are linearly 
related to at least two factor loadings. Multivar- 
iate tests results, however, are not consistent 
with the APT. The authors' sample data in the 
U.S. Treasury securities market are also not 
consistent with either version of the CAPM. 
One-month-ahead forecasts of excess returns 
using factor-generating models are compared 
with corresponding naive predictions or pre- 
dictions using the “market model" with various 
market portfolios. / Fififl rice. Mar. 1985,40(1), 
pp. 43-61. University of Pennsylvania; Dart- 
mouth College. 

Hakansson, Nils H.; Beja, Avraham and Kale, 
Jivendra — On the Feasibility of Automated 
Market Making by a Programmed Specialist 
This paper assesses, via simulation, some of 
the ramifications of using a “progranuned spe- 
cialist" whose automated market making is 
limited to demand smoothing. A number of 



1606 


Journal of Economic Literature 


alternative rules of operation are simulated. 
Several of the rules performed well, especially 
the extremely simple rule that calls for the 
(computerized) specialist to minimize his new 
absolute share holdings in each security at each 
trading point via “total” (as opposed to “local”) 
demand smoothing. The authors’ results indi- 
cate that the underlying costs of demand 
smoothing are on the order of a fraction of a 
penny per share traded even in relatively thin 
markets. / Finance, Mar. 1985, 40{l), pp. 1- 
20. University of California, Berkeley; Tel-Aviv 
University; BARRA, Berkeley. 

Ho, Thomas S. Y.; Schwartz, Robert A. and 

Whitcomb, David K The Trading Decision 

and Market Clearing under Transaction 
Price Uncertainty 

This paper models an individual’s trading de- 
cision, given: (1) his/her demand function to 
hold shares of an asset, (2) his/her expectation 
of the market clearing price, and (3) the design 
of the market, which determines how orders 
are translated into trades. Assuming a batched 
(periodical) trading regime, and that investors 
are distributed according to their propensities 
to hold shares, the authors model the aggrega- 
tion of orders to obtain market clearing values 
of price and volume and to show that, with 
trading friction, these solutions differ from Pa- 
reto-efficient values. The importance of the 
analysis for issues concerning market design 
is noted./. Finance, Mar. 1985, 40(1), pp. 21- 
42. New York University; New York Univer- 
sity; Rutgers University. 

Huang, Chi-fu — Information Structure and 
Equilibrium Asset Prices 
In a continuous trading economy, it is shown 
that if information is revealed continuously 
and if agents’ preferences are continuous in 
a certain topology, then equilibrium asset price 
processes must have continuous sample paths. 
Except for uninteresting cases, the sample 
paths of price processes will be of unbounded 
vaiiatiotl. In particular, if the information is 
generated by a Brownian motion, tVien equiUb- 
rium asset price processes are I to integrals. 
When infonnation is not revealed continu- 
ously, the times (which may be random) at 


which prices can have jumps are identified. 
/, Econ. Theory, Feb. 1985, 35(1). pp. 33-71. 
Massachusetts Institute of Technology. 

Hubbard, Robert Glenn — Personal Taxation, 
Pension Wealth, and Portfolio Composition 
This paper emphasizes the roles played by 
personal taxation and pension wealth on port- 
folio choice and composition. A theoretical dis- 
cussion of the impacts of taxation and participa- 
tion in social security and private pension 
systems on individual wealth allocation is fol- 
lowed by empirical evidence based on U.S. 
cross-section data. Both effects prove to be sig- 
nificant. Anticipated social security and private 
pension benefits exert a measurable influence 
on household portfolio allocation. Their omis- 
sion from an asset demand model may lead 
to a misinterpretation of the impact of taxation 
on portfolio composition. Rev. Econ. Statist., 
Feb. 1985, 67(1), pp. 5.3-60. Northwestern 
University. 

Huberman, Gur and Schwert, G. William — In- 
formation Aggregation, Inflation, and the 
Pricing of Indexed Bonds 
Using daily prices of indexed bonds between 
1970 and 1979, the authors test whether an- 
nouncements of the Israeli CPI contain infor- 
mation that is not already reflected in bond 
prices. The results indicate that bond prices 
reflect about 85 percent of the new informa- 
tion about inflation as it occurs (i.e., when the 
Central Bureau of Statistics samples prices). 
The announcement of the CPI fifteen days af- 
ter the end of the sampling period causes the 
remaining 15 percent adjustment in bond 
prices. This evidence raises questions about th« 
empirical importance of misperceptions abou' 
inflation as a source of nonneutrality in mone 
tary policy. /. Polit. Econ., Feb. 1985, 93(1' 
pp. 92-114. University of Chicago; Universit 
of Rochester. 

Jagannathan, Ravi — An Investigation of Con 
modity Futures Prices Using the Consumj 
tion-based Intertemporal Capital Asset Pri 
ing Model 

In this paper the author extends the nui 
good futures pricing model of F. L. Gran 
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and R. A. Litzenberger (1979) to a dynamic 
discrete time setting. He then tests the model 
using data on futures prices for corn, wheat, 
and soybeans. The parameter estimates ob- 
tained are similar to those obtained by other 
researchers using stock return data. The model 
itself is rejected, and some suggestions as to 
which assumption may be violated are ofiFered. 
An interpretation of the Hansen-Singleton 
nonlinear instrumental variables estimation 
technique used in the empirical work is ai.so 
given. / Finance, Mar. 1985, 40(1), pp. 175- 
91. Northwestern University, Evanston, Illi- 
nois. 

Jain, Prem C. — The EfiFect of Voluntary Sell- 
off Announcements on Shareholder Wealth 
Sell-off activities arise when a firm sells part 
of its assets (e.g., a segment, a division, etc.) 
but continues to exist in essentially the same 
form. This paper investigates the effect of vol- 
untary sell-offs and provides evidence that 
both buyers and sellers earn significant positive 
excess returns from these transactions. In con- 
trast with the results in spin-off studies, the 
sell-off firms earn significant negative excess 
returns in the pre-event period, which suggests 
that actions taken by management depend on 
the firms’ performances prior to these discus- 
sions. J. Finance, Mar. 1985, 40(1), pp. 209- 
24. University of Pennsylvania. 

Kandel, Shmuel — The Likelihood Ratio Test 
Statistic of Mean-Variance Elfficiency with- 
out a Riskless Asset 

The question whether a given portfolio is 
mean-variance efficient is a basic problem of 
investment analysis. Mean-variance efficiency 
is also the basis of the Capital Asset Pricing 
Model. This paper presents the explicit form 
of the likelihood ratio test of the hypothesis 
that a given portfolio, or a particular market 
index, is ex-ante mean-variance efficient in the 
case where there is no riskless asset. Geometric 
relations are illustrated to provide intuition 
about the constrained maximum likelihood es- 
timators and the test statistic, and two simple 
economic interpretations of the test are jfiVen. 
/ finan. Econ., Dec. 1984, 13(A), pp. 575-92. 
University of Chicago. 


Moore, William T. and Sartoris, William L. — 
Dividends and Taxes: Another Look at the 
Electric Utility Industry 
This paper presents findings of an investiga- 
tion into the effect of dividend yield on equilib- 
rium returns in the electric utility industry. 
Owners of firms in this industry often enjoy 
tax protection of large portions of dividends 
paid by means of the return-of-capital provi- 
sion of the tax code. Applied to an after-tax 
capital asset pricing model, the data show a 
positive relation between rates of return and 
dividend yields in this industry when informa- 
tion effects are held constant. Financial Rev., 
Feb. 1985, 20(1), pp. 1-20. Indiana University, 
Bloomington. 

Page, Daniel E. and Sirmans, C. F. — Yield Dif- 
ferences on Fixed and Adjustable Rate Mort- 
gages 

This article examines the yield differences 
between fixed-rate mortgages (FRMs) and ad- 
justable-rate mortgages (ARMs) sold in the sec- 
ondary mortgage market during the period 
July 1981 through October 1982. The interest 
rate risk or “liquidity” premium between 
FRMs and ARMs is calculated. Results indicate 
that the average interest rate risk premium 
during the period studied is 1.58 percent. Re- 
sults also indicate that the total difference be- 
tween FRMs and .ARMs is being reduced by 
larger default and maturity premiums on 
ARMs. Quart. Rev. Econ. Bus., Autumn 1984, 
24(3), pp. 18-28. Auburn University, Alabama; 
Louisiana State University. 

Park, Sang Yong and Williams, Joseph — Taxes, 
Capital Structure, and Bondholder Clien- 
teles 

Tax clienteles for corporate bonds are identi- 
fied in a competitive financial equilibrium. Un- 
der an asymmetric corporate income tax with 
interest preceding principal, state-contingent 
bonds with higher coupon yields are issued by 
firms with higher pretax cash inflows per dollar 
of nondebt tax shield, purchased by investors 
in lower tax brackets, and implicitly priced at 
lower wargina) taw rates. / jff/nr., Apr. 

55(2), pp. 203-24. Yonsei University, Seoul; 

New York University. 
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Pence, Douglas K. and Roiey, V. Vance- 
Stock Prices and Economic News 
This paper examines the daily response of 
stock prices to announcements about the 
money supply, inflation, real economic activ- 
ity, and the discount rate. Except for the dis- 
count rate, survey data on market participants’ 
expectations of these announcements are used 
to identify the unexpected component of the 
announcements in order to test the eflBcient 
markets hypothesis that only the unexpected 
part of any announcement, the surprise, moves 
stock prices. The empirical results support this 
hypothesis and indicate further that surprises 
related to monetary policy significantly affect 
stock prices. There is only limited evidence 
of an impact from inflation surprises and no 
evidence of an impact from real activity sur- 
prises on the announcement days. There is also 
only weak evidence of stock price responses 
to surprises beyond the announcement day. 
]. Bus., Jan. 1985, 58(1), pp. 49-67. University 
of Missouri, Columbia; University of Washing- 
ton, Seattle, and National Bureau of Economic 
Research, Washington, D.C. 

Ttnic, Seha M. and West, Richard R. — Risk and 
Return: January vs. the Rest of the Year 
This paper examines the seasonality in the 
basic relationship between expected return 
and risk during 1935-82. The results reveal 
that the positive relationship between return 
and risk is unique to January. The risk premi- 
ums during the remaining eleven months are 
not significantly different from zero. /. Finan. 
Econ., Dec. 1984, id (4), pp. 561-74. University 
of Alberta, Edmonton, and Dartmouth Col- 
lege; Dartmouth College. 

Vock, Thomas and Zimmermann, Heinz — Hi- 
siken und Renditen schweizerischer Aktien 
(Risk and Return on Swiss Stocks) 

This is the first systematic investigation of 
statistical properties of Swiss stock returns over 
the period 1973-83. The data base consists of 
150 monthly return series adjusted for both 
stock splits and dividend payments. Most series 
are serially uncorrelated and exhibit leptocur- 
tic increments. A multistage ANOVA reveals 
that industrial, national, and international in- 
fluences explain about one-third of stock price 


movements, so that a large part remains firm 
specific. The implications for stock portfolio 
management, especially for risk diversification, 
are discussed and illustrated; there is finally 
some evidence presented on the relationship 
between risk and measured returns. Schweiz. 
Z. Volkswirtsch. Statist, Dec. 1984, J20(4),pp. 
547-76. (German), University of Bern. 

Walsh, Carl E. — A Rational Expectations 
Model of Term Premia with Some Implica- 
tions for Empirical Asset Demand Equations 
This paper derives the equilibrium time se- 
ries processes characterizing the prices of 
bonds that differ by maturity using the CAPM 
relationship between expected returns. The as- 
sumption of rational expectations requires that 
asset demand behavior, which determines 
bond prices in equilibrium, be based on the 
covariances among returns that are implied by 
the assumption of market clearing. This re- 
quirement imposes nonlinear restrictions on 
the parameters in the solution for bond prices. 
Some implications for the types of comparative 
static exercises for which it is legitimate to as- 
sume invariant demand functions are dis- 
cussed, and some numerical solutions for bond 
prices are derived. /. Finance, Mar. 1985, 
40(1), pp. 63-83. Princeton University. 

Webb, Robert Ivory — The Behavior of Specula- 
tive Prices and the Consistency of Economic 
Models 

Modern financial economic theory suggests 
that changes in speculative prices should fol- 
low simple "fair game” processes in an infor- 
mationally efficient capital market. The obser- 
vation that changes in speculative prices follow 
simple time series processes both supports this 
theoretical proposition and suggests restric- 
tions on the transfer functions of structural 
econometric models in which speculative 
prices appear as output variables. The simplic- 
ity of the time series processes for observed 
changes in speculative prices are shown to im- 
pose strong restrictions on potential equilib- 
rium models of asset pricing, informational 
disequilibrium models of financial markets, 
and many monetary and macroeconomic mod- 
els as well. / Econometrics, Jan. 1985, 27(1), 
pp. 123-30. Chicago Mercantile Exchange. 
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315 Credit to Business, Consumer, etc. (including 
mortgages) 

Dunn, Kenneth B. and Spatt, Chester S.— An 
Analysis of Mortgage Contracting: Prepay- 
ment Penalties and the Due-on-Sale Clause 
The due-on-sale clause contained in most 
conventional home mortgage contracts is 
equivalent to a prepayment penalty equal to 
the difiference tetween the loan’s face and 
market value. The authors analyze a bilateral 
game with asymmetric information and show 
that the bank demands the full penalty unless 
the loan’s market value is sufficiently low. In 
that case, the bank demands a prepayment 
penalty that is independent of the loan’s mar- 
ket value in order to induce additional prepay- 
ments. The authors demonstrate, by a risk- 
sharing argument, that the due-on-sale clause 
can be optimal, even though it eliminates ben- 
eficial home sales. / Finance, Mar 1985, 40(l\ 
pp. 293-308. Carnegie-Mellon University 

320 Fiscal Theory and Policy; Public 
Finance 

321 Fiscal Theory and Policy 

Aschauer, David Alan — Fiscal Policy and Ag- 
gregate Demand 

This paper investigates the effects of fiscal 
policy on aggregate demand within an explicit 
intertemporal optimizing framework. The em- 
pirical methodology is to make use of the re- 
strictions that first-order necessary conditions 
for utility maximization place on the data. Em- 
pirical evidence is brought to bear on the fol- 
lowing two questions: (1) is consumption sensi- 
tive to the choice of tax versus debt financing 
of current government expenditure and (2) to 
what extent, if any, does government spending 
substitute for private consumer expenditure? 
The conclusions drawn from the evidence are 
that the Ricardian equivalence proposition 
cannot be rejected at conventional significance 
levels and that government purchases substi- 
tute poorly for private consumption. Amer. 
Econ. Rev., Mar. 1985, 75(1), pp. 117-27. Uni- 
versity of Michigan, Ann Arbor. 

Brepnan, Geoffrey; Bohanon, Cecil and Carter, 
Richard — Public Finance and Public Prices: 
Towards a Reconstruction of Tax Theory 


Taxation theory and expenditure theory are 
typically treated in public finance as conceptu- 
ally distinct areas of enquiry. An attempt is 
made to integrate the two into a single intellec- 
tual frame by appeal to a model of political 
process in which tax instruments are chosen 
quasi-constitutionally and form the context 
within which in-period m^oritarian decisions 
concerning expenditure levels are taken. Such 
a model permits retention of conventional nor- 
mative tax theory (at the quasi-constitutional 
level of decision making) but requires that ef- 
fects of alternative tax arrangements on expen- 
diture levels be an explicit piece of the analysis. 
Relevant examples are provided. Public Fi- 
nance, Aug. 1984, 39(2), pp. 157-81. Australian 
National University, Canberra; Ball State Uni- 
versity, Muncie, Indiana; National School of 
Public Administration, Quebec. 

Cordes, Joseph J. and Weisbrod, Burton A. — 
When Government Programs Create In- 
equities; A Guide to Compensation Policies 
When the government institutes a program 
thought to be useful for society as a whole, 
such as building a highway or controlling air 
pollution, those who benefit from such a pro- 
gram are usually quite different from those 
who bear its costs. Sometimes the government 
responds by postponing or modifying the pro- 
gram, sometimes by compensating those that 
are bearing an inequitable share of the costs. 
By using familiar economic concepts, the ana- 
lyst can more effectively choose between the 
two approaches. Applying those concepts to 
the case of highway construction in California, 
the authors conclude that in this instance cash 
compensation is clearly superior to postpone- 
ment as the pKjhcy of choice. /. Policy Anal. 
Manage., Winter 1985, 4(2), pp. 178-95. 
George Washington University; University of 
Wisconsin, Madison. 

Cremer, Jacques and Riordan, Michael H. — 
A Sequential Solution to the Public Goods 
Problem 

The public goods literature studies mecha- 
nisms with individual agents directly revealing 
information about their preferences and fo- 
cuses on two types of truthful equilibria-, domi- 
nant strategy and Bayesian-Nash. Hie authors 
introduce “Stackelberg” mechanisms with 
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truthtelling a dominant strategy for all agents 
but the first. The first agent plays “before” the 
others, maximizing his expected utility on the 
assumption that others will reveal their true 
preferences. Sufficient conditions for the con- 
struction of Stackelberg mechanisms that yield 
an efficient provision of public goods, balance 
the budget, and induce every participant to 
reveal their true preferences are presented. 
Econometrica, Jan. 1985, 53(1), pp. 77-84, Vir- 
ginia Polytechnic Institute and State Univer- 
sity, Blacksburg; Stanford University. 

Fishbum, Peter C. and Willig, Robert D. — 
Transfer Principles in Income Redistribution 
fl. Dalton’s principle of transfers for income 
redistribution says that society will be better 
off when a unit of income is transferred from 
a richer to a poorer individual. This paper in- 
vestigates the conjunction of a natural exten- 
sion of Dalton’s principle — which says that any 
combination of a socially desirable transfer 
with its inverse at uniformly higher levels of 
income will have positive social benefit — and 
a traditional utilitarian-egalitarian formulation 
of social welfare. }. Public Econ., Dec. 1984, 
25(3), pp. 323-28. Bell Laboratories, Murray 
Hill, New Jersey; Princeton University. 

Cahvari, Firouz — ^The Optimal Taxation of 

Housing 

The paper argues that it is unwarranted to 
call for equal taxation of residential and non- 
residential capital in a second-best world in 
which returns to capital are taxed, while con- 
sumption taxes are excluded. This is demon- 
strated for both strict life cycle and infinitely 
lived individual models. Furthermore, it is 
shown that the optimal tax rates crucially de- 
pend on whether the government’s budget 
constraint is taken to be one of raising a fixed 
sum of revenue in every period or one of rais- 
ing a constant present value of taxes from ev- 
ery individual. Public Finance, Aug, 1984, 
39(2), pp. 213-25, Virginia Polytechnic Insti- 
tute and State University, Blacksburg. 

Judd, Kenneth L. — Short-Run Analysis of Fis- 
cal Policy in a Simple Perfect Foresight 

Model 

This paper examines the short-run impact 
of a current and future changes in fiscal policy 


on current investment in a simple representa- 
tive-agent, perfect foresight model. 'The author 
shows that anticipated investment tax credits 
may depress current investment, as may an 
immediate income tax cut financed by future 
cuts in government expenditure. 'These im- 
pacts do result when the author parametizes 
the model with current empirical estimates of 
the relevant parameters. / Polit Econ., Apr. 
1985, 93(2), pp. 298-319. Northwestern Uni- 
versity. 

Kiefer, Donald W. — Distributional Tax Pro- 
gressivity Indexes 

This article analyzes the characteristics and 
policy implications of the distributional tax 
progressivity indexes that have previously 
been used in the literature. The findings are 
that the indexes are not consistent with one 
another and that, in many cases, their social 
welfare and policy implications are subject to 
serious question. A new index, which can be 
more meaningfully interpreted, is suggested. 
Nat. Tax ]., Dec. 1984, 37(4), pp. 497-513, 
Congressional Research Service, Library of 
Congress. 

Koch, Walter A. S. — Negative Einkommenste- 
uern und Konjunkturpolitik (Negative In- 
come Taxes and Stabilization Policy) 

The article focuses on the implications and 
introduction of nationwide negative income 
taxes (NlTs) for fiscal policy. NITs show a con- 
siderable built-in flexibility without important 
negative effects (e.g., fiscal drag). NITs are not 
readily available to the government as discre- 
tionary means, although designing a formula 
that copes with fiscal policy requirements may 
be possible. Results of several restricted social 
experiments in the U.S. show that a nationwide 
NIT-program would induce only modest disin- 
centive effects on labor supply, mainly influ- 
enced by negative tax rates. Probable effects 
and costs are primarily dependent on political 
parameters (basic allowance, break-even in- 
come) determining the pool of recipients. Kon- 
junkturpolitik, 1984, 30(6), pp. 348-73 (Ger- 
man). University of Kiel, West Germany, 

Kotlikoff, Laurence J. — Economic Impact of 
Deficit Financing 
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This paper takes a close look at the cause 
and consequences of economic deficits from 
the perspective of neoclassical models of sav- 
ing. Analysis of the crowding-out mechanism 
leads immediately to defining economic defi- 
cits as redistribution toward older generations. 
Once one observes that such intergenerational 
redistribution underlies arguments about defi- 
cits, crowding out, and saving, it becomes ap- 
parent that numerous fiscal policies, none of 
which lead to oflScially reported deficits, also 
constitute economic deficits. Simulation analy- 
ses described in this paper provide strong 
warnings about the potential long-term detri- 
mental consequences of economic deficits. 
Crowding out is a slow, complex dynamic pro- 
cess whose full dimensions cannot be discerned 
by consideration of short-term policy effects. 
Int. Monet. Fund Staff Pap., Sept. 1984, 31 (3), 
pp. 549-82. Boston University and National 
Bureau of Economic Research. 

de Leeuw, Frank and Holloway, Thomas M. — 
The Measurement and Significance of the 
Cyclically Adjusted Federal Budget and 
Debt 

This article summarizes new measures of the 
cyclically adjusted federal budget and federal 
debt and explores the relationship of these 
measures of fiscal policy to macroeconomic 
variables during the last quarter century. The 
first part of the article discusses the construc- 
tion of the new measures. The second part 
presents regression evidence suggesting that 
the cyclically adjusted debt is related to nomi- 
nal GNP, interest rates, and the stock of fixed 
capital. J. Money, Credit, Banking, May 1985, 
17(2), pp. 232-42. Bureau of Economic Analy- 
sis, U.S. Department of Commerce, Washing- 
ton, D.C. 

Rieber, William J. — The Expenditure Effects 
of Supply Side Tax Cuts: The Role of the 
Interest Elasticity of Money Demand 
The paper examines the effects of supply 
side tax reductions on total expenditures in an 
IS-LM aggregate demand/supply model. It 
shows that if income tax reductions generate 
a strong supply side response on real output, 
then total expenditures in the economy will 
be greater the lower the interest elasticity of 


money demand. This is contrary to standard 
demand side analysis, where tax reductions are 
more effective in raising total expenditures the 
greater the interest elasticity of money de- 
mand. The impact of tax reductions on saving 
and investment is also explored. Finally, the 
Pigou effect is incorporated into the model. 
Quart. J. Bus. Econ., Summer 1984, 23(3), pp. 
29-35. University of Wisconsin-Parkside, Ke- 
nosha. 

322 National Government Expenditures and 
Budgeting 

Evans, Paul — Do Large Deficits Produce High 
Interest Rates? 

Recently, there has been much concern that 
large U.S. deficits have produced high interest 
rates. This paper surveys some U.S. history to 
determine whether this concern has merit. It 
finds that in the last 1 35 years — including three 
periods when deficits exceeded 10 percent of 
national income — large deficits have never 
been associated with high interest rates. In- 
deed, if anything, interest rates tend to fall 
as the deficit rises. This evidence together with 
evidence that private saving tends to move to 
offset shifts in the deficit calls into question a 
widely accepted macroeconomic paradigm 
and supports R. J. Barro’s model of altruistic 
intergenerational transfers. Amer. Econ. Rev., 
Mar. 1985, 75(1), pp. 68-87. University of 
Houston. 

323 Nittional Taxation and Subsidies 

Abrams, Burton A. and Schmitz, Mark D. — ^The 
Crowding-out Effect of Governmental 
Transfers on Private Charitable Contribu- 
tions: Cross-Section Evidence 
Using data from 1979 itemized tax returns, 
this paper investigates the quantitative effect 
that state-level social welfare transfers have 
upon private charitable giving. The empirical 
estimates suggest that the need of recipients 
and the level of governmental aid play signifi- 
cant and substantial roles in determining pri- 
vate charitable contributions. Nat Tax /, Dec. 
1984, 37(4), pp. 563-68. University of Dela- 
ware; Washington State University. 

Ahmad, Ehtisham and Stem, Nicholas — ^The 
Theory of Reform and Indian Indirect Takes 
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Given a set of value judgments, an initial 
state, and a model of the economy, one can 
ask whether some feasible tax change would 
increase welfare. The authors do this by defin- 
ing the marginal cost in terms of welfare of 
raising an extra rupee from the 1 “* good. The 
inverse optimum problem is the calculation of 
nonnegative welfare weights on households, 
which imply that the initial state is optimum. 
If no such welfare weights exist, then a Pareto 
improvement is possible. The concepts and re- 
sults are illustrated using data from the Indian 
economy for 1979-80. Directions of tax reform 
for a number of specific social welfare func- 
tions and for Pareto improvements are pre- 
sented. J. Public Econ., Dec. 1984, 25(3), pp. 
259-98. University of Warwick, Coventry. 

Ballard, Charles L.; Shoven, John B. and Whal- 
ley, John — General Equilibrium Computa- 
tions of the Marginal Welfare Costs of Taxes 
in the United States 

This paper uses a general equilibrium model 
of the United States economy to evaluate the 
marginal welfare costs of the U S. tax system. 
The authors estimate the marginal welfare loss 
to consumers from raising an additional dollar 
of revenue proportionally from all existing 
taxes to be in the range of 17 cents to 56 cents, 
depending on elasticity values. These esti- 
mates also have an important implication for 
cost-benefit analysis; if a public project must 
be financed by distortionary taxes that cause 
deadweight loss, this excess burden must be 
taken into account in deciding whether to un- 
dertake the project. Amer. Econ. Rev., Mar. 
1985, 75(1), pp. 128-38. Michigan State Uni- 
versity, East Lansing; Stanford University; Uni- 
versity of Western Ontario, London, Ontario. 

Due, John F. — The Exclusion of Small Firms 
from Sales and Related Taxes 
This paper considers the question of the ex- 
clusion of small firms from sales taxes and re- 
lated levies, with particular reference to devel- 
oping countries. While no formal exclusion is 
provided in typical retail sales taxes in devel- 
oped countries, exclusion is common with 
wholesale and manufacturers’ sales taxes and 
with all forms of sales tax in developing coun- 
tries. Exemption of firms with sales figures be- 


low a specified figure is the most common ap- 
proach, but it encounters operational problems 
in determining sales volumes of marginal firms. 
Alternative approaches, such as use of machin- 
ery in production, offer advantages. Public Fi- 
nance, Aug, 1984, 39(2), pp. 202-12. Univer- 
sity of Illinois, Urbana-Champaign. 

Hartman, David G. — Tax Policy and Foreign 
Direct Investment in the United States 
This paper provides an analysis of and some 
evidence relating to the influence of domestic 
tax policy on foreign direct investment in the 
United States. First, the potential effects of tax 
policy are analyzed and found to be very differ- 
ent from those previously recognized. Then 
an empirical analysis is performed that, despite 
substantial measurement diflSculties, suggests 
that foreign investment in the United States 
is strongly affected, in the manner predicted 
on the basis of the model, by changes in domes- 
tic tax policy. Nat. Tax /., Dec. 1984, 37(4), 
pp. 475-87. Harvard University and the Na- 
tional Bureau of Economic Research. 

Matolcsy, Z. P. — The Micro Effects of Inflation 
on Corporate Taxation and Profitability: 
Some Empirical Evidence for Seventeen In- 
dustry Groups 

This study provides some estimates for the 
micro effects of inflation; the depreciation ef- 
fect, the inventory effect, and the net mone- 
tary effect. The results indicate that these dis- 
tributive effects of inflation lead to nontrivial 
reallocations of wealth between the different 
sectors of the economy. The study identifies 
those industry groups which have benefited 
from these effects and those industry groups 
which have ‘‘lost out.” Econ. Rec., Dec. 1984, 
60(171), pp. 356-65. New South Wales Insti- 
tute of Technology, Broadway, New South 
Wales. 

Pasurka, Carl A., Jr. — Corporate Income Taxes 
and U.S. Effective Rates of Protection 
This study investigates the level of the im- 
pact of U.S. corporate income taxes on the ef- 
fective rates of protection for U.S. industries 
in 1972. The effective rate of protection equa- 
tion is modified in order to include corporate 
income taxes. The effective rates of protection 
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are then calculated for 58 input-output sec- 
tors. The results indicate that the impact of 
tarifiFs on resource allocation is reversed by cor- 
porate income taxes. The size of the eflFect of 
corporate income taxes indicates that they 
should be included, along with tariffs, when 
analyzing how government policies distort in- 
ternational trade. Nat. Tax /, Dec. 1984,37(4), 
pp. 529-37. Southern Illinois University. 

Pedone, Antonio — The 1973-74 Tax Reform 
in Italy: A Partial Success with Many Short- 
comings 

The Italian tax reform of 1973-74 was de- 
signed when the Italian economy had a high 
and fairly steady income growth rate, a rela- 
tively low inflation rate, and a public expendi- 
ture slightly higher than that of the average 
OECD country and still below that of the EEC 
countries. When the new tax system came into 
force in the second half of the seventies, the 
growth rate of the Italian economy was slower 
than it was in the first half; the inflation rate 
was very high; and the public expenditure was 
rapidly increasing so as to overtake even the 
average of the EEC countries in terms of GDP. 
But because of an unexpected success in rap- 
idly gathering vast revenues, with a dramatic 
swing from indirect to direct taxes, the Italian 
tax system is now faced with serious problems 
Banca Naz. Lavoro Quart. Rev., Dec. 1984, 
(151), pp. 327-49. Universita degli Studi, 
Home. 

Reece, William S. and Zieschang, Kimberly 
D. — Consistent Estimation of the Impact of 
Tax Deductibility on the Level of Charitable 
Contributions 

When charitable contributions are tax de- 
ductible, and if the income tax schedule is a 
progres.sive-step function, the marginal price 
of contributions is generally a rising-step func- 
tion of the level of contributions. The problem 
of estimating a contributions demand function 
for individuals is therefore complicated by the 
spurious correlation between the level of con- 
tributions and the observed marginal price. 
The authors take this econometric problem 
into account in estimating a contributions de- 
mand function using data from the 1972-73 
Consumer Expenditure Survey. Econometrica, 


Mar. 1985, 53(2), pp. 271-93. National Tele- 
communications and Information Administra- 
tion; Bureau of Labor Statistics, Washington, 
D.C. 

Slemrod, Joel and Sorum, Nikki — The Compli- 
ance Cost of the U.S. Individual Income Tax 
System 

This paper uses evidence from a survey of 
Minnesota taxpayers to estimate the magni- 
tude and demographic patterns of the aggre- 
gate compliance cost to the entire country of 
filing federal and state individual income tax 
returns. It concludes that in 1982 this cost was 
between $17 and $27 billion, or from 5 to 7 
percent of the revenue raised by the federal 
and state income tax systems combined. About 
two billion hours of taxpayer time were spent 
on filing tax returns, and about $3 billion was 
spent on professional tax assistance. Nat. Tax 
]., Dec. 1984, 37(4), pp. 461-74. University of 
Minnesota; National Bureau of Economic Re- 
search. 

324 State and Local Government Finance 

Berglas, Eilan — Quantities, Qualities, and Mul- 
tiple Public Services in the Tiebout Model 
This paper introduces a new, more realistic 
characterization of local public services. TTiis 
characterization fits education, parks, and 
streets, none of which are a pure Samuel- 
sonean good. It is shown that Tiebout’s hypoth- 
esis holds for this new type of services, pro- 
vided correct user charges are adopted. Intro- 
ducing several local services considerably 
affects the results. The paper emphasizes the 
difference in tastes with regard to quality as 
opposed to quantity. Earlier literature is shown 
to apply to the role of quality and to ignore 
the role of quantity. The effect of the latter 
makes mixed communities more eflScient than 
segregated ones. It is shown that eEBcient allo- 
cation with mixed communities is an equilib- 
rium in a costless mobility, Tiebout-type set- 
ting./ Public Econ., Dec. 1984, 25(3), pp. 299- 
321. Tel-.\viv University. 

Crosskopf, Shawna P.; Hayes, Kathy J. and 
Kennedy, Thomas E. — Supply and Demand 
Efl'ects of Underfunding of Pensions on Pub- 
lic Employee Wages 
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This paper examines the effect of underfund- 
ing on the demand for and supply of municipal 
employees. A structural form model is speci- 
fied and estimated based on data for municipal 
police services. The results indicate that under- 
funding does significantly increase the demand 
for police services, consistent with the argu- 
ment that public officials are willing to offer 
higher wages in exchange for lower pension 
fund contributions. On the supply side, the au- 
thors find that employees do not require sig- 
nificantly higher wages in compensation for 
underfunding. Taken together these results 
suggest that underfunding increases future ob- 
ligations of cities not only directly but also indi- 
rectly by increasing wages and employment. 
Southern Earn. /, Jan. 1985, 51(3), pp. 745- 
53. Southern Illinois University, Carbondale; 
Northern Illinois University, DeKalb; Illinois 
Commerce Commission, Springfield. 

Henderson, J. Vernon — 'Fhe Tiebout Model; 

Bring Back the Entrepreneurs 

Several recent papers in the literature have 
reformulated the nature of equilibrium in 
Tiebout models by assuming an exogenous 
number of communities, inflexible community 
boundaries, and in particular inactive land 
owners and developers. This paper argues that 
these assumptions are unwarranted and result 
in indeterminate solutions and incorrect analy- 
ses. Determinate long-run solutions require 
equilibrium in intercommunity land markets, 
which in turn require giving landowners and/ 
or entrepreneurial developers an active role 
in the models. The role of politics in these mod- 
els and its juxtaposition with entrepreneurial 
activities are also analyzed./ Po/it. Econ., Apr. 
1985, 93(2), pp. 248-64. Brown University. 

Kidwell, David S.; Koch, Timothy W. and 
Stock, Duane R. — The Impact of State In- 
come Taxes on Municipal Borrowing Costs 
This research examines whether differences 
in state personal income taxes affect relative 
state and local government borrowing costs. 
The results indicate that borrowing costs are 
lower in states that tax coupon interest on mu- 
nicipal securities issued outside the state at 
higher rates than interest on in-state securities. 
This discriminatory taxation effectively in- 


creases the relative demand for in-state munic- 
ipals. The magnitude of the interest savings 
is directly related to the size of the tax differen- 
tial. Nat. Tax ]., Dec. 1984, 37(4), pp. 551-61. 
University of Tennessee; Texas Tech Uni- 
versity: University of Oklahoma. 

Mason, Robert and Calvin, Lyle D. — Public 
Confidence and Admitted Tax Evasion 
Deterioration in public confidence in the tax 
system is not associated with an increase in 
admitted income tax evasion. Analysis suggests 
that both satisfied and dissatisfied taxpayers re- 
main honest because they are afraid of getting 
caught. A higher proportion of the dissatisfied 
honest, however, believes that people cheat 
because taxes are too high. Agreement with 
this belief is necessary for the amount of taxes 
to become a justification for taxpayer dishon- 
esty. The effect of perceived unfairness of the 
tax system on compliance may not be a simple, 
direct one. The data suggest that compliance 
norms must be neutralized and sanction fear 
weakened before noncompliance occurs. Nat 
Tax /., Dec. 1984, 37(4), pp. 489-96. Oregon 
State University. 

Noto, Nonna A. and Zimmerman, Dennis — 
Limiting State-Local Tax Deductibility: Ef- 
fects among the States 
This paper considers four proposals to limit 
the deductibility of state and local (S-L) taxes 
against the federal individual income tax base: 
eliminate sales tax deductibility, impose a floor 
on all S-L tax deductions as a percent of annual 
gross income (AGI), impose a ceiling as a per- 
cent of AGI, or disallow a percentage of tax 
payments as deductions. While the four pro- 
posals can be made equal-yield from a federal 
vantage point, their effects among the states 
on federal tax liabilities and on own-source 
S-L revenues are shown to differ considerably. 
Nat Tax /., Dec. 1984, 37(4), pp. 539-49. Con- 
gressional Research Service. 

Wheaton, William C. — The Incidence of Inter- 
jurisdictional Differences in Commercial 
Property Taxes 

Within a metropolitan area, differences in 
commercial property tax rates between towns 
can be borne by either property users (tenants) 
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or property (land) owners. The former (latter) 
case occurs when the spatial demand for prop- 
erty is price inelastic (elastic). Using data on 
office buildings, hedonic rent equations are 
estimated, incorporating, among other varia- 
bles, taxes or tax rates. Across a number of dif- 
ferent statistical specifications, the tax varia- 
bles never have a significant impact on gross 
rents. This suggests that land or property own- 
ers bear the burden of interjurisdictional tax 
differences and that these in turn may have 
substantial resource allocation effects. Nat. Tax 
/., Dec. 1984, 37(4), pp. 515-27. Massachusetts 
Institute of Technology. 

325 Intergovernmental Financial Relationships 
Wildasin, David E. — The Welfare Effects of In- 
tergovernmental Grants in an Economy 
with Distortionary Local Taxes: A Simple 
General Equilibrium Analysis 
This paper examines the welfare impact of 
intergovernmental transfers when recipient 
governments use distortionary taxes. Both 
lump-sum and matching grants are investi- 
gated. A “distortionary factor” depending on 
local demand and supply elasticities and the 
local tax rate on the taxed community deter- 
mines the real income change to a jurisdiction 
per dollar transferred. Matching grants are 
dominated by lump-sum grants when these 
can be set optimally for each recipient. If grant 
policy must be uniform, positive (or negative) 
matching rates are desired if equity-adjusted 
distortionary factors are positively (negatively) 
correlated with local public service levels. / 
Public Econ., Nov. 1984, 25(1/2), pp. 103-25. 
Indiana University, Bloomington. 

400 International Economics 
410 International Trade Theort 
411 International Trade Theory 
Betancourt, Roger; Clague, Christopher and 
Panagariya, Arvind — Capital Utilization and 
Factor Specificity 

Cost-minimizing firms choosing capital utili- 
zation optimally are introduced in the standard 
specific-factors model of international trade. 
This generalization provides several new in- 
sights: allowing for variable utilization in either 
or both sectors gives a greater variety of possi- 


ble trade patterns; international differences in 
the willingness to work during abnormal hours 
generate a wider variety of trade patterns than 
are possible in the standard specific-factors 
model. This model allows a reconciliation of 
the “dual scarcity” explanation of the nine- 
teenth century Anglo-American pattern of 
trade with the historical evidence on levels of 
utilization. Rev. Econ. Stud., Apr. 1985, 52(2), 
pp. 311-29. University of Maryland. 

Casas, F. R. and Choi, E. K. — ^Trade Imbalance 
and the Leonbef Paradox 
The paper demonstrates that a trade im- 
balance may affect the composition as well as 
the pattern of a country’s foreign trade and 
may consequently distort the relative factor 
content of that country’s export and impKirt 
replacement commodity bundles. It is further 
shown that the data used by W. W. Leontief 
in his well-known study of U.S. trade in 1947 
indicate that American exports would have 
been revealed to be capital intensive relative 
to import replacements under balanced trade 
conditions. Manchester Sch. Econ. Soc. Stud., 
Dec. 1984, 52(4), pp. 391-401. University of 
Toronto; University of Missouri, Columbia. 

Davidson, Carl — Cartel Stability and Tariff Pol- 
icy 

In this paper the author investigates the ef- 
fect that tariff policy has on the ability of firms 
to collude in oligopolistic industries. He finds 
that small tariff rates lead to an industry struc- 
ture more conducive to collusive behavior 
while large tariff rates weaken cartels. There 
exists a critical tariff rate that has no effect on 
the cartel’s stability. This critical value is found 
to be a decreasing function of N, the number 
of firms in the industry, and the proportion 
of firms that are domestic. J. Int. Econ., Nov. 
1984, 17 {31 4), pp. 219-37. Michigan State 
University, East Lansing. 

Dickinson, D. G.; Driscoll, M. J. and Ford, 
J. L. — Revenue Raising Trade-restricting 
Policies under Uncertainty: ’The Sub-opti- 
mality of the Elxpected Welfare Criterion 
and Some Safety-First Results 
This paper demonstrates that, wh«i atten- 
tion is paid to more than the expected v^ue 
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of the welfare probability distribution in de- 
termining optimal trade-restricting policy, the 
superiority of a specific tariff is not as well es- 
tablished as recent literature suggests. In par- 
ticular, by using numerical examples a selec- 
tion rule based on probabilities of achieving 
a target is shown to generally favor a quota. 
Also, the safety-first rule is applied to the reve- 
nue-raising objective, and similar results to 
those obtained using expected values are ob- 
tained. Z. Nationalbkon., 1984, 44(4), pp. 387- 
403. University of Birmingham. 

Dixit, Avinash K. and Kyle, Albert S. — ^The Use 
of Protection and Subsidies for Entry Promo- 
tion and Deterrence 

In industries with heavy initial sunk costs 
and imperfect competition thereafter, there 
arise strategic interactions between the trade 
policy decisions of governments and the entry 
decisions of firms. This paper examines such 
a model with two countries and two firms; an 
incumbent located in one country and a poten- 
tial entrant located in the other. Alternative 
strategic commitments of policies are com- 
pared. As a general tendency, entry-promotion 
through protection harms world welfare (and 
countermeasures enhance it). Subsidized en- 
try-promotion is better (and countermeasures 
ineffective). Threats from the incumbent’s gov- 
ernment or promises to match the policies of 
the entrant's government yield desirable free- 
trade outcomes whenever their availability 
matters. Amer. Econ. Rev., Mar. 1985, 75(1), 
pp. 139-52. Princeton University. 

Economides, Nicholas S. — Do Increases in 
Preference Similarity (Across Countries) In- 
duce Increases in Trade? An AfiSrmative Ex- 
ample 

The author constructs a model of trade in 
differentiated products, produced by a noncon- 
vex technology, where the volume and value 
of trade are increasing in the degree of similar- 
ity of preferences between the trading econo- 
mies./ Int. Econ., Nov. 1984, 17(3/4), pp. 375- 
81. Columbia University. 

Gray, H. Peter — Employment Arguments for 
Protection and the Vita Theory 


The case for free trade rests on a static theory 
in full neoclassical equilibrium. When the static 
assumption is dropped, costs of adjustment en- 
ter into the analysis. Using E. Ray Canterbery’s 
vita theory to identify barriers to the costless 
mobility of labor, the paper examines the possi- 
ble uses of protection when: a disturbance is 
reversible; a disturbance is large; and when 
chronic unemployment of low-skilled workers 
becomes a distinct possibility. Protection could 
be used in all three examples to reduce the 
social costs of adjustment, but its use must be 
hemmed in with severe conditions to prevent 
it from becoming permanent. Eastern Econ. 
/., Jan.-Mar. 1984, pp. 1-13. Rutgers 

University. 

Hatta, Tatsuo — Immiserizing Growth in a 
Many-Commodity Setting 
Recently, mathematical economists have 
shed new light on the phenomenon of immiser- 
izing growth, independently of the trade-theo- 
retic literature on this subject. The present pa- 
per aims to build a bridge between the two 
literatures. In particular, R. Mantel’s set of suf- 
ficient conditions for nonimmiserizing growth 
is extended to a trade-theoretic model with a 
smooth production frontier, and J. N. Bhagwa- 
ti’s trade-theoretic set of sufficient conditions 
to an n -commodity framework. It is shown that 
the condition of normality in consumption in 
the former substitutes for the stability condi- 
tion in the latter. The concept of the semicom- 
pensated substitutability condition plays an es- 
sential role in the analysis. /. Int. Econ., Nov. 
1984, 17(3/4), pp. 335-45. Johns Hopkins Uni- 
versity. 

Itoh, Motoshige and Ono, Yoshiyasu — ^Tariffs 
vs. Quotas under Duopoly of Heterogeneous 
Goods 

This paper analyzes a model of duopoly with 
heterogeneous goods where behavior patterns 
are endogenously determined by producers. 
It is shown that the source of nonequivalence 
of tariffs and quotas is not the monopolistic 
behavior of the domestic producer over con- 
sumers but a certain kind of his behavior 
against the foreign producers. This result is 
then extended to the cases of a general Nash- 
type oligopoly and monopolistic competition. 
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The paper also examines how the behavior pat- 
terns of the producers are aflFected by tariffs 
and quotas and proves nonequivalence of tar- 
iffs and quotas in the duopoly situation where 
pricing behavior of the producers is endoge- 
nously determined by trade policies. J. Int 
Econ., Nov. 1984, 1 7 {31 4), pp. 359-73. Univer- 
sity of Tokyo; Musashi University, Tokyo. 

Kohli, Ulrich — Terms of Trade and Welfare: 
Estimates 

In this paper the author evaluates the wel- 
fare effects of changes in a country’s terms of 
trade and in its import tariff. Imports are 
treated as intermediate goods, and the welfare 
measures he uses are based on production the- 
ory and on duality theory with special atten- 
tion devoted to the setting of international 
trade theory. Empirical estimates are reported 
for the United States, Canada, Australia, and 
Switzerland. Kyklos, Jan. 1985. 37(4), pp. 577- 
97. Schweizerische Nationalbank, Zurich. 

Mantel, Rolf R. — Substitutability and the Wel- 
fare Effects of Endowment Increases 
A. Mas-Colell conjectured that if all com- 
modities are normal goods for a certain con- 
sumer, and if the aggregate excess demand 
function of the other consumers satisfies the 
condition of gross substitutability, then an in- 
crease in his initial endowments will lead to 
a new equilibrium allocation that will be pre- 
ferred by him. This excludes the “immiserizing 
growth” paradox. It is shown that a sufficient 
condition is that commodities also be net sub- 
stitutes for the consumer that has been singled 
out. / Int. Econ., Nov. 1984, 17(3/4), pp. 325- 
34. Centro de Estudios Macroeconomicos de 
Argentina, Buenos Aires, and Harvard Univer- 
sity. 

Martin, Lawrence and Panagariya, Arvind — 
Smuggling, Trade, and Price Disparity: A 
Crime-Theoretic Approach 
The authors provide a simple but general 
model of smuggling, capable of handling both 
the J. Bhagwati-B. Hansen type of illegal trade 
through illegal entry points and the Pitt type 
ofillegal trade through legal entry points. They 
focus on the latter type of trade, taking explicit 
account of the risk and uncertainty associated 


with smuggling. The real costs of smuggling 
constitute a choice variable of the firm. It is 
shown that smuggling, legal trade, and price 
disparity may coexist as in M. Pitt. Also ana- 
lyzed is the economy’s response to increased 
enforcement of laws against smuggling. It is 
shown that increased enforcement raises real 
per unit costs of smuggling and the domestic 
price of importables but lowers both the abso- 
lute quantity and the share of illegal imports 
in total imports. The effect on welfare is am- 
biguous. /. Int. Econ., Nov. 1984, 17(3/4), pp. 
201-17. Michigan State University, East Lans- 
ing; University of Maryland, College Park. 

Sarkar, Abhirup — A Dynamic Assignment 
Problem 

This paper shows in a multicountry-multi- 
commodity steady state model of international 
trade that if countries can be ranked by their 
saving ratios and if the commodities can be 
ranked by their capital intensities, an efficient 
pattern of production would be one where the 
country with the highest saving ratio produces 
the most capital intensive good, the country 
with the second highest saving ratio produces 
the second highest capital intensive good, and 
so on. Int. Econ. Rev., Oct. 1984, 25(3), pp. 
663-70. University of Florida, Gainesville. 

420 Trade Relations; Commercial Policy; 

International Economic Integration 

421 Trade Relations 

Aurikko, Esko — Testing Disequilibrium Ad- 
justment Models for Finnish Exports of 
Goods 

Some aspects of disequilibrium models are 
discussed. The models are estimated and tested 
in the framework of demand for and supply 
of Finnish exports of goods. The disequilibrium 
is specified to arise either from a generalized 
adjustment process resulting in a simultaneous 
partial adjustment model or from consider- 
ations assumed to reflect export determination 
in small open economies. Different versions of 
the disequilibrium adjustment models are esti- 
mated. The tests seem to give support to the 
disequilibrium adjustment specifications. Ox- 
ford Bull. Econ. Statist., Feb. 1985, 47(1), pp. 
33-50. Bank of Finland, Helsinki. 
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Aw, Bee Yan and Roberts, Mark J. — The Role 
of Imports from the Newly-Industrializing 
Countries in U.S. Production 
This paper examines the relationship be- 
tween U.S. imports from the newly industrial- 
izing countries (NICs), imports from developed 
countries, capital, and labor in the production 
of goods for final demand. Import demand and 
substitution elasticities are estimated for the 
period 1960-1980. U.S. imports from the NICs 
are found to be complements with both labor 
and imports from industrialized countries. This 
indicates that the substitution effect resulting 
from a reduction in the price of imports from 
the NICs would lead to a net increase in em- 
ployment. Multilateral tariff cuts by the United 
States would increase the demand for NIC 
goods despite a reduction in their preferential 
tariff margins. Rev. Econ. Statist. Feb. 1985, 
67(1), pp. 108-17. Pennsylvania State Univer- 
sity, University Park. 

Catinat, Michel — Fondement micro6conomi- 
que par le des6quilibre des equations d’im- 
portation et d’exportation (Microeconomic 
Foundation via Disequilibrium: Import and 
Export Equations) 

The purpose of this article is to provide a 
microeconomic and theoretical foundation for 
the introduction of variables of tension in the 
export and import equations. With the help 
of the theory of equilibrium with fixed price 
and quantity rationing, it is shown how the 
aggregation of microeconomic disequilibria 
can justify the influence of utilization rates of 
national and foreign production capacities on 
the aggregate volumes of imports and exports. 
Ann. INSEE, July-Dee. 1984, (55/56), pp. 153- 
81 (French). Commissariat General au Plan, 
Paris. 

McCutchen, William W., Jr. — The Use of Box 
Jenkins Techniques for Forecasting U.S. 
Merchandise Exports; An Update and Exten- 
sion 

Recently Charles Dale and Victor B. Bailey 
(1982) used the Box-Jenkins time series tech- 
niques to forecast U.S. merchandise exports for 
1980. Because of the unusual economic condi- 
tions since 1979, it was decided to examine 


the effect on the models and to update and 
extend the models over time. The models do 
continue to provide fairly reliable forecasts. 
Also, if new models are developed by using 
new data, the accuracy of the forecasts may 
be improved. Quart. J. Bus. Econ., Autumn 
1984, 23(4), pp. 64-75. Indiana University, 
Bloomington. 

Spencer, Grant H. — ^The World Trade Model: 

Revised Estimates 

This paper gives a general description of the 
revised version of the world trade model that 
is currently in use in the Research Department 
of the International Monetary Fund, both in 
research applications and as an input into the 
world economic outlook forecasting exercise. 
The paper describes the economic structure 
of the model and emphasizes the revisions that 
have been made since tbe previous description 
of the model. The discussion concentrates on 
the price and volume equations for trade in 
manufactures between fourteen industrial 
countries. It is this group of equations that 
dominates the overall behavior of the model, 
and it is here that the most significant revisions 
have been made. Int. Monet. Fund Staff Pap., 
Sept. 1984, 3/(3), pp. 469-98. International 
Monetary Fund, Washington, D.C. 

Winters, L. Alan — Separability and the Specifi- 
cation of Foreign Trade Functions 

A universal assumption of models allocating 
a country’s imports among suppliers is that de- 
mand is separable over foreign and domestic 
sources. Nearly as common are the assump- 
tions that import demands are homothetic and 
mutually separable. This paper explores the 
theoretical implications of these assumptions 
and then tests them, applying A. S. Deaton 
and J. Muellbauer’s "Almost Ideal Demand 
System” to U.K. data on manufactures cover- 
ing 1952-79. It uses Lagrange Multiplier tests. 
Both homogeneity and separability are over- 
whelmingly rejected. A model of import de- 
mand without these restrictions is introduced 
which, while not entirely satisfactory, suggests 
a direction for future research. J. Int. Econ., 
Nov. 1984, 17(314), pp. 239-63. University of 
Bristol. 
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422 Commercial Policy' 

Anderson, James E. — The Relative Inefficiency 
of Quotas: The Cheese Case 
The nonequivalence of tariffs and quotas is 
well established under a variety of circum- 
stances. This study considers a new source 
of nonequivalence — product heterogeneity — 
and demonstrates its practical importance with 
an empirical study of the U.S. cheese quota 
system. Efficient distribution of quota licenses 
requires uniform rent on use in each category 
of the group, equivalent to a uniform tariff. 
The existing inefficient distribution of licenses, 
evaluated by manipulating an estimated al- 
most ideal demand system (AIDS) at the 1964- 
79 sample mean point, costs over 15 percent 
of base expenditure on constrained categories. 
Amer. Eicon. Rev., Mar. 1985, 7.5(1), pp. 178- 
90. Boston College, Chestnut Hill. 

Baldwin, Robert E. — Rent-seeking and Trade 
Policy: An Industry Approach 
The model of rent-seeking presented in this 
paper is consistent with the observation that 
labor and management in an industry almost 
always adopt the same position concerning the 
desirability of import protection versus trade 
liberalization. The paper also discusses the size 
of the returns to rent-seeking relative to the 
costs of lobbying, factors influencing the type 
of government assistance sought by an indus- 
try, and ways in which the benefits and costs 
of protection can be made more widely known 
to both the industries concerned and the gen- 
eral public. Weltwirtsch. Arch., 1984, 120(4), 
pp. 662-77. University of Wisconsin, Madison. 

Bond, Eric W. and Cuisinger, Stephen El. — In- 
vestment Incentives as Tariff Substitutes: .\ 
Comprehensive Measure of Protection 
This paper extends the effective rate of pro- 
tection measure to include the effect of invest- 
ment incentives on resource allocation when 
capital is mobile internationally. This measure 
illustrates how investment incentives (such as 
capital grants and tax holidays) serve as another 
form of nontariff barrier that may be substi- 
tuted for tariffs in the protection package. Cal- 
ctilations made for the case of Ireland indicate 
that the substitution of investment incentives 


for tariffs after Ireland’s entry into the EEC 
left the ranking of industries on the basis of 
effective protection to labor unaffected by the 
tariff cuts. Rev. Econ. Statist, Feb. 1985, 67(1), 
pp. 91-97. Pennsylvania State University, 
University Park; University of Texas, Dallas. 

Cox, David and Harris, Richard — ^Trade Liber- 
alization and Industrial Organization: Some 
Isshmates for Canada 

This paper provides estimates of the cost of 
protection to the Canadian economy for the 
mid-1970s. The estimates are based on an ap- 
plied general equilibrium model incorporating 
scale economies, imperfect competition, and 
capital mobility. Both unilateral and multilat- 
eral tariff reductions are considered. Accompa- 
nying both trade policies is a rationalization 
of industries with a lengthening of production 
runs, lowering of price-cost markups, and in- 
creases in factor productivity. Experiments in- 
vestigating the sensitivity of these results to 
the underlying parameters of the model are 
also reported. / Polit. Econ., Feb. 1985, 93(1), 
pp. 115-45. University of Western Ontario; 
Queen’s University, Kingston, Ontario. 

Gibbs, I. and Konovalov, V. — Volume Quotas 
with Heterogeneous Product Categories 
Volume quotas on imports are an important 
part of assistance packages afforded a number 
of major industries in Australia. Generally, a 
quota IS allocated to importers free of charge, 
although recently a proportion of the quota 
for some product groups has been sold by ten- 
der. In this paper, the authors compare the 
effects of volume quotas applied to heteroge- 
neous product groups when allocated free of 
charge, by full tender sale, and by a combina- 
tion of tender sale and free allocation. Econ. 
Rec., Sept. 1984, 60(170), pp. 294-303. Indus- 
tries Assistance Commission, Canberra. 

Monke, Eric A. and Taylor, Lester D Inter- 

national Trade Constraints and Commodity 
Market Models: An Application to the Cot- 
ton Market 

This paper presents a model that accounts 
explicitly for quantitative controls on interna- 
tional trade. Countries are classified into two 
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groups depending upon whether or not their 
imports and exports are responsive to world 
prices, with the result that all adjustment bur- 
dens are borne by a subset of the world market 
participants. The model is tested with pooled 
time series-cross section data for the cotton 
market. Rev. E^on. Statist, Feb. 1985, 67(1), 
pp. 98-107. University of Arizona, Tucson. 

42.3 Economic Integration 
Falvey, Rodney E. and Fried, Harold O. — Sec- 
toral Trading Arrangements 
This paper develops a theoretical model to 
analyze the potential gains and losses from sec- 
toral trading integration. By considering an in- 
tegration arrangement encompassing a multi- 
product industry, the authors show that major 
difficulties for the stability of such schemes 
arise where the distribution of comparative ad- 
vantage within the sector is inconsistent with 
the production goals of the participants. Poli- 
cies that modify sectoral free trade so as to 
eliminate these distributional difficulties while 
maintaining the gains from sectoral integration 
are also considered. Int. Econ. Rev., Oct. 1984, 
25(3), pp. 671-85. Australian National Univer- 
sity, Canberra, and Tulane University, New 
Orleans; Union College, Schenectady. 

Fries, Timothy L. — Uncertainty as a Possible 
Rationale for Customs Unions 
Two commodity price-taking countries that 
face uncertainty about world prices and do- 
mestic output can, when asset markets are in- 
complete, gain relative to free trade by form- 
ing a customs union. Once the customs union 
is formed, the member countrie.s have an in- 
centive to pursue unilateral commercial poli- 
cies that may undermine the collective gains 
brought about by the customs union. /. Int. 
Econ., Nov. 1984, 17(314), pp. 347-57. Univer- 
sity of Florida, Gainesville. 

Inotai, Andras — Changes in the Commodity 
Pattern of Intraregional Trade in the Euro- 
pean Economic Community 
In the last ten years, several, and in some 
cases substantial, changes have occurred in the 
geographical distribution and commodity pat- 
tern of the intra-EEC trade. The analysis of 
the changes in the commodity pattern shows 
that under the new world economic situation 


the trade-creating power of the Community 
could not assert itself. The share of intrare- 
gional trade decreased in the case of manufac- 
tures, especially machinery and transport 
equipment. However, the weight of intrare- 
gional imports of raw materials and energy 
within the total imports was much higher than 
the EEC average, which was mainly due to 
the preference of the security of supplies. The 
Common Agricultural Policy was able to pre- 
vent the decrease of intra-EEC trade in agri- 
cultural products. Acta Oecon., 1983, 31 (3-4), 
pp. 261-86. Institute for World Economics, 
Hungarian Academy of Sciences, Budapest. 

Rusmich, Ladislav — Value Aspects of the De- 
velopment of Socialist Integration 
With the process of integration, the interna- 
tional mechanism of cooperation should exert 
a real, systematic impact on unifying criteria 
for economic decision making within the indi- 
vidual member countries. Without it, enter- 
prises will not get interested in the develop- 
ment of integration. The external relative 
values have to influence directly the internal 
economic decisions. For this reason, a well- 
founded system of exchange rates is indispens- 
able and should supplant the present system 
of foreign exchange coefficients. This change 
involves the monetization of the national econ- 
omies of the member countries. Acta Oecon., 
1983, 31(3-4), pp. 241-59. Institute for Plan- 
ning and Management of the National Econ- 
omy, Prague. 

430 Balance of Payments; International 
Finance 

431 Balance of Payments; Mechanisms of 
Adjustment; Exchange Rates 

Ahumada, Hildegart A. — An Encompassing 
Test of Two Models of the Balance of Trade 
for Argentina 

A desirable property of an econometric 
model is that it can encompass (account for) 
the results of rival models. Two models of the 
balance of trade for Argentina are mutually 
evaluated by using encompassing tests. One 
of the models concentrates on the long-run 
determinants of the trade surplus, defined as 
the excess supply of tradables. The other is 
based on the monetary approach to the bal- 
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ance of trade. The dynamic structures of both 
models are determined from the data. In gen- 
eral, the encompassing tests suggest that the 
excess supply of tradables model accounts for 
the findings of the monetary model. Oxford 
Bull Econ. Statist, Feb. 1985, 47(1), pp. 51- 
70. St. Anthony’s College, University of Oxford. 

Batten, Dallas S. and Thornton, Daniel L. 

Discount Rate Changes and the Foreign Ex- 
change Market 

Changes in the discount rate can have associ- 
ated announcement effects on the foreign ex- 
change value of the dollar only if these changes 
are not anticipated by the market. This paper 
provides evidence to support this contention. 
Specifically, discount rate changes made for 
reasons other than technical adjustments have 
not been anticipated fully and, consequently, 
their announcements have had a significant 
impact on the dollar’s exchange rate. Further- 
more, results are obtained that support the 
hypothesis that unanticipated discount rate 
changes after inflationary expectations. / hit 
Money Finance, Dec. 1984, 3(3), pp. 279-92. 
Federal Reserve Bank of St. Louis. 

Bhandari, Jagdeep S. — Experiments with the 
Optimal Currency Composite 
This paper analyzes the nature of the opti- 
mal currency basket. The approach adopted 
here is macroeconomic in nature and stresses 
general equilibrium considerations. The sensi- 
tivity of the optimally generated basket under 
various optimality criteria is investigated with 
respect to variations in (1) domestic bilateral 
trade patterns (2) relative size of foreign econo- 
mies, and (3) the nature and relative variability 
of the underlying random disturbances in the 
world. Southern Econ. Jan. 1985, 51 (3), pp. 
711-30. West Virginia University, Morgan- 
town. 

Bhandari, Jagdeep S. — Wage Contracting and 
Exchange Rate Intervention in a Model with 
Intermediate Imports 

This paper considers the short-run implica- 
tions of various structural disturbances in a sto- 
chastic macroequilibrium model of the open 
economy. Three key features of the model pre- 
sented here are that nominal wages are con- 
tractually determined, the trade balance is as- 


sumed to respond in /-curve fashion to a con- 
temporaneous change in the real exchange 
rate, and the economy in question is open on 
both the demand and supply sides (i.e., it is 
presumed to import both final and intermedi- 
ate goods). The framework is also used to exam- 
ine the optimal wage indexation-exchange in- 
tervention package that is required to stabilize 
the economy against various disturbances. Z. 
ges Staatswiss., Dec. 1984, 140(4), pp. 685- 
711. West Virginia University, Morgantown. 

Boughton, James M. — Exchange Rate Move- 
ments and Adjustment in Financial Markets: 
Quarterly Estimates for Major Currencies 
This paper develops a portfolio-balance 
model that incorp>orates the hypothesis that 
large swings in major-currency real exchange 
rates occur because market participants lack 
the information required to induce stabilizing 
speculation. Real exchange rates are deter- 
mined by real interest differentials and the cu- 
mulated private capital balance; relative 
money stocks do not play a direct role. The 
model is tested using quarterly data for the 
five largest industrial countries. These tests, in- 
cluding comparisons with alternative models, 
support this model and suggest that interest 
differentials bear a clearer short-run relation- 
ship to exchange rate changes than to ex- 
change rate levels. Int Monet. Fund Staff Pap., 
Sept. 1984, 31 (3), pp. 445-68. International 
Monetary Fund, Washington, D.C. 

Butlin, M. W. — Managed Exchange Rates and 
Exchange Control: A Theoretical .Analysis 
Managed exchange rate regimes have ap- 
peared in a number of countries in recent 
years. The main reason has been to stabilize 
the movements of a market-determined ex- 
change rate; the management has also been 
concerned with anti-inflationary aspects of the 
exchange rate. This paper examines the stabil- 
ity of such a managed exchange rate regime 
and the relationship between the exchange 
rate regime and arbitrageurs. The msmaged 
exchange rate may destabilize an otherwise 
stable system, casting doubt on the stabiliza- 
tion consequences of intervention. Australian 
Econ. Pap., Dec. 1984, 23(43), pp. 167-78. Re- 
serve Bank of Australia, Sydney. 
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Chiang, Thomas C. — On the Relationship be- 
tween the Exchange Rate and the Interest 
Rate Differential in Monetary Models 
The model in this paper reconciles various 
views of monetary models in the relationship 
between exchange rate and interest rate differ- 
ential. The theory argues that the impact of 
changes in interest rate differential on ex- 
change rate depends on the responsiveness of 
money supply and demand functions vis-^-vis 
capital movements to the changes of interest 
rate differential between two nations. In the 
empirical aspect, it is shown that the coefficient 
on the interest rate differentials is biased up- 
ward for the Michael L. Mussa-Jacob A. 
Frenkel-John F. O. Bilson hypothesis and 
baised downward for the Rudiger Dornbusch- 
Frankel hypothesis. Quart. Rev. Econ. Bus., 
Autumn 1984, 24 (3), pp. 49-57. Drexel Univer- 
sity, Philadelphia. 

Davidson, James E. H. — Econometric Model- 
ling of the Sterling Effective Exchange Rate 
There are well-known difficulties with mod- 
eling the exchange rate because of such prob- 
lems as underidentification of the relationships 
between exchange and interest rates, unob- 
servables, and changes in intervention policy. 
This paper explores the econometric implica- 
tions of treating the exchange rate as deter- 
mined in an efficient market whose partici- 
pants have at least weakly rational 
expectations. A particular puzzle is the great 
volatility of the exchange rate compared to re- 
lated variables, and a nonlinear (cubic) equa- 
tion fits the data more closely than a linear 
equation. An extrapolative expectations mech- 
anism, and intervention policy, are possible ex- 
planations. Rev. Econ. Stud., Apr. 1985, 52(2), 
pp. 231-50, London School of Economics and 
Political Science. 

Engel, Charles M. — ^Testing for the Absence 
of Expected Real Profits from Forward Mar- 
ket Speculation 

This paper tests for the absence of expected 
real profits from forward market speculation. 
It contrasts with the literature that has consid- 
ered opportunities for expected nominal 
profit from speculation — that is, profits denom- 
inated in one of the currencies. These studies 


assume money illusion on the part of market 
participants, but this paper does not. Empirical 
results fail to find evidence of unexploited real 
profit opportunities. J. Int. Econ., Nov. 1984, 
17(3/4), pp. 299-308. University of Virginia, 
Charlottesville. 

Frankel, Jeffrey A. and Engel, Charles M. — 
Do Asset-Demand Functions Optimize over 
the Mean and Variance of Real Returns? / 
Six-Currency Test 

International asset demands are functions of 
expected returns. Optimal portfolio theory 
tells us that the coefficients in this relationship 
depend on the variance-covariance matrix of 
real returns. But previous estimates of the opti- 
mal portfolio (1) assume expected returns tc 
be constant and (2) are not set up to test the 
hypothesis of mean-variance optimization. The 
authors use maximum likelihood estimation to 
impose a constraint between the coefficients 
and the error variance-covariance matrix. For 
a portfolio of six currencies, they are able statis- 
tically to reject the constraint. Evidently inves- 
tors are either not sophistic i ted enough to 
maximize a function of the mean and variance 
of end-of-period wealth or else are too sophisti- 
cated to do so. J. Int. Econ., Nov. 1984, 17(3/ 
4), pp. 309-23. University of California, Berke- 
ley; University of Virginia, Charlottesville. 

Gregory, Allan W. and McCurdy, Thomas H. — 
Testing the Unbiasedness Hypothesis in the 
Forward Foreign Exchange Market: A Speci- 
fication Analysis 

This paper evaluates two popular regression 
methods of testing the unbiasedness hypothesi; 
in the forward foreign exchange market. For 
the thirty-day Canada/ United States forward 
foreign exchange market, the evidence over 
whelmingly indicates that it is inappropriate 
to treat the structure of the systematic and 
stochastic components of the test relations as 
constant over time. Hence, conclusions in- 
ferred from parameter significance testing 
based upon full-sample estimation can be very 
misleading. Accordingly, the authors argue for 
a specification analysis of the test relations and 
for more explicit modeling of market funda- 
mentals. J. Int. Money Finance, Dec. 1984, 
3(3), pp. 357-68. University of Western On- 
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tario, London, Ontario; Queen’s University, 
Kingston, Ontario. 

Hakkio, Craig S. — A Re-examination of Pur- 
chasing Power Parity; A Multi-country and 
Multi-period Study 

This paper reexamines the Purchasing 
Power Parity (PPP) theory in a multiple ex- 
change rate world. Due to a lack of precision 
in estimating the parameters, many authors 
concluded that PPP did not hold very well in 
the 1970s. Using a time series-cross sectional 
estimation procedure, the author is unable to 
reject the hypothesis that PPP holds in several 
currencies simultaneously. In addition, the pa- 
rameters are precisely estimated. This result 
follows from the estimation procedure that al- 
lows one to exploit the cross-sectional variation 
in the data and the contemporaneous correla- 
tion in the deviations from PPP, J. Int Econ., 
Nov. 1984, ; 7(3/4), pp. 265-77. Federal Re- 
serve Bank of Kansas City. 

Kimbrough, Kent P. — The Forward Rate as a 
Predictor of the Future Spot Rate, the Role 
of Policy, and Exchange Rate Regime Choice 
This paper extends some of the recent open 
economy literature on the business cycle by 
explicitly incorporating a forward market and 
by examining the role of the forward rate, as 
well as the spot rate, as a valuable source of 
information. It is shown that the properties of 
the forward rate as a predictor of the future 
spot rate have important implications for the 
role of monetary policy in an opjen economy 
and for the choice between alternative ex- 
change rate regimes. Specifically, it is shown 
that policy effectiveness obtains if the forward 
rate is a biased predictor of the future spot 
rate and that it cannot be concluded at the 
theoretical level which regime is superior (in 
terms of output stability). In contrast, if the 
forward rate is an unbiased predictor of the 
expected future spot rate, policy ineffective- 
ness holds, and fixed and flexible exchange 
rates are identical in terms of output stability. 
Int. Econ. Rev., Oct. 1984, 25(3), pp. 527-43. 
Duke University, Durham, North Carolina. 

Korgjczyk, Robert A. — ^The Pricing of Forward 
Contracts for Foreign Exchange 


This paper investigates the nature of ob- 
served deviations from the unbiased expecta- 
tions hypothesis in the forward foreign ex- 
change market. If these deviations are due to 
risk premia, then the same premia should be 
observed in nominal bonds denominated in dif- 
ferent currencies. This condition imposes test- 
able restrictions on the parameters of a multi- 
variate regression model. The empirical results 
are consistent with a world in which time-vary- 
ing risk premia cause the observed deviations 
from unbiased expectations. ]. Polit. Econ., 
Apr. 1985, 93(2), pp. 346-68. Northwestern 
University. 

Loopesko, Bonnie E. — Relationships among 
Exchange Rates, Intervention, and Interest 
Rates: An Empirical Investigation 
This study uses heretofore unavailability 
daily data on official intervention to test the 
joint hypothesis of perfect asset substitutability 
and exchange-market efficiency. This joint hy- 
pothesis is generally soundly rejected for six 
exchange rates. In contrast to evidence else- 
where from weekly and monthly data, lagged 
intervention is a significant determinant of re- 
alized profits in about half the cases; this evi- 
dence is consistent with existence of a portfo- 
lio-balance channel, at least in the short run. 
Other evidence indicates that coordinated in- 
tervention sometimes may have an impact sig- 
nificantly different from intervention by one 
central bank alone./. Int. Money Finance, Dec. 
1984, 3(3), pp. 257-77. International Finance 
Division, Board of Governors of the Federal 
Reserve System, Washington, D.C. 

Melvin, Michael and Bernstein, David — Trade 
Concentration, Openness, and Deviations 
from Purchasing Power Parity 
Economists have often explained deviations 
from purchasing power parity (PPP) in terms 
of random relative price changes. While adl 
countries are subject to such real shocks, em- 
pirical studies indicate that PPP seems to hold 
closer for some countries than others. This pa- 
per emphasizes two major reasons why we 
should expect systematic differences across 
countries in deviations from PPP; (i) the con- 
centraticai of trade and (2) (q>enness. Tlie more 
diversified trade is, the less susceptible’ 6ie 
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country is to random shocks affecting individ- 
ual goods, so that shifts in the PPP ratio are 
lower. The more open the economy, the 
greater the weight of traded goods in the over- 
all price indices, so that if exchange rates are 
determined by traded goods prices, yet empiri- 
cal tests of PPP use national price indices, PPP 
should hold better in more open economies. 
/. Int. Money Finance, Dec. 1984, 3(3), pp. 
369-76. Arizona State University, Tempe; Pur- 
due University, West Lafayette, Indiana. 

Papell, David H. — Activist Monetary Policy 
and P]xchange-Rate Overshooting: The 
Deutsche Mark/Dollar Rate 
This paper shows that accommodative mon- 
etary policy (with respect to prices) has the 
potential to switch from overshooting to un- 
dershooting of the exchange rate. The results 
of the model, estimated for West Germany and 
the United States, provide strong evidence for 
R. Dornbusch’s overshooting hypothesis of 
exchange-rate determination. J. Int. Money 
Finance, Dec. 1984, 3(3), pp. 293-310. Uni- 
versity of Houston and National Bureau of 
Economic Research. 

Persson, Torsten and Svensson, Lars E. O — 
Current Account Dynamics and the Terms 
of Trade; Harberger-Laursen-Metzler Two 
Generations Later 

This paper examines the current account dy- 
namics resulting from the savings and invest- 
ment dynamics in a small open economy that 
is subject to exogenous changes in its terms 
of trade and in world interest rates. Antici- 
pated and unanticipated, as well as temporary 
and permanent, terms-of-trade changes have 
very different effects. There is, however, a gen- 
eral tendency toward cycles in both savings 
and investment, which gives rise to cycles in 
the current account. It is shown that the classic 
Harberger-Laursen-Metzler effect on saving 
of a terms-of-trade deterioration can have any 
sign for plausible parameter values, both for 
temporary and permanent disturbances. /. Po- 
lit. Econ., Feb. 1985, 93(1), pp. 43-65. Univer- 
sity of Stockholm. 

Rush, Mark and Husted, Steven — Purchasing 
Power Parity in the Long Run 


This paper tests for the existence of long- 
nm purchasing power parity (PPP) in the bilat- 
eral exchange rates of the United States, Can- 
ada, Japan, and several European countries. 
The authors do this by taking wage and price 
data for each of these countries and decompos- 
ing this data into a low frequency trend (or 
long-run) component and a high frequency 
noise component. The trends are then used 
in distributed lag regressions to test for PPP. 
It is shown that so long as U.S. data are used, 
PPP cannot be rejected. Using data from coun- 
tries other than the United States leads to 
mixed results. Can. ]. Econ., Feb. 1985, 18(1), 
pp. 137-45. University of Florida, Gainesville; 
University of Pittsburgh. 

Sheffrin, Steven M. and Russell, Thomas — Ster- 
ling and Oil Discoveries: The Mystery of 
Nonappreciation 

This paper analyzes the impact of North Sea 
oil discoveries on the value of sterling by look- 
ing at market reactions to announcements of 
oil discoveries. It shows that there is no evi- 
dence for the common view that oil discoveries 
led to an appreciation of sterling. It also ex- 
plores alternative explanations for the nonap- 
preciation of sterling. / Int. Money Finance, 
Dec. 1984, 3(3), pp. 311-26. University of Cali- 
fornia, Davis; University of Santa Clara, Cali- 
fornia. 

Turnovsky, Stephen J. — Exchange Market In- 
tervention under Alternative Forms of Ex- 
ogenous Disturbances 
This paper analyzes exchange market inter- 
vention in a stochastic model of a small open 
economy. The distinction is made between dis- 
turbances that are unanticipated and antici- 
pated on the one hand and those that are per- 
ceived as being transitory or permanent on 
the other. The paper demonstrates how the 
appropriate form of exchange market inter- 
vention is sensitive to these aspects of the dis- 
turbances. Of particular interest is the case of 
an unanticipated permanent disturbance, 
when output may be stabilized perfectly about 
its frictionless level by the use of a very simple 
class of intervention rules. The optimal rules 
in other cases are also discussed. J. Int. Econ., 
Nov. 1984, 17(314), pp. 279-97. University of 
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Illinois, Champaign; National Bureau of Eco- 
nomic Research. 

Ursprung, Heinrich W.— Structural Balance of 
Trade Deficits in a Small Open Economy 
with Exogenous Capital Flows; A Monetary 
Approach 

This paper presents a “structural” balanee- 
of-trade model that can be interpreted as com- 
bining two major building blocks. The first one 
is identical to the monetary approach to the 
balance of payments. The second, which ex- 
plains the price level, consists of the orthodox 
Scandinavian model of price and wage deter- 
mination. It is shown that under these assump- 
tions, the balance-of-trade deficit can be bro- 
ken down into a structural, an imported, and 
a “home made” component. An empirical illus- 
tration is given for the New Zealand economy. 
Econ. Fee., Dec. 1984, 60(171), pp. 326-39. 
Victoria University of Wellington, New Zea- 
land. 

440 INTEKNATIONAI. INVESTMENT AND FOREIGN 

Aid 

441 International Investment and Capital Markets 
Balasubramanyam, Venkataraman N. — Incen- 
tives and Disincentives for Foreign Direct 
Investment in Less Developed Countries 
This paper analyzes the impact of LDCs’ pol- 
icies on inflows of foreign direct investment 
and their efficacy. It finds some support for 
the hypothesis that both the magnitude of in- 
flows of foreign direct investment and its effi- 
cacy tend to be higher in countries pursuing 
the import substitution industrialization strat- 
egy. It also examines the impact of protection- 
ist policies on choice of techniques of foreign 
firms in LDCs. Finally, the paper provides a 
review of the benefits and costs of the various 
policies of LDCs aimed at regulating the opera- 
tions of foreign firms. Weltwirtsch. Arch., 
1984, 120(4), pp. 720-35. University of Lancas- 
ter. 

Murphy, Robert G. — Capital Mobility and the 
Relationship between Saving and Invest- 
ment Rates in OECD Countries 
This paper considers tests that use data on 
saving and investment rates to determine the 
degree of capital mobility. Two types of evi- 
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dence show that a high correlation between 
saving and investment rates across OECD 
countries can be consistent with a high degree 
of capital mobility and cast doubt on the useful- 
ness of testing hypotheses about capital mobil- 
ity with saving and investment data. / Int. 
Money Finance, Dec. 1984, 3(3), pp. 327-42. 
Boston College, Chestnut Hill. 

Sibert, Anne C. — Capital Accumulation and 
Foreign Investment Taxation 
This paper presents a dynamic, choice-theo- 
retic general equilibrium model of capital ac- 
cumulation in an open economy. Equilibria 
with and without capital mobility are de- 
scribed and compared. It is shown that neither 
is necessarily Pareto optimal and that an equi- 
librium with free trade in capital does not Pa- 
reto-dominate an equilibrium with autarky. 
The effects of restricting capital flows by taxing 
foreign investment earnings are discussed. It 
is seen that there will be no agreement within 
a country as to what constitutes an optimal 
tax. Rev. Econ. Stud., Apr. 1985, 52(2), pp. 
331-45. Board of Governors of the Federal Re- 
serve System, Washington, D.C. 

Sinn, Hans-Wemer — Die Bedeutung des Ac- 
celerated Cost Recovery System fiir den in- 
ternationalen Kapitalverkehr (The Signifi- 
cance of the Accelerated Cost Recovery 
System for International Capital Move- 
ments) 

The paper studies the impact on interna- 
tional capital movements of the accelerated 
depreciation scheme introduced in the United 
States under the Reagan administration. It is 
argued on theoretical grounds that, contrary 
to most other potential tax reforms, this depre- 
ciation scheme calls for a substantial restruc- 
turing in the worldwide capital stock in favor 
of the United States and will induc^e sectoral 
changes that endanger capital-intensive indus- 
tries outside the United States. A tentative esti- 
mate based on stylized economic facts suggests 
that, even when doubled, the 1983 U.S. cur- 
rent-account deficit of $40 billion would have 
to persist for more than a decade before the 
required structural changes are accomplished. 
Kyklos, Jan. 1985, 37(4), pp. 542-76 (German). 
University of Western Ontario. 
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443 International Lending and Aid (Public) 

Frey, Bruno S. — ^The Function of Governments 
and Intergovernmental Organizations in the 
International Resource Transfer — ^The Case 
of the World Bank 

The “world social welfare” approach is re- 
jected, and the political economy approach is 
adopted to analyze the international resource 
transfer activity of the World Bank. Four types 
of behavior implying distinct incentive struc- 
tures are theoretically derived and economet- 
rically tested. Selfish behavior of the top World 
Bank officials fares best. There is little possibil- 
ity of influencing the behavior of the World 
Bankers in the current politico-economic pro- 
cess. Changing the institutional structure by, 
e.g., increasing competition between lenders 
or by stronger monitoring by controlling offices 
is more effective, but the necessary agreement 
among the sovereign international actors is dif- 
ficult to achieve. Weltwirtsch. Arch., 1984, 
120(4), pp. 702-19. Institut fur Ejnpirische 
Wirtschaftsforschung and the University of Zu- 
rich. 

Spraos, John — IMF Conditionality — A Better 
Way 

The conditionality practices of the IMF turn 
policy instruments into policy targets and leave 
the genuine target of the balance of payments 
untargeted or, at best, indirectly targeted. This 
is inefficient as well as divisive, and the record 
of Fund programs suggests that the en- 
trenched practives do not work well. It is ar- 
gued that the time has come for the Fund to 
turn to direct balance-of-payments targeting 
by making the current account the focus of 
performance criteria while leaving the choice 
of instruments to the discretion of the borrow- 
ing country. Possible objections to such a 
course are considered. Banco Naz. Lavoro 
Quart. Rev., Dec. 1984, (151), pp. 411-21. 
University College, London. 

500 Administration; Business Finance; 

Marketing; Accounting 
510 ADMINlSntATtON 
511 Organization and Decision Theory 
Williamson, Oliver E. — ^The Incentive Limits 
of Firms; A Comparative Institutional Assess- 
ment of Bureaucracy 


Why can’t a large firm do everything that 
a collection of small firms can do, and more? 
In this paper, the shortcomings of earlier treat- 
ments of the firm size puzzle are briefly 
sketched, and a comparative institutional as- 
sessment of the incentive effects of vertical in- 
tegration is set out. It is argued that efforts 
to replicate markets by introducing high-pow- 
ered incentives into firms invite distortions and 
invariably breakdown. Several examples illus- 
trating the limits of high-powered incentives 
in firms are described, and bureaucratic costs 
of internalizing the incremental transaction 
are discussed. Weltwirtsch. Arch., 1984, 
120(4), pp. 736-63. Yale School of Organiza- 
tion and Management, New Haven. 

512 Managerial Economics 

Cochran, Philip L.; Wartick, Steven L. and 
Wood, Robert A. — ^The Average Age of 
Boards and Financial Performance, Revis- 
ited 

This paper examines the relationship be- 
tween the average age of boards of directors 
of Fortune 500 companies and corporate finan- 
cial performance. The results contradict ear- 
lier research. Using a large sample and im- 
proved measures of financial performance, this 
study concludes that there is a slight negative 
correlation between board age and financial 
performance. Quart. J. Bus. Econ., Autumn 
1984, 23(4), pp. 57-63. Pennsylvania State 
University, University Park. 

Gort, Michael; Grabowski, Henry and McGuc- 
kin, Robert — Organizational Capital and the 
Choice between Specialization and Diversi- 
fication 

This paper specifies and tests a model in 
which the preservation of organization capital 
is the principal factor motivating corporate di- 
versification decisions for U.S. industrial firms 
in the 1967-1971 period. Consistent with the 
model, variables associated with unfavorable 
expectations on the marginal returns to invest- 
ment in existing activities proved dominant in 
explaining "desired” increases in diversifica- 
tion. Alternative explanations, namely, the role 
of managerial attributes, of absolute advan- 
tages of some firms, and of opportunities cre- 
ated by research and development, had more 
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modest explanatory power. Managerial Dec. 
Econ., Mar. 1985, 6(1), pp. 2-10. State Univer- 
sity of New York, Buffalo; Duke University: 
U.S. Department of Justice. 

Harris, Frederick H. deB. and Dennis, Richard 
L — Managerial Utility-maximizing Operat- 
ing Decisions under Compound Demand 
Risk 

This paper examines the demand and cost 
conditions under which utility maximizing 
pricing-risk and advertising-risk relationships 
are determinate. In addition to standard de- 
mand restrictions and constant marginal cost, 
determinate results depend upon the degree 
of managerial risk aversion, the correlation be- 
tween individual demand and customer arrival 
disturbances, the firm’s cost fixity, and 
bounded product differentiation effects of ad- 
vertising. The symmetry between price cuts 
and advertising as demand-increasing costs is 
extensively examined; firm equilibrium re- 
quires that price cuts not be an inferior input 
for increasing demand. Managerial Dec. Earn., 
Mar. 1985, 6(1), pp, 19-26, University of Texas, 
Arlington; Texas A & M University, 

Laki, Mihaly — The Enterprise Crisis 
Based on an analysis of enterprise crises in 
the 1960s and 1970s, the enterprise crisis in 
Hungarian industry may be described by a spe- 
cial syndrome; sales difficulties are its most im- 
portant element. Enterprises cannot and will 
not apply the means used for averting crises 
in the capitalist economies. Instead of dismiss- 
ing labor, or selling fixed capital, they often 
enlarge their range of products. It is in the 
course of this special kind of div'ersification that 
the real crisis emerges, which will then inten- 
sify the forces acting toward efforts at solving 
the difficulties through centralization. .\cta 
Oecon., 1984, 32(1-2), pp. 113-24. Institute 
for Economic and Market Research, Budapest. 

520 Business Finance and Investment 

Brennan, Michael J. and Schwartz, Eduardo 
S. — Evaluating Natural Resource Invest- 
ments 

The evaluation of mining and other natural 
resource projects is made particularly difficult 
by the high degree of uncertainty attaching 


to output prices. It is shown that the techniques 
of continuous-time arbitrage and stochastic 
control theory may be used not only to value 
such projects but also to determine the optimal 
policies for developing, managing, and aban- 
doning them. The approach may be adapted 
to a wide variety of contexts outside the natural 
resource sector, where uncertainty about fu- 
ture project revenues is a paramount concern. 
/ Bus., Apr. 198,5, 58(2), pp. 135-57. University 
of British Columbia. 

521 Business Finance 

Frydman, Halina; Altman, Edward 1., and Kao, 
Duen-Li — Introducing Recursive Partition- 
ing For Financial Classification; The Case of 
Financial Distress 

The purposes of this study are to present a 
new classification procedure, Recursive Parti- 
tioning Algorithm (RPA), for financial analysis 
and to compare it with discriminant analysis 
within a firm financial distress context. RPA 
is a computerized, nonparametric technique 
based on pattern recognition, which has attri- 
butes of both the classical univariate classifica- 
tion approach and multivariate procedures. 
RPA is found to outperform discriminant anal- 
ysis in most original sample and holdout com- 
parisons. The authors also observe that addi- 
tional information content can be derived by 
assessing both RPA and discriminant analysis 
results. / Finance. Mar. 1985, 40(1), pp. 269- 
91. New York University. 

Coudie, Andrew W. — The Dividend Decision 
in the Presence of Tax Exhaustion 
This paper focuses on the consequences of 
tax exhaustion for the dividend decision of the 
company and on the inherent change in the 
tax system's degree of discrimination against 
dividends encountered at the onset of exhaus- 
tion. It is concluded that, at its most extreme, 
tax exhaustion causes the present imputation 
system effectively to revert to the classical sys- 
tem of corporate tax. The ex ante change in 
the implied degree of discrimination is shown 
to have a certain maximum value but an un- 
known actual value. The consequences for div- 
idend-decision modeling are then explored. 
Scot . }. Folit. Econ., Nov. 1984, 31 (3), pp. 265- 
73. Cambridge University. 
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Lee, Moon H. and Josef Zechner— Debt, 
Taxes, and International Equilibrium 
This paper employs an extended M. H. 
Miller model to analyze capital structure deci- 
sions of individual firms in a two-country set- 
ting. The two reasons for diBFerential tax subsi- 
dies on debt across countries are identified: 
differences in national corporate tax rates and 
differential inflation rates. Both cases will pro- 
duce Miller equilibria, which are generally not 
consistent with an international equilibrium. 
/ Int. Money Finance, Dec. 1984, 5(3), pp. 
343-5, "i. University of Saskatchewan, Saska- 
toon; Karl Franzens Universitaet Graz, Austria. 

Talmor, Eli; Haugen, Robert and Barnea, 
Amir — The Value of the Tax Subsidy on 
Ri.sky debt 

This paper examines the relationship be- 
tween leverage and the value of the firm when 
nondebt-related tax shields are available and 
the corporate tax is levied as an income tax. 
In a previous paper, H. DeAngelo and R. W. 
Masulis argue that the relationship between 
debt and firm value is concave, resulting in 
an interior optimal capital structure when 
there is a tax-induced differential in the cost 
of corporate debt. The authors show that if 
the interest alone is deductible, the debt-firm 
value function is convex, resulting in corner 
solutions to the capital structure problem. J. 
Bus., Apr. 1985, 58(2), pp. 191-202. Tel-Aviv 
University and University of Wisconsin, Madi- 
son; University of Wisconsin, Madison; Tel- 
Aviv University and University of Wisconsin, 
Madison, 

522 Business Investment 

Fortune, J. Neill — Manufacturers’ Aggregate 
Inventory Accumulation and Unfilled Or- 
ders 

A stock adjustment model of inventory accu- 
mulation is developed and tested in which the 
desired level of manufacturers’ inventories is 
specified to be a function of unfilled orders, 
sales, nominal interest rates, and inflation. Un- 
filled orders is related to inventory accumula- 
tion through the duplication and subsequent 
cancellation of orders that become particularly 
aevAe wear \]ne 'peaV. o? tine busitvess cycle. 
When an instrumental variable is used, the pa- 


rameters of the interest rate and inflation vari- 
ables are significant and possess the theoreti- 
cally correct signs, indicating that inventories 
are not immune to policies that raise nominal 
interest rates and reduce inflation. /. Post 
Keynesian Econ., Spring 1985, 7(3), pp. 324- 
31. University of Windsor, Canada. 

600 Industrial Organization; 
Technological Change; Industry Studies 

610 Industrial Organization and Puhlic 
Policy 

61 1 Market Structure: Industrial Organization and 
Corporate Strategy 

Benston, George J. — The Validity of Profits- 
Structure Studies with Particular Reference 
to the FTC’s Line of Business Data 
The relationship between profits and other 
accounting-based numbers, concentration, and 
other variables has been measured extensively. 
Because diversified companies do not publish 
data on consistently defined products, the FTC 
required some 450 very large firms to report 
detailed data by specified lines of business. 
These presumably greatly improved data were 
used to produce numerous statistical reports 
and research studies. This paper analyzes the 
extent to which financial accounting data can 
provide valid economic measures, the likeli- 
hood that the particular FTC data are mean- 
ingful for economic analysis, and the extent 
to which the studies were able to overcome 
the data’s shortcomings. Arner. Econ. Rev., 
Mar. 1985, 75(1), pp. 37-67. University of 
Rochester. 

Davidson, Paul and Davidson, Greg S. — Finan- 
cial Markets and Williamson’s Theory' of 
Governance; Efficiency versus Concentra- 
tion versus Power 

This article demonstrates that Oliver E. Wil- 
liamson’s organizational analysis has success- 
fully freed the theory of the firm from its neo- 
classical shackles in certain areas, e.g, 
negotiation theory, franchising vs. regulation 
analysis, and contestable markets analysis. In 
the area of financial market theory, how- 
ever, Williamson’s use of bounded rationality, 
contracts, and uncertainty is not sufficient. 
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Keynes’s and the post Keynesian uncertainty, 
liquidity, and contract analysis is contrasted 
with the Buchanan-Simon-Williamson con- 
ceptual approaches to finance and contracts. 
A theoretical tie between Keynes’s theory and 
Galbraith’s theory of corporate organizational 
behavior is also demonstrated. Quart. Rev. 
Econ. Bus., Winter 1984, 24(4), pp. 50-63. Rut- 
gers University and John F. Kennedy School 
of Government; Harvard University. 

Feinberg, Robert M.— “Sales-at-Risk”: A Test 
of the Mutual Forbearance 'Theory of Con- 
glomerate Behavior 

This paper tests the mutual forbearance the- 
ory of conglomerate behavior at both company 
and industry levels, using 1976 data from the 
Federal Trade Commission’s Line of Business 
program. This theory states that companies 
meeting rivals in more than one market will 
be able to facilitate collusion in one or all of 
those markets. J. Bus., Apr. 1985, 58(2), pp. 
225-41. Pennsylvania State University. 

FftzRoy, Felix R. and Mueller, Dennis C. — Co- 
operation and Conflict in Contractual Orga- 
nizations 

This article reexamines the nature of cooper- 
ative contracts using Oliver E. Williamson’s 
transaction costs approach. The salient charac- 
teristic of the corporate firm is found to be 
the informal nature of the contract binding 
the firm’s membership, and thus the necessity 
that the contract is monitored by one of its 
members. Given their role as information gath- 
erers, managers are the most likely monitors 
of the corporate contract. But management’s 
dual role as monitor of and party to the con- 
tract encourages opportunistic behavior. Con- 
flict over the distribution of the gains from co- 
operation, between managers and workers, 
between managers and stockholders, is a logi- 
cal consequence of the nature of the contract 
binding these groups together in the corporate 
firm. Quart. Rev. Econ. Bus., Winter 1984, 
^4(4), pp. 24-49. International Institute of 
Management, Berlin; University of Maryland. 

Fournier, Cary M. — Nonprice Competition 
and the Dissipation of Rents from Television 
Regulation 


'This paper presents a model of nonprice 
competition in the television broadcasting in- 
dustry. The model examines the relationship 
between profit opportunities created for firms 
by regulation and the incentives they have to 
engage in rivalrous actions. Television stations 
may be induced to expend excessive amounts 
on programs, thereby dissipating some eco- 
nomic rents, unless independent rent-seeking 
behavior can be curtailed. Empiricad tests us- 
ing financial data indicate that many of the 
exogenous characteristics of television markets 
that contribute to greater profitability also lead 
to higher program costs. Stations appear to be 
unable to capture the full scarcity rents af- 
forded by regulation. Southern Econ. J., Jan. 
1985, 51 (3), pp. 754-65. Florida State Univer- 
sity, Tallahassee. 

Hirschey, Mark — Market Structure and Mar- 
ket Value 

After allowing for the intangible capital or 
“left-out-asset” effects of R&D and advertising 
and for the effects of growth, no coirsistent link 
between traditional market structure variables 
and market-value-based estimates of economic 
profits is obvious. Apparently, market structure 
data are not attractive proxies for market 
power. This finding disputes traditional Cour- 
novian and Chamberlinian theory but is consis- 
tent with the “contestable markets” literature 
suggestion that there may be no simple rela- 
tion between the number and/or relative size 
of firms and competition. J. Bus., Jan. 1985, 
58(1), 89-98. University of Colorado, Den- 
ver. 

Isaac, R. Mark and Smith, Vernon L. — In 
Search of Predatory Pricing 
Can predatory pricing be reproduced in a 
laboratory environment? The authors report 
research motiv'ated by this objective, begin- 
ning with conditions that, based on the litera- 
ture, appear to combine the features this litera- 
ture has suggested are favorable to the 
emergence of predation. Next they operation- 
alize what is meant by predatory pricing in 
their design in order to compare prices with 
predictions from alternative theories. Of ten 
experiments, none evidence predatory behav- 
ior; most support the dominant theory. 
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The second series of experiments addresses 
remedies for predation and finds that the effect 
is to increase prices and reduce efiBciency. / 
Polit. Econ., Apr. 1985, 93(2), pp. 32(M5. 
University of Arizona, Tucson. 

Kumar, M. S. — Growth, Acquisition Activity 
and Firm Size: Evidence from the United 
Kingdom 

This paper provides detailed empirical evi- 
dence on the relationship between growth, ac- 
quisition activity, and size of firms. The evi- 
dence is based on over 2000 U.K. quoted firms, 
and covers the period 1960-76. It is shown that 
contrary to the widely held view, there was 
a tendency for larger firms to grow less fast 
and to have lower acquisition activity than 
smaller firms. An examination of serial correla- 
tion in growth shows a marked decline from 
the earlier periods. The paper also investigates 
the robustness of results for different popula- 
tions of firms and for different functional forms. 
/ Ind. Econ., Mar. 1985, 33(3), pp. 327-38. 
University of Cambridge. 

Laky, Terez — Small Enterprises in Hungary — 
Myth and Reality 

Besides the individual producers of goods 
and services (like artisans, household-plot 
farms in agriculture, lease and contractual op- 
eration of commercial and catering units) since 
1 January 1982, small economic units may be 
established in Hungary also in the form of part- 
nership. The types of small enterprises are: 
civil law partnership, business partnership, en- 
terprise business partnership, and the special- 
ized team of individual /service cooperative. 
Their main characteristic is that they offer a 
possibility for those who want to undertake 
extra work. The vast majority of these new 
small enterprises have come about within the 
socialist sector of the economy, usually in the 
form of enterprise business partnership. Acta 
Oecon., 1984, 32(1-2), pp. 39-63. Research In- 
stitute for Labour, Budapest. 

Loescher, Samuel M. — Bureaucratic Measure- 
ment, Shuttling Stock Shares, and Shortened 
Time Horizons: Implications for Economic 
Growth 


This article argues that the Williamsonian 
“solution” for managerial inefficiency in corpo- 
rations is worse than the problem. Only static 
efficiency can be increased by conglomerate 
ability to oversee and discipline both (1) divi- 
sionalized officers with headquartered-admin- 
istered annual bonuses and (2) each others’ 
chief executives with threats of take-over bids 
in competitive stock markets. Shortcomings in 
bureaucratic measures of profit in evaluating 
divisionalized performance and in volatized 
postings of stock prices in evaluating enter- 
prise performance combine to induce both 
middle and top executives of public modern 
corporations to shorten their goals from long- 
range to short-range performance. Improve- 
ment in corporate economic growth calls for 
reform in corporate governance. Quart. Rev. 
Econ. Bus., Winter 1984, 24(4), pp. 8-23. Indi- 
ana University, Bloomington. 

Marvel, Howard P. — The Locus of Collusion 
in U.S. Manufacturing 
The article presents a method for separating 
U.S. manufacturing industries into collusive 
and competitive subsets and provides tests 
bearing on the efficacy of the classification 
scheme. A simple characterization of the distri- 
bution of profit margins of high concentration 
industries is suggested as an explanation for 
a number of pathological statistical results 
commonly observed in the empirical literature 
on the determinants of profitability. The classi- 
fication is accomplished by using this charac- 
terization to decompose the distribution of 
margins into its competitive and collusive com- 
ponents by means of a method of moments 
technique. A test of the classification is pro- 
vided by a multiple discriminant analysis show- 
ing that industries classified as collusive differ 
from those deemed competitive in structural 
dimensions predicted by oligopoly theory. 
Quart. Rev. Econ. Bus., Winter 1984, 24(4), 
pp. 82-99. Ohio State University. 

Scherer, Frederic M. and Ravenscraft, David — 
Growth by Diversification; Entrepreneurial 
Behavior in Large-Scale United States Enter- 
prises 

Written for a Schumpeter centennial confer- 
ence, this paper uses Line of Business data to 
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trace changes in the diversification of U.S. 
manufacturing corporations between 1950 and 
1975. Measured both by line counts and a Her- 
findahl numbers equivalent index, the average 
extent of diversification among the 200 leading 
corporations of each period more than dou- 
bled. Diversification increased more for lower- 
ranked 1950 companies than for the largest 
enterprises. Acquisition (i.e., merger) was 
three times as important as internal growth 
in the appearance of new lines. The implica- 
tions of new venture formation as a source of 
diversifying acquisitions are examined. Z. Na- 
tionaldicon., Supp. 1984, 44(4), pp. 199-218. 
Swarthmore College; U.S. Federal Trade Com- 
mission, Washington, D.C. 

612 Public Policy Towards Monopoly and 
Competition 

Johnson, William R. — The Economics of Copy- 
ing 

Recent technological advances that enable 
consumers to copy creative works without 
compensating their owners have led to propos- 
als-for restrictions on copying. To analyze such 
restrictions, this paper considers two models 
of copying. The first model emphasizes the 
household production aspect of copying with 
costs differing across consumers, while the sec- 
ond relies on the fixed cost of copying technolo- 
gies. In both models, a case can be made for 
restricting copying even in the short run if 
copying induces a large reduction in demand 
for originals relative to its effect on total con- 
sumption. The long-run case for restriction 
hinges additionally on the elasticity of supply 
and the value consumers place on product vari- 
ety. /. Polit. Econ., Feb. 1985, 93(1), pp- 158- 
74. University of Virginia. 

Lean, David F; Ogur, Jonathan D., and Rogers, 

Robert P. — Does Collusion Pay . • . Does An- 
titrust Work? 

This paper examines the impacts of the 
price-fi^^g conspiracy engaged in by more 
than thirty electrical equipment manufactur- 
ers during the 1950s and the subsequent anti- 
trust “conduct” remedies on performance in 
(dght electrical equipment markets. Product- 
line profitability for 1950-70 was analyzed 
with OLS and GLS techniques. The study con- 


cludes that collusion can raise rates of return 
and that antitrust prosecution can lower them. 
Conspiratorial meetings and price signaling 
have significant effects on profitability in par- 
ticular markets. Market share and, separately, 
the share of the third largest firm also have a 
significant positive relationship with the profit/ 
sales ratio. Southern Econ. ]., Jan. 1985, 51 (3), 
pp. 828-41. Federal Trade Commission, Wash- 
ington, D.C. 

Walters, Stephen J. K. — Reciprocity, Rebating, 
and Regulation 

This study empirically analyzes the first ma- 
jor case involving reciprocal dealing (which 
linked a major meat packing company, its sub- 
sidiary, a manufacturer of railway equipment, 
and the railroads shipping the packer’s prod- 
ucts). Neither the government’s argument that 
the packer's monopsony power was being used 
to lever the subsidiary into a monopoly position 
nor the later suggestion that the arrangement 
enabled the secret cutting of regulated rail 
rates (“rebating”) is consistent with the evi- 
dence. Instead, the record shows that reciproc- 
ity was used to secretly raise regulated prices, 
which had been set too low to secure desired 
services. Southern Econ. /, Jan. 1985, 51 (3), 
pp. 766-75. Loyola College in Maryland, Balti- 
more. 

613 Public Utilities and Costs of Government 

Regulation of Other Industries in the Private 
■Sector 

Atkinson, Scott E. and Halvorsen, Robert — 
Parametric Efficiency Tests, Economies of 
Scale, and Input Demand in U S. Electric 
Power Generation 

A generalized cost function that does not 
require cost minimization subject to market 
prices is estimated for regulated electric utili- 
ties. Parametric tests of efficiency indicate that 
regulation distorts the use of both capital and 
fuel relative to labor but not relative to each 
other. Elstimates of the effects of inefficiency 
on total costs and on input demands are ob- 
tained, as well as estimates of scale economies 
with respect to both actual and shadow costs. 
The effects on estimated elasticities of demand 
and substitution of inappropriately using a neo- 
classical cost function in this context are dia- 
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cussed. Int. Boon. Rev., Oct. 1984, 25(3), pp. 
647-82. University of Wyoming, Laramie; 
University of Washington, Seattle. 

Chen, Andrew H. and Sanger, Gary C. — ^An 
Analysis of the Impact of Regulatory 
Change: The Case of Natural Gas Deregula- 
tion 

This study examines the effect of partial de- 
regulation of natural gas prices on the stock 
returns of firms engaged in the production and 
distribution of natural gas, as well as several 
closely related industries. The data fail to sup- 
port either the capture or public interest theo- 
ries of regulation and do not provide a test 
of George J. Stigler’s theory of economic regu- 
lation. An observed increase in systematic risks 
in these industries is, however, consistent with 
the buffering hypothesis of Samuel Peltzman. 
Financial Rev., Feb. 1985, 20(1), pp. 36-54. 
Southern Methodist University, Dallas; Ohio 
State University, Columbus. 

Hartley, Peter and Trengrove, Chris — ^The 
Marginal Costs of Electricity Supply in Vic- 
toria 

This paper discusses some of the determi- 
nants of the costs of supplying electricity by 
season, by time of day, and by location. A 
model is constructed of the State Electricity 
Commission of Victoria grid to illustrate the 
propositions. It is found that current tariffs bear 
little relationship to the opportunity costs of 
supplying electricity. Econ. Rec., Dec. 1984, 
60(171), pp. 340-55, Princeton University; Mo- 
nash University, Clayton, Victoria, Australia. 

Hayashi, Paul M.; Sevier, Melanie and Trapani, 
John M. — Pricing EflSciency under Rate-of- 
Return Regulation; Some Empirical Evi- 
dence for the Electric Utility Industry 
Quasi-optimal pricing rules for rate-of-re- 
tum regulation are tested for a sample of elec- 
tric utility firms. Cost and demand equations 
are estimated by class of customer yielding pa- 
rameters required to assess the utility rate 
structures. The results indicate that the price 
structure of electricity by class of customer is 
not quasi-optimal and that welfare improve- 
ments are possible. Solving for the optimal so- 
lution the authors find that commercial user 


rates have been too high relative to residential 
and, to a lesser extent, industrial rates. Adjust- 
ment to the optimal solution requires a lower- 
ing of commercial rates and increases in resi- 
dential and industrial rates. Southern Econ. J., 
Jan. 1985, 51(3), pp. 776-92. University of 
Texas, Arlington; Tulane University, New Or- 
leans; University of Texas, Arlington. 

Nelson, Randy A. and Primeaux, Walter J., 
Jr. — Rate Base Valuation Procedures and the 
Behavior of Regulated Firms 
Regulatory commissions employ two meth- 
ods to determine the value of a firm’s rate base: 
(1) original cost (OC), and (2) fair value (FV). 
Previous studies have found a relationship be- 
tween the valuation method and the allowed 
rate of return. This study reformulates the Har- 
vey Averch-Leland Johnson model to accom- 
modate this relationship and derives compara- 
tive static results to determine when the 
valuation method influences profitability or 
capital intensity. Empirical evidence obtained 
from 99 electric utility rate cases support the 
hypothesis that FW firms receive a lower al- 
lowed rate of return to compensate for the 
more liberal valuation of their rate base. Quart. 
Rev. Econ. Bus., Winter 1984, 24(4), pp. 72- 
81. University of Delaware; University of Illi- 
nois, Urbana-Champaign. 

Taggart, Robert A., Jr. — Effects of Regulation 
on Utility Financing: Theory and Evidence 
Understanding utility financing requires a 
joint theory of capital strticture and regulation. 
Under alternative theories, regulation can af- 
fect utilities’ financing decisions by affecting 
business risk, by altering the need for external 
funds, or by affording opportunities to influ- 
ence the regulated price through strategic fi- 
nancing behavior. Evidence from the early 
days of commission regulation suggests that the 
business risk effect predominates. After regula- 
tion began, utilities increased their debt pro- 
portions as their operating environments grew 
more stable. The history of commission author- 
ity, however, suggests that strategic financing 
behavior may have been present before regu- 
latory powers were expanded to combat it. }. 
Ind. Eicon., Mar. 1985, 33 (3), pp. 257-76. Bos- 
ton University. 
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614 Public Enterprises 

Bos, Dieter; Tillmann, G. and Zimmermann, 
H.-G.— Bureaucratic Public Enterprises 
This paper presents a dynamic duopoly 
model, extending over T periods, the actors 
being a public utility and a public authority. 
The public utility acts similarly to a W. A. Nis- 
kanen mixed bureau, maximizing the sum of 
discounted revenues over the different peri- 
ods. This revenue comes from two sources, 
namely, from selling services to the consumers 
and from receiving subsidies paid by the public 
authority. The public authority maximizes the 
sum of discounted welfare over the different 
periods. The authors prove the existence of a 
Cournot-Nash equilibrium in that model, dis- 
cuss the necessary optimum conditions, and 
compute an empirical example. Z. Nationald- 
kon., Supp. 1984, 44(4), pp. 127-76. University 
of Bonn. 

615 Economics of Transportation 

Friesz, Terry L.; Viton, Philip A. and Tobin, 
Roger L. — Economic and Computational As- 
pects of Freight Network Equilibrium Mod- 
els; A Synthesis 

The authors show in this paper that a com- 
bined equilibrium of shippers of freight (con- 
signees) and carriers of freight may be ex- 
pressed in terms of a single variational 
inequality and that this formation allows exis- 
tence and uniqueness of such an equilibrium 
to be established easily. The authors also ob- 
serve that the variational inequality formula- 
tion leads immediately to an efficient solution 
algorithm. The shippers are modeled by as- 
suming that each shipper com[>etes for availa- 
ble commodities and transportation services 
and attempts the noncooperative minimiza- 
tion of delivered commodity price, which de- 
pends on a shipment time function capturing 
congestion externalities. The carriers must sat- 
isfy the transportation demands estabhshed by 
the shippers’ transportation demand functions. 
Each carrier is therefore modeled as an operat- 
ing cost minimizer with constraints linking car- 
riers’ decisions to the shippers’ transportation 
demands. / Reg. Sci., Feb. 1985, 25(1), pp. 29- 
49. University of Pennsylvania; Ohio State 
University; Argonne National Laboratory, Illi- 
nois. 


Jones-Lee, M. W.; Hammerton, M. and Philips, 
P. R. — ^The Value of Safety: Results of a Na- 
tional Sample Survey 

’This paper presents the results of a nationally 
representative random sample survey of Eln- 
gland, Scotland, and Wales aimed at providing 
estimates of individual willingness to pay for 
transport safety. The survey was financed by 
the U.K. Department of Transport and was 
conducted by N.O.P. Market Research Ltd. us- 
ing a questionnaire designed by the authors. 
The sample produced 1,103 full and 47 partial 
interviews. Results include estimates of the 
value of “statistical life’’ for transport risks and 
multiple regression analysis of individual will- 
ingness to pay on various explanatory variables 
including income, age, social class, and acci- 
dent experience. Econ.J., Mar. 1985, 95(377), 
pp. 49-72. University of Newcastle upon Tyne, 
England. 

Starkie, David and Starrs, Margaret — Contest- 
ability and Sustainability in Regional Airline 
Markets 

Entry into the South Australian air passenger 
market has been umestricted. This paper ana- 
lyzes what has happened during the last four 
years with particular reference to the theory 
of contestable markets. Analysis shows that 
new firms have entered the market, services 
have increased significantly, new routes have 
been developed, and there is no apparent dif- 
ference in the structure of fares on multi-firm 
and single-firm (monopoly) routes. £con. Rec., 
Sept. 1984, 60(170), pp. 274-83. University of 
Adelaide; Department of Transport, Adelaide. 

616 Industrial Policy 

Varga, Gy orgy — The Long-run Development 
of Hungarian Industry (Outlines of an Ap- 
proach to Industrial Policy) 

The weak points of the Hungarian indus- 
try — the relatively large ration of nonconverti- 
ble capacities, the emergence of so-called tech- 
nical islands, its high energy intensity — suggest 
that the industrial policy concentrating on the 
development of the branches of industry is 
quite unsuited for securing an optimal indus- 
trial development. *016 article proposes to se- 
lect so-called functional, innovi^km-technolog- 
ical priorities that will promote the fleidble 
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adjustment of manufacturing, the reduction of 
capital intensity, and the creation of conditions 
for a market-oriented policy. Acta Oecon., 
1984, 32(1-2), pp. 91-112. Figyelo, Budapest. 

620 Economics of Technolocical Chance 

621 Technological Change; Innovation; Research 
and Development 

Amendola, Mario — Productive Transforma- 
tions and Economic Theory 
Changes in technology and productive trans- 
formations have been treated by the dominant 
theory as a "quantitative adjustment” prob- 
lem. This depends on the method of analysis 
adopted, according to which the effects of 
changes in conditions of the economy are ana- 
lyzed by means of a comparison between posi- 
tions corresponding to different conditions. 
With respect to changes in technology, this im- 
plies that only minor changes can be dealt 
with, given an essentially unchanged pro- 
ductive structure. The problem of a "qualita- 
tive change” calls therefore for a different ana- 
lytical approach. A sequential approach is 
suggested, which focuses on the intertemporal 
complementarities of a process of innovation 
portrayed as the process through which a new 
technology is developed step by step as a par- 
ticular answer to given productive problems 
in a specific environment. Banco Naz. Lavoro 
Quart. Rev., Dec. 1984, (151), pp. 351-66. 
Universita degli Studi, Rome. 

Aoki, Masahiko— Innovative Adaptation 
through the Quasi-Tree Structure: An 
Emerging Aspect of Japanese Entrepreneur- 
ship 

This paper argues that the Japanese firm has 
been enhancing its capability to adapt the in- 
ternal structure and external behavior of the 
firm quickly, flexibly, and innovatively to in- 
creasing environmental uncertainties since the 
first oil shock by increasingly hiving off its sub- 
sidiaries and relying upon subcontracting rela- 
tions. But the emerging industrial structure is 
not rigidly structured and may be termed the 
“quasi-tree” structure. In particular, the paper 
reports statistical evidence showing that R&D 
activities are also decentalized to some extent 
to smaller and medium-sized firms as larger 
firms decentralize their productive activities. 


Z Nationalokon., Supp. 1984, 44(4), pp. 177- 
98. Kyoto University, Japan. 

Baloer, Yves and Lippman, Steven A. — ^Tech- 
nological Expectations and Adoption of Im- 
proved Technology 

Attention is focused on the adoption (de- 
mand) rather than on the creation (supply) of 
new technology, which improves from time 
to time. Based on the expected flow of techno- 
logical progress over which the firm (de- 
mander) has no control, it must decide either 
to adopt the current best available technology 
or to postpone adoption. The distinguishing 
features of the model are that more than one 
technological innovation is anticipated and ex- 
pectations about the likelihood of such innova- 
tions are revised as time passes since the last 
innovation. The authors' analysis shows that 
the firm will adopt the current best practice 
if its technological lag exceeds a certain thresh- 
old; moreover, as time passes without new 
technological advances, it may become profit- 
able to purchase a technology that has been 
available even though it was not profitable to 
do so in the past. J. Econ. Theory, Dec. 1984, 
34(2), pp. 292-318. University of Wisconsin, 
Madison; University of California, Los Angeles. 

Gannicott, K. — The Determinants of Industrial 
R&D in Australia 

This paper offers some evidence on the de- 
terminants of R&D spending in Australian 
manufacturing. Two-stage regressions are em- 
ployed. Large size has a negative effect on 
R&D after adjustment for simultaneous equa- 
tions bias. There is some indication that foreign 
ownership has a positive effect on R&D in 
higher technology industries. Tests to examine 
the role of government subsidy produced insig- 
nificant coefficients. Econ. Rec., Sept. 1984, 
69(170), pp. 231-35. University of New South 
Wales, Duntroon, Australia. 

Levin, Sharon G.; Levin, Stanford L. and 

Meisel, John B Intermarket Differences in 

the Early Diffusion of an Innovation 
This study finds that an increase in the poten- 
tial for market power, as measured by seller 
concentration or the Herfindahl index, is asso- 
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ciated with an increase in the likelihood of the 
early diffusion of the optical scanner through 
the food store industry. Diffusion is measured 
by either the percentage of stores with scan- 
ners or the percentage of sales scanned in the 
largest U.S. metropolitan areas. A logit analysis 
is used to assess the effect of market structure 
differences on the early diffusion of the scan- 
ner. Southern Econ. ]., Jan. 1985, 51(3), pp. 
672-80. University of Missouri. St. Louis; 
Southern Illinois University, Edwardsville; 
Southern Illinois University, Edwardsville. 

Nelson, Richard B. — Incentives for Entrepre- 
neurship and Supporting Institutions 
The first part of this essay is concerned with 
analyzing the meaning and significance of en- 
trepreneurship and innovation in economic ac- 
tivity. The perspective developed is, basically, 
Schumpeterian. The second part reports pre- 
liminary results from a Yale questionnaire 
aimed at exploring the principal mechanisms 
used to appropriate returns from an innovation 
in different industries and their effectiveness. 
There are very considerable interindustry dif- 
ferences, Finally, various dimensions of sup- 
porting institutional structures are explored. 
The importance of the applied sciences to in- 
novation is pointed out, as well as the vital 
role played by university research in many in- 
dustries. Weltwirtsch. Arch., 1984, /2d(4), pp. 
646-61. Yale University. 

Fakes, Ariel — On Patents, R&D, and the Stock 
Market Hate of Return 
Empirical work on the causes and effects of 
inventive activity has had difficulty in finding 
measures that can indicate when and where 
changes in inventive activity have occurred. 
The recent computerization of the U.S. Patent 
Office’s data base may prove helpful in this 
context, but there is the problem that a priori 
the relationships between patent applications 
and economically meaningful measures of in- 
put and output are not known. To help solve 
this problem, this paper investigates the dy- 
namic relationships among the number of suc- 
cessful patent applications of firms, a measure 
of the firm’s investment in inventive activity 
(its R&D expenditures), and an indicator of its 
inventive output (the stock market value of 


the firm). / Polit. Econ., Apr. 1985, 93(2), 390- 
409. Hebrew University, Jerusalem. 

630 Industry Studies 

Nyitrai, Vera — Industrial Structure and Struc- 
tural Change in Hungary 
Based on the analysis of the structure of out- 
put and sales, the conclusion can be drawn that 
the impact of the central development projects 
on the transformation of the structure of Hun- 
garian industry is mostly of a favorable direc- 
tion. The projects aimed at modernizing the 
input pattern are of particular imptortance 
(such as energy conservation, the transforma- 
tion of materials and technologies). The lasting 
increase of efficiency in the macro- and micro- 
spheres can only be a combined effect of im- 
proved control instruments, central develop- 
ment projects, and the active initiah’ve of 
enterprises. Acta Oecon., 1983, 31(3-4), pp. 
175-95. Central Statistical Office, Budapest. 

Wibe, Soren A. — Engineering Production 
Functions: A Survey 

The paper surveys 28 studies on engineering 
production functions. Scale and substitution 
properties of the functions are examined, and 
the methods and models used are analyzed. 
The most important empirical finding is that 
engineering studies show an elasticity of substi- 
tution between capital and labor that centers 
around 1, whereas the elasticity between other 
pairs of factors seems considerably less, Elcono- 
mica. Nov. 1984, 57(204), pp. 401-11. Univer- 
sity of Umea, Sweden. 

631 Industry Studies; Manufacturing 
Alam, K. F. and Stafford, L. W. T. — Tax Incen- 
tives and Investment Policy, A Survey Re- 
port on the United Kingdom Manufacturing 
Industry 

This paper is concerned with the effects of 
tax incentives on the investment policies of 
companies. The issue is examined on the basis 
of a questionnaire survey conducted among a 
large sample of firms in the United Kingdom 
manufacturing industry. The main findings 
from the survey are that taxation and tax incen- 
tives are not mtyor factors in the investment 
decisions of companies. Although taxation does 
not appear to be a major factor in companies’ 
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investment decisions, it does emerge as a sub- 
ordinate element in a complex decision situa- 
tion. Managerial Dec. Econ., Mar. 1985, 6(1), 
pp. 27-32. Massey University, New Zealand; 
City of London Polytechnic. 

Artus, Patrick — Analyse du marche des biens 
dans les secteurs industriels (An Analysis of 
the Disequilibrium on the Market.s for Manu- 
factured Goods) 

This paper presents econometric estimations 
of supply and demand behaviors and of the 
disequilibrium situations on the markets for in- 
dustrial goods (intermediate goods, investment 
goods, consumer goods, automobiles). The use- 
fulness of the rate of capacity utilization as an 
indicator of the intensity of disequilibrium and 
the consequences of making estimations at an 
aggregated level (for all industrial goods) are 
studied. The results are compared with re- 
sponses to business surveys concerning the fi- 
nancial situation of firms. Ann. INSEE, July- 
Dee. 1984, (55/56), pp. 77-107 (French). EN- 
SAE, Paris. 

Haug, Peter — Regional Policy Incentives in 
the Scottish Electronics Industry: Survey Ev- 
idence 

This article presents questionnaire findings 
from 62 electronics manufacturers in Scotland 
on the importance and effectiveness of re- 
gional policy incentives. Data comparisons 
were made between Scottish and externally 
controlled firm respondents, and structural 
characteristics of the sample reflected overall 
industry patterns. Scottish and externally 
owned companies agreed that regional devel- 
opment grants were the leading financial aid 
scheme, while the majority of other regional 
incentives were not widely used or were not 
decisive inputs to investment or technical deci- 
sions. These findings indicate that the creation 
or application of advanced technology by ei- 
ther Scottish or externally controlled corpora- 
tions is not promoted by British government 
assistance programs. Scot. J. Polit. Econ., Nov. 
1984, 3J (3), pp. 274-83. University of Washing- 
ton, Seattle. 

McRae, James J. and Tapon, Francis — Some 
Empirical Evidence on Post-patent Barriers 


to Entry in the Canadian Pharmaceutical ' 
dustry 

In this paper the authors present some er 
pirical evidence and comment upon the signi 
cance of being a pioneering drug in the Can 
dian pharmaceutical market. They analy 
prices and market shares of 21 first-entrai 
drugs in the Canadian pharmaceutical indt 
try. The Canadian experience described in tf 
paper is, they believe, of considerable rel 
vance to U.S. policymakers. Canadian publ 
policy, both federal and provincial, has alreac 
created the competitive environment th 
some U.S. policymakers seek. This paper doc 
ments the effects of such a system on the pri( 
of drugs and the market shares, and therefo 
on the revenues, of patent holders. / Heal. 
Econ., Mar. 1985, 4(1), pp. 43-61. Universi 
of Victoria, British Columbia; University 
Guelph, Ontario. 

Todd, Douglas — Productive Performance 
the West German Manufacturing Industr 
1970-80: A Farrell Frontier Characterisatic 
An M. L. Farrell convex production fronti 
methodology is used to try to identify technic 
efficiency differences between industries in tl 
West German economy. Several variants a 
used and the results are compared with tl 
simpler labor and capital productivity indie 
tors. Some further comparisons are made wi 
efficiency indices derived from Cobb-Dougl 
estimates where the error term is one-side 
The industry rankings are extremely close 
those yielded by the F’arrell method. J. In 
Exon., Mar. 1985, 33(3), pp. 295-316. H.l 
Treasury, London. 

633 Industry Studies: Distributive Trades 

Okabe, Atsuyuki; Asami, Yasushi and Miki, F 
jio — Statistical Analysis of the Spatial Assoi 
ation of Convenience-Goods Stores by U 
of a Random Clumping Model 
First, a random clumping model is form 
lated in which points, which correspond 
stores, are randomly distributed and circl 
with a significantly small radius centered ■ 
those points are generated. A clump of poin 
which corresponds to a spatial clump of stor 
is defined by a set of points whose circles a 
connected. Using this model, it is shown th 
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convenience-goods stores in Okuzawa, Tokyo, 
tend to associate in clumps and that meat shops 
have a fairly strong tendency to associate u^ith 
greengroceries or fish shops. J. Reg. Sci., Feb. 
1985, 25(1), pp, 11-28. University of Tokyo; 
University of Pennsylvania; Misawa Homes In- 
stitute of Research and Development, Japan. 

635 Industry Studies: Services and Belated 
Industries 

Austen-Smith, David — Subsidies to the Arts 
with Multiple Public Donors 
This paper develops a theoretical framework 
for analyzing public funding for arts markets 
in which both a national-level arts council and 
local governments are potential donors. While 
the arts council is assumed to allocate grants 
to maximize the expected number of theaters 
achieving an “acceptable” level of output, the 
local government is concerned only with maxi- 
mizing its total budget from local tax revenues. 
The total grant allocation to any institution 
arises as an equilibrium outcome to a game 
played between the arts council and the rele- 
vant local government. Several empirical 
propositions are derived. Econ Rec., Dec. 
1984, 60(171), pp. 381-89. University of York. 

Babbel, David F. — The Price Elasticity of De- 
mand for Whole Life Insurance 
A real price index is created for whole life 
insurance sold in the United States from 1953- 
79. New purcha.ses of whole life insurance are 
shown to be negatively related to changes in 
this cost index, contrary to what has been 
widely accepted in the insurance literature, 
but consistent with economic theory. The exis- 
tence of strong price elasticity does not en.sure. 
however, that the insurance industry manifests 
a high degree of price competition j. Finance. 
Mar. 1985, 40(1), pp. 225-39. Unix ersity of Cal- 
ifornia, Berkeley, and the University of Penn- 
sylvania. 

Leonard, John E. and Prinzinger, Joseph M.— 
An Investigation into the Monopsonistic 
Market Structure of Division One NCAA 
Football and Its Effect on College Football 
Players 

Using a G. Scully-M. Medoff style model, the 
authors demonstrate the existence of monop- 
sonistic exploitation in the market for top qual- 


ity college football players. These very few top 
players negotiate subject to strict NCAA rules 
with various universities, and thus each univer- 
sity faces a positively sloped supply curve for 
these star athletes. The authors’ empirical 
model shows that the difference between what 
these athletes are worth to the university and 
what they are paid in scholarship value falls 
in the range of $38,000 to $130,000. Eastern 
Eicon. J. Oct. -Dec. 1984, 10(4), pp. 455-67. 
Howard University, Washington, D.C.; Califor- 
nia State University, Northridge. 

640 Economic Capacity 
641 Economic Capacity 

Morrison, Catherine J. — On the Economic In- 
terpretation and Measurement of Optimal 
Capacity Utilization with Anticipatory Ex- 
pectations 

Optimal output Y* is defined as the mini- 
mum point on the firm’s short-run average to- 
tal cost curve, and capacity utilization as CU- 
Y/Y*, where Y is actual output. These concepts 
are extended to include adjustment costs due 
to changes in the stock of capital and nonstatic 
expectations of future output demand and in- 
put prices. The resulting CU is shown to de- 
pend on the shadow values of the firm’s quasi- 
fixed inputs, and the effects of anticipatory 
expectations are isolated. An empirical 
comparison is then made between traditional 
indices and alternative economic CU mea- 
sures, using annual U.S. manufacturing data 
from 1954 to 1980. Rev. Econ. Stud., Apr 1985, 
52(2), pp. 295-310. Tufts University and Na- 
tional Bureau of Economic Research. 

700 Agriculture; Natural Resources 
710 Agriculture 

711 .4gricultural Supply and Demand Analysis 

Berthelemy, Jean-Claude and Gagey, Fr6- 
d^ric — Elasticite-prix de I’offre agricole dans 
les pays en developpement: une note sur la 
rationalite des agriculteurs dans un contexte 
non-Walrasien (Price Elasticity of Agricul- 
tural Production in LDC’s; A Note on Behav- 
ior of Peasants in a Non-Walrasian Context) 
This article uses disequilibrium econometric 
methods to test the existence of ratieming in 
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demand for consumption goods by peasants in 
developing countries. Having no hope of an 
increase in consumption, these peasants will 
act in such a way that a rise in price of output 
will imply a reduction in production. This as- 
sumption proved valid when tested as cocoa 
production in Cameroon. Ann. INSEE, July- 
Dee. 1984, (55/56), pp, 203-21 (French), ficole 
Norrnale Superieure, Paris; ENSAE, Paris. 

Bruinsma, Jelle, et al. — Crop Production and 
Input Requirements in Developing Coun- 
tries 

FAO’s study “Agriculture: Toward 2000" re- 
vealed that for a 3.5 percent per annum in- 
crease in crop production over the period 
1980-2000 in 90 developing countries, arable 
land has to expand at a rate of 0.9 percent 
annually, while irrigated land should increase 
at 1.7 percent per year. The methodology used 
for arriving at these results is exposed and eval- 
uated, thereby showing, inter alia, that ferti- 
lizer demand tends to have been underesti- 
mated by the original model. Co-authors are 
Janos Hrabovszky, N'ikos Alexandratos, and Pe- 
ter Petri. Europ. Rev. Agr. Econ., 1983, J0(3), 
pp. 197-222. FAO, Rome. 

Kennes, Walter — Estimating Demand for Agri- 
cultural Commodities in Thailand, Combin- 
ing Time-Series and Cross-Section Data 
Complete systems of demand equations are 
estimated, using data from both aggregate na- 
tional accounts and budget surveys. The de- 
mand equations are specified at the level of 
socioeconomic classes. Estimates are discussed 
for three alternative systems: the LES and an 
extension of it and the AIDS. Europ. Rev. Agr. 
Econ., 1983, 10{4), pp. 357-76. Centre for 
World Food Studies, Free University, Amster- 
dam. 

Oros, Iv6n — Small-Scale Agricultural Produc- 
tion in Hungary 

Relying on the 1981 agricultural census, the 
paper provides a detailed picture of small-scale 
agricultural production, comparing it with the 
data of the 1972 census. As of 1981, nearly 
1.5 million households representing 42 percent 
of the population partiepate in this activity. 


Although the number of small producers fell 
in the analyzed period at an annual rate of 1 
percent and their output increased much 
slower than that of large-scale farms, they pro- 
duce 25 percent of the most important plants 
and 43.5 percent of the gross output of animal 
breeding. The study presents an evaluation of 
the means of production employed in this sec- 
tor and the incomes earned here. Acta Oecon., 
1984, 32(1-2), pp. 65-90. Central Statistical Of- 
fice, Budapest. 

Ravallion, Martin — The Performance of Rice 
Markets in Bangladesh during the 1974 
Famine 

An econometric method is proposed for eval- 
uating the intertemporal allocative perfor- 
mance of a spot market for a storable good 
when neither private stocks nor price expecta- 
tions are observed. The method is applied to 
monthly rice-price data for post-Independence 
Bangladesh, including the 1974 famine. The 
results suggest that the underlying storage de- 
cisions were not based on rational price expec- 
tations formed in competitive markets and, in 
this specific sense, the results are consistent 
with the popular view that rice hoarding was 
excessive during the 1974 famine. Econ. /, 
Mar. 1985, 95(377), pp. 15-29. Nuffield Col- 
lege, University of Oxford. 

712 Agricultural Situation and Outlook 

Csizmadia, Magda — New Features of the En- 
terprise Structure in the Hungarian Agricul- 
ture and Food Industry 
The diversity of the Hungarian enterprise 
structure in agriculture — a rational combina- 
tion of large-scale and small-scale farming — is 
one of the most important sources of the 
achievements of this economic branch. In the 
food industry the number of trusts diminished. 
Food processing expanded in the large farms 
and cooperation between food processing en- 
terprises and large-scale farms was strength- 
ened. New forms of enterprises and ventures 
are unfolding. The so-called production sys- 
tems began to spread widely among the enter- 
prise and cooperative associations. Acta Oe- 
con., 1983, 31 (3-4), pp. 225-40. Post-Graduate 
Institute for Engineers and Managers, Ministry 
for Food and Agriculture, Budapest. 
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Fox, Cienn and Ruttan, Vernon W.— A Guide 
to LDC Food Balance Projections 
The results of several studies that have calcu- 
lated projections of food deficits for low income 
countries toward the year 2000 are found to 
be at variance with observed trends in the post- 
war era and with events occurring since the 
time the studies were conducted. Many of the 
available food deficit projection exercises were 
initiated in the midst of the food crises of 1973- 
74. It is the authors’ view that a preponderance 
of attention on supply-side factors, at the ex- 
pense of a thorough investigation of transitory 
demand-side influences, was characteristic of 
most of the studies reviewed and contributed 
to a bias in the projections, Europ. Rev. Agr. 
Econ., 1983, W{4), pp. 325-56. University of 
Minnesota, St. Paul. 

713 Agricultural Policy, Domestic and 
International 

Anderson, Kym and Ahn, In-Chan — Protection 
Policy and Changing Comparative Advan- 
tage in Korean Agriculture 
South Korea’s rapid economic growth has 
been accompanied by a meteoric rise in its 
agricultural protectionism. The domestic re- 
source cost coefficient (DRC) for rice produc- 
tion in Korea rose from I in 1968 to 2 in 1977 
and 3 in 1980, making Korea probably the most 
inefficient producer of rice in Asia apart from 
Japan. DRC estimates for different farm sizes 
reveal almost no differences between their effi- 
ciency during the 1960s. During the 1970s, 
however, smaller farms lost comparative ad- 
vantage more rapidly than larger farms. Given 
the high cost of protection, alternative ways 
to ensure farm-nonfarm income parity need 
to be considered. Food Res. Inst. Stud., Nov. 
1984, 19(2), pp. 139-51. Australian National 
University; Chungbuk National University, 
Cheonju, South Korea. 

Cohen, John M. — Participatory Planning and 
Kenya’s National Food Policy Paper 
Based on a review of the proceedings of a 
national seminar and provincial workshops 
used to introduce the Kenyan governments 
19Sl Food Policy Paper, the article argues that 
broader participation of involved ministries 
and their technical and field staffs in the policy 


formulation can lead to expanded awareness 
of issues; better identification of administra- 
tive, fiscal, and manpower constraints; more 
thorough attention to variability in local pro- 
duction and consumpHon patterns; and in- 
creased support for a commitment to the paper 
by those charged with implementing its rec- 
ommendations. Guidelines are offered for in- 
creasing the participation of government offi- 
cials, technicians, and administrators in food 
policy making. Food Res. Inst. Stud., Nov. 
1984, 19(2), pp. 187-213. Harvard Institute for 
International Development. 

Hagedom, Konrad — Reflections on the Meth- 
odology of Agricultural Policy Research 
An innovation in the theory of agricultural 
policy is needed, so as to cope with the causal 
relationships between present methodological 
problems of agricultural policy recommenda- 
tions and insufficiencies of agricultural policy 
recommendations in democratic societies. The 
prevailing concept of political rationality fo- 
cuses on “policy instruments,” but excludes 
"political coordination mechanisms,” which 
embrace the various institutions regulating the 
politicians’ decisions and the policy process, 
e.g., elections, bureaucracy, negotiations, and 
so forth. The implicity accepted view that ra- 
tionality and democracy are, in a sense, contra- 
dictory has to be revised. Europ. Rev. Agr. 
Econ., 1983, 10(4), pp. 303-23. Institute for 
Structural Research, Braunschweig, West Ger- 
many. 

Harling, Kenneth F. — Agricultural Protection- 
ism in Developed Countries: Anal)'sis of Sys- 
tems of Intervention 

The important role played by input inter- 
ventions in the whole structure, the uneven 
extent of intervention across commodities, and 
the high social cost of intervention are derived 
from an analysis incorporating three important 
features. First, the study deals separately with 
interventions facing consumers and those fac- 
ing producers. Second, by using the concept 
of effective protection, distortions in prodturt 
prices as well as production and marketing 
costs are considered. Finally, implications are 
drawn from analyses for selected commodities 
in Canada, The Federal Republic of Germany, 
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and the United Kingdom. Europ. Rev. Agr. 
Econ.y 1983, 10(3), pp. 223-47. Pennsylvania 
State University, University Park. 

Leonard, David K. — Disintegrating Agricul- 
tural Development 

The importance of an integrated approach 
has become a matter of commonplace wisdom 
in agricultural development circles. The expe- 
rience of the World Bank with its Integrated 
Agricultural Development Project in Kenya, 
however, indicates that although integration 
is important at the policy level, it may well 
be destructive at the administration level. A 
strategy that minimizes administrative coordi- 
nation and instead stresses structural redun- 
dancy, service overlap, and market coordina- 
tion is likely to be more efiFective and efficient 
in countries with problematic administrative 
performance. Food Res. Inst. Stud., Nov, 1984, 
19(2), pp. 177-86. University of California, 
Berkeley. 

Lermer, George and Stanbury, W. I. — Measur- 
ing the Cost of Redistributing Income by 
Means of Direct Regulation 
Redistribution of income through regulation 
creates uncertainty about the stability and lon- 
gevity of the new income stream. Since it is 
politically created, the income stream is likely 
to vary independently of the returns to other 
assets. A risk-averse beneficiary should diver- 
sify his portfolio. In the case of agricultural sup- 
ply management in Canada, restrictions upon 
the transfer of quota between producers raise 
the cost of diversifying. Consequently, produc- 
ers absorb the regulatory risk themselves. This 
imperfection in the market for those risky as- 
sets created by Canadian agricultural policy 
appreciably raises the estimated social cost of 
such programs above the levels reported in 
previous studies. Can. J. Econ., Feb. 1985, 
18(1), pp. 190-207. University of Lethbridge, 
Alberta; University of British Columbia, Van- 
couver. 

715 Agricultural Marketing and Agribusiness 
Jones, William O. — ^Economic Tasks for Food 
Marketing Boards in Tropical Africa 
This paper is concerned with the economic 
efficiency of food crop marketing in tropical 


Africa. It is argued that although private mar- 
keting systems do a reasonably good job and 
are rarely exploitive, their economic efficiency 
could be much improved by marketing boards 
capable of overcoming the combination of nat- 
ural and cultural circumstances that make in- 
terspatial and interseasonal arbitrages difficult. 
It is accepted that it would not be easy to 
wrench management and staff away from their 
present preoccupation with handling and po- 
licing, but experience elsewhere indicates that 
it could be done. Food Res. Inst. Stud., Nov. 
1984, 19(2), pp. 113-38. Food Research Insti- 
tute, Stanford University. 

717 Land Reform and Land Use 
Allen, Franklin — On the Fixed Nature of 
Sharecropping Contracts 
There is considerable evidence that in un- 
derdeveloped rural areas, intentional default 
on money loans is a major problem. This sug- 
gests that the direct enforcement of agricul- 
tural tenancy contracts, which implicitly in- 
volve a loan if payment is due after harvest, 
is difficult. The paper investigates the form that 
tenancy agreements must take if the incentive 
to make the rental payment is to be endoge- 
nous. In contrast to previous theories, it i. 
shown that this can explain both the predomi- 
nance of share contracts with a fifty-fifty split 
and the coexistence of wage, share, and fixed 
rent contracts as well as a number of other 
observations. Econ. J., Mar. 1985, 95(377), pp. 
30-48. University of Pennsylvania. 

Gardner, Richard L., and Young, Robert A. — 
The Effects of Electricity Rates and Rate 
Structures on Pump Irrigation; An Eastern 
Colorado Case Study 

Electricity rate structures for pump irriga- 
tion were evaluated by criteria of revenue re- 
quirements, allocative efficiency, fairness, and 
administrative ease. Empirical demand curve; 
for electricity were estimated using real aver- 
age and 1982 crop prices with an LP model 
simulating a typical well. Seven alternative 
rate structures were tested. While commodity 
price levels were found to overshadow rate 
structures, with 1982 crop prices the choice 
of rate structure affects crop mix, water and 
electricity consumption, and utility revenue. 
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Increasing block rates were shown to reduce 
energy and water consumption with relatively 
little effect on farmer net income. However, 
the increased incentive to conserve comes at 
the cost of reduced utility revenues and reve- 
nue stability. Land Econ., Nov. 1984, 60(4), 
pp. 352-59. Colorado State University, Fort 
Collins. 

720 Natural Resources 
721 Natural Resources 

Campbell, H. F. and Lindner, R. K.— A Model 
of Mineral Exploration and Resource Taxa- 
tion 

This paper models the choice of exploration 
effort by a firm that follows Bayesian proce- 
dures in assessing the value of sample informa 
tion. When firms are risk averse, it is shown 
that increasing risk aversion need not result 
in higher levels of exploration. The model is 
used to delineate the conditions required for 
a resource rent tax scheme to be neutral in 
its impact on exploration effort and to analyze 
the relationship between the tax rate and ex- 
pected government revenue from the re- 
source rent tax. Econ. J., Mar. 1985, 95(377), 
pp. 146-60. University of Adelaide; University 
of Tasmania. 

Conrad, Robert F. and Hool, R. Bryce — Inter- 
temporal Extraction of Mineral Resources 
under Variable Hate Taxes 
This paper analyzes the effects of variable 
rate taxes applied to output, value, and profits 
on intertemporal extraction patterns and re- 
covery from mineral deposits. It is shown that 
the variability may reverse the allocation in- 
centives of the corresponding fixed-rate taxes. 
For example, severance taxes with sufficiently 
high growth rates will induce reallocation from 
future to present and also increase total extrac- 
tion. Progressivity of a profits tax destroys neu- 
trality with respect to grade selection, extrac- 
tion rate, and recovery, with distortions 
depending qualitatively on the preexisting 
path of profits. Land Econ., Nov. 1984, 69(4), 
pp. 319-27. Duke University; State University 
of New York, Stony Brook. 


Enders, Klaus — Strukturelle Konsequenzen 
eines Rohstoff-booms in einem Industrie- 
land: De-Industrialisierungstheorie und nor- 
wegische Erfahrungen (Structural Conse- 
quences of a Resource Boom in an 
Industrialized Economy: De-industrializa- 
tion Theory and the Norwegian Experience) 
A resource boom in an industrialized coun- 
try affects its sectoral structure. Traditional ex- 
port industries might be squeezed (“deindus- 
trialization”) both through real revaluation and 
by tightening domestic factor markets since 
sheltered industries will expand. Adjustment 
might be costly because of various rigidities 
(Dutch Disease). The paper explores theoreti- 
cally some mechanisms that could work toward 
or against this development. The main part 
reports on how Norway accommodated its 
North Sea oil bonanza; services expanded dra- 
matically, industry stagnated rather than de- 
clined, and most very exposed sectors were 
squeezed hard. Demographic and political ex- 
planations are suggested. Konjunkturpolitik, 
1984, 30(6), pp. 328-47 (German). University 
of Kiel, West Germany. 

Eswaran, Mukesh and Lewis, Tracy R. — Ap- 
propriability and the Extraction of a Com- 
mon Property Resource 
This pap>er investigates the exploitation of 
a common property resource by noncoopera- 
tive users. The interaction between consumers 
of the resource is modeled as a noncooperative 
game. The Cournot-Nash equilibrium in feed- 
back strategies is characterized, and it is seen 
that the resource is consumed at an excessive 
rate. Economica, Nov, 1984, 51 (204), pp. 393- 
400. University of British Columbia, Vancou- 
ver. 

Hazilla, Michael and Kopp, Raymond J. — A 
Factor Demand Model for Strategic Nonfuel 
Minerals in the Primary Metals Sector 
The purpose of this paper is to report the 
results of an investigation concerning the de- 
mand and substitution possibifities for a set of 
strategic nonfuel minerals as employed in the 
primary metals sector of the U.S. economy. 
The results of this study have direct p<^cy im- 
plications related to the proposed implementa- 


X 


JuUfilUL Uj I2AAJ€,Uatltv 


tion of the National Materials and Minerals Pol- 
icy, Research and Development Act of 1980, 
which has come under sharp criticism by the 
General Accounting Office. This criticism is in 
part directed at the proposed implementation 
that does not adequately define what consti- 
tutes a strategic or critical mineral or material. 
In this paper, the authors address this issue 
and propose a methodology for assessing the 
critical importance of a set of mineral inputs 
to the U.S. economy based on the neoclassical 
theory of the firm. Land Econ., Nov. 1984, 
60(4), pp. 328-39. Resources for the Future. 

Hay, Michael J. and McConnell, Kenneth E. 

— Harvesting and Nonconsumptive Wildlife 

Recreation Decisions 

This paper deals with the relationship be- 
tween wildlife observing and hunting and the 
implications of this relationship for noncon- 
suinptive and harvesting-oriented wildlife 
management programs. The study also pro- 
vides insight into simultaneous decisions about 
participation. The results show that harvesting 
and nonharvesting activities are complemen- 
tary, not competitive, and that programs that 
enhance the opportunity to participate in non- 
consumptive activities will tend to induce 
more participation in hunting. Land Econ., 
Nov. 1984, 60(4), pp. 388-96. U.S. Department 
of Agriculture: University of Maryland, College 
Park. 

Melese, Francois — Deregulation, Endogenous 

Ebcpectations and the Evolution of Industry 

Structure 

In recent models incumbent monopolistic 
producers of a nonrenewable resource regard 
the timing of entry as an entirely exogenous 
random process. This paper modifies that hy- 
pothesis to account for an eventual depen- 
dence of entry probabilities on incumbent de- 
cisions. The dynamic price effects resulting 
from a change in market structure (from mo- 
nopoly to competition) are examined when an 
incumbent uses market variables (like price) 
to improve his forecast of competitive entry. 
The resulting stochastic-limit pricing solution 
is analyzed in the context of the deregulation 
of domestic oil and gas supplies in the United 
States. Southern Econ. /., Jan. 1985, 57(3), pp. 


793-803. Auburn University, Auburn, Ala- 
bama. 

Miller, Merton H. and Upton, Charles W. — A 
Test of the Hotelling Valuation Principle 
Time-series tests of Harold Hotelling r-per- 
cent rule for natural resource prices have not 
been strongly supportive, but the tests and the 
data are subject to serious difficulties. The au- 
thors propose an alternative testing strategy 
based on another but less widely known impli- 
cation of the Hotelling model — which they call 
the Hotelling Valuation Principle — and test it 
by regressing the market values of the reserves 
of a sample of U.S. domestic oil- and gas-pro- 
ducing companies on their estimated Hotelling 
values. It is found that these values account 
for a significant portion of the observed varia- 
tions in market values and that the Hotelling 
measures are better indicators of the market 
values of petroleum properties than two 
widely cited publicly available alternative ap- 
praisals. J. Polit. Econ., Feb. 1985, 93(1), pp. 
1-25. University of Chicago; Rutgers Univer- 
sity, Newark. 

Milon, J. Walter; Gressel, Jonathan and Mul- 
key, David — Hedonic Amenity Valuation 
and Fimctional Form Specification 
The hedonic pricing model has been widely 
used in amenity valuation research but the is- 
sue of functional form specification has not 
been well explored. In this analysis of water 
related amenities, a flexible Box-Cox func- 
tional form, is estimated using concentrated 
log likelihood maximization, and likelihood ra- 
tio results are reported for alternative func- 
tional form hypotheses. The results indicate 
that the forms most commonly used in amenity 
valuation research impose unduly restrictive 
assumptions on the hedonic relationship. 
These biases are illustrated using the marginal 
implicit price functions estimated by different 
functional forms for three coastal locations. 
The implications for economic analysis of land 
use regulations are discussed. Land Econ., 
Nov. 1984, 60(4), pp. 378-87. University of Flo- 
rida, Gainesville. 

Mitra, Tapan and Wan, Henry Y., Jr. — Some 
Theoretical Results on the Economics of For- 
estry 
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The general quesHon of forest management 
can be stated as follows. Suppose the planner 
of a piece of forest land obtains utility in any 
time period from the timber content of trees 
harvested in that period. If the planner wishes 
to maximize the discounted sum of such utili- 
ties starting from any initial forest, what pat- 
tern of planting and harvesting trees should 
he follow? This paper provides a systematic 
analysis to answer the above question. In par- 
ticular, the optimal solution is related to the 
Faustmann periodic solution and the sustained 
yield solution, which are prominent in the for- 
estry literature. Rev. Econ. Stud., Apr. 1985, 
52(2), pp. 263-82. Cornell University. 

Ribaudo, Marc O. and Epp, Donald J. — The 
Importance of Sample Discrimination in Us- 
ing the Travel Cost Method to Estimate the 
Benefits of Improved Water Quality 
Distinguishing between current and poten- 
tial users in a travel cost model for valuing 
environmental quality can impros’e the results. 
A study of St. Albans Bay, Vermont, showed 
a significant difference in mean benefits be- 
tween the two groups. Assuming that potential 
users have the same benefits as current users 
would result in an overestimate of aggregate 
benefits. Land Econ., Nov. 1984, 6(1(4), pp. 
397-403. US. Department of .Agriculture; 
Pennsylvania State University. 

722 Conservation and Pollution 

Campbell, Laurence S. — Using Market Incen- 
tives to Curb Acid Rain 
No acid rain control program is likely in the 
immediate future because of scientific and po- 
litical uncertainties. Assume, however, a deci- 
sion to substantially reduce sulfur dioxide emis- 
sions. Econometric evidence supports the 
expectation that taxes or permits are more 
cost-effective than performance standards or 
mandated stack gas scrubbers. While there are 
many offsetting considerations, taxes may be 
preferable to permits, since the prime risk to 
society is the excessive use of resources rather 
than unanticipated emissions. To implement 
a tax, the government would need to establish 
both the level and the point in the fuel stream 
at which to levy it. There is no a priori conclu- 
sion on either point; more investigation is 


needed. Eastern Econ. /., Oct.-Nov. 1984, 
1(1(4), pp. 389-401. U.S. Department of Com- 
merce, Washington, D.C. 

Carman, Hoy F. — An Analysis of Proposition 
13 Impacts on California Land Conservation 
Act Participation 

This article investigates the hypothesis that 
property tax reductions resulting from passage 
of Proposition 13 would decrease the effective- 
ness of the California Land Conservation Act 
(CLCA). Results of an empirical analysis utiliz- 
ing a logistical growth function indicate an 
unexfsected increase of about one million acres 
in the ceiling acreage of land under the CLCA 
associated with the passage of Proposition 13. 
Despite this increase, most counties appear to 
be nearing projected ceilings for land con- 
tracted under the CLCA. Thus, the substantial 
amount of eligible but unenrolled land on the 
rural-urban fringe will continue to be subject 
to conversion to nonagricultural use. Land 
Econ., Nov. 1984, 60(4), pp. 360-66. University 
of California, Davis. 

CoHop, Frank M. and Roberts, Mark J. — Cost- 
minimizing Regulation of Sulfur Emissions: 
Regional Gains in Electric Power 
Environmental regulations set maximum al- 
lowable rates for sulfur dioxide emissions from 
electric utilities. By ignoring firm differences 
in marginal abatement costs and preventing 
emissions trading, these standards do not mini- 
mize the cost of reducing emissions. This paper 
estimates marginal abatement cost functions 
for 56 utilities for 1974-79. Marginal costs vary 
substantially across firms because of differences 
in the price of low- and high-sulfur fuels and 
the intensity of regulation. The potential sav- 
ings from a cost minimizing reallocation of 
abatement resources is estimated for five re- 
gions. Current expenditures are found to be 
47 percent higher than cost minimizing levels. 
Rev. Econ. Statist, Feb. 1985, 67(1), pp. 81- 
90. Boston College, Chestnut Hill; Pennsylva- 
nia State University, University Park. 

Krautkraemer, Jeffrey A. — Optimal Growth, 
Resource Amenities, and the Preservation 
of Natural Environments 
This paper examines the conditions Ibr 
which it is optimal to permanmtly preserve 
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^ natural environments in which a productive 
natural resource is found. The conditions are 
more restrictive than those previously indi- 
cated in the literature on the economics of nat- 
ural environments. Increasing consumption 
and declining commodity prices are not sufiB- 
cient to warrant permanent preservation. The 
initial capital stock can be an important deter- 
minant of the optimal level of preservation. 
In addition, resource amenity values will in- 
crease the initial resource price and decrease 
the rate of growth of the resource price. Rev. 
Econ. Stud., Jan. 1985, 52(1), pp. 153-70. 
Washington State University. 

Lee, Dwight R. — Rent-seeking and Its Implica- 
tions for Pollution Taxation 
The existing literature on pollution taxation 
ignores the efficiency implications of the result- 
ing tax revenue. As is traditional in economic 
analysis, these revenues are treated as neutral 
transfers. The emerging literature on rent- 
seeking challenges this conventional view by 
pointing out that self-interested groups will ex- 
pend resources in political efforts to capture 
benefits from the disbursement of government 
revenues. The implication these rent-seeking 
costs have for the efficient pollution tax is ex- 
amined. It is found that the efficient tax can 
be either higher or lower than that convention- 
ally considered efficient. Southern Econ. Jan. 
1985, 51 (3), pp. 731-44. George Mason Univer- 
sity, Fairfax, Virginia. 

Willett, Keith — Environmental Quality Stan- 
dards; A General Equilibrium Analysis 
This paper develops a general equilibrium 
model with pollution specifications that can be 
used to identify the economic impacts of pollu- 
tion-control policies. The particular pollution- 
control policy addressed is an environmental 
standards approach. The model is based on a 
technique that combines an explicit represen- 
tation of consumer demand behavior vis-i-vis 
linear aggregate demand functions with activ- 
ity analysis. Managerial Dec. Econ., Mar. 1985, 
6(1), pp. 41-49. Oklahoma State University. 

723 Energy 

Bergstrom, Clas; Loury, Glenn C. and Persson, 
Mats — Embargo Threats and the Manage- 
ment of Emergency Reserves 


This paper develops a model of a country 
that can import oil in normal times but is sub- 
ject to random trade disruptions. To mitigate 
the effects of these disruptions, some of the 
imported oil is stockpiled. There are two kinds 
of uncertainty involved: the date at which an 
embargo will be imposed is not known in ad- 
vance, and given that an embargo has been 
imposed, the date at which it will end is uncer- 
tain. Optimal behavior is analyzed by means 
of dynamic programing. J. Polit. Econ., Feb, 
1985, 93(1), pp. 26—42. Stockholm School of 
Economics; Harvard University; University of 
Stockholm. 


Carlevaro, Fabrizio and Spierer, Charles — 
Nouvelles perspectives d’6volution de la de- 
mande d’energie en Suisse jusqu’i I’a 2000 
(New Prospects for Swiss Energy Demand 
until the year 2000) 

This paper updates the Swiss energy demand 
prospects computed by the authors in 1981 
on behalf of the Federal Office of Enegy. These 
propsects are evaluated with the same econo- 
metric model, and they are based upon four 
new scenarios describing the evolution of the 
economic activity and energy prices. The main 
results are that the previously forecasted 
growth of the demand for electricity is delayed 
by several years and that the demand for oil 
rebounds to the detriment of the demand for 
natural gas. Schweiz. Z. Volkswirtsch. Statist., 
Dec. 1984, 120(A), 483-520 (French). Univer- 
sity of Geneva. 

Fujii, Edwin T. and Mak, James — A Model of 
Household Electricity Conservation Behav- 
ior 

In this paper, the authors develop a model 
that explains household choice over ten alter- 
native electricity conservation modes. The 
model is based on the premise that households 
will adopt those conservation modes for which 
perceived benefits exceed anticipated costs. 
The authors find that households differ in the 
conservation modes they adopt. High income 
households are more likely to adopt expendi- 
ture-intensive methods while low income 
households are more likely to adopt time-in- 
tensive conservation methods. The authors 
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dcnionstratc th&t their inoclel is clearly supe- 
rior to a competing model that argues that 
households will adopt those conservation 
modes which require the least effort. Land 
Econ., Nov. 1984, 60(4), pp. 340-51. University 
of Hawaii, Honolulu. 

Westoby, Richard and Pearce, David W.— Sin- 
gle Equation Models for the Projection of 
Energy Demand in the United Kingdom 
1954-1980 

This paper surveys some popular techniques 
that have been used for generating forecasts 
of aggregate energy demand. These generally 
rely on relatively simple relationships between 
primary energy demand and key economic 
and demographic variables. A severe test is de- 
vised to assess their forecasting properties. The 
parameters of the models are estimated on 
U.K. time series data from 1954 to 1973, and 
then the results are used to generate forecasts 
of the dependent variables over the highly 
unstable period between 1974 and 1980. Most 
of the models tend to overpredict aggregate 
energy demand. However, in several cases the 
simulations are very accurate, suggesting some 
“cheap but transparent” techniques for check- 
ing the broad base of more sophisticated fore- 
casts. Scot. }. Polit. Econ., Nov. 1984, 31(3), 
pp. 229-54. University College, London. 


800 Manpower; Labor; Population 

810 Manpower Training and Allocation? 
Labor Force and Supply 

811 Manpower Training and Development 

Merriiees, W. J. — Do Wage Subsidies Stimulate 
Training? An Evaluation of the Craft Rebate 
Scheme 

This paper presents a framework for evaluat- 
ing CRAFT and related apprentice wage-sub- 
sidy schemes. Apprentice recruitment is ex- 
plained in terms of both current production 
and investment models. The results indicate 
that labor costs and hence labor cost subsidies 
do influence the apprentice recruitment deci- 
sion in some, but not all, trades. More detailed 
tests were run for schemes that offer implicit 


taxation benefits as a by-product of nominal 
wage subsidies. These tests aimed to ascertain 
whether tax illusion exists; in one trade it does 
not, but in two trades it does. Various recom- 
mendations are drawn from the results for pub- 
lic policy in the trade-training area. Australian 
Econ. Pap., Dec. 1984,23(43), pp. 235-48. Sec- 
toral Studies Branch of the Bureau of Labour 
Market Research, Canberra. 

813 Labor Force 

Ben-Porath, Yoram and Cronau, Reuben — 
Jewish Mother Goes to Wofk; Trends in the 
Labor Force Participation of Women in Is- 
rael, 1955-1980 

The labor force participation of Jewish 
women in Israel increased between 1955 and 
1980, accelerating in the 1970s. Schooling ac- 
counts for most of the change. The sharpest 
rise is among mothers aged 25-44. Thus differ- 
entials in participation by mantal status have 
been sharply narrowed and the life cycle in 
participation has been transformed, the M- 
shaped curve being replaced by an inverted 
U with delayed labor force entry due to pro- 
longed schooling and more continuous partici- 
pation throughout the childbearing period. 
The reduced incompatibility between child 
rearing and market work is associated with 
part-time work and increased reliance on day 
care services. The increased employment of 
women is concentrated in the service indus- 
tries mostly public, and is accompanied by 
some decline in the relative wage of highly 
educated women. Successive cross-section esti- 
mates corroborate this picture in general but 
do not support the notion that over time pre- 
school children interfere less in women’s labor 
supply. ]. Lab. Econ., Part 2, Supp. Jan. 1985, 
3(1), pp. S310-27. Hebrew University, Jerusa- 
lem. 

Colombino, Ugo and De Stavola, Bianca — ^A 
Model of Female Labor Supply in Italy Using 
Cohort Data 

This paper attempts to develop a behavioral 
model of female labor supply in Italy using co- 
hort data. The starting theoretical assumptions 
of perfect information, intertemporal separ- 
ability, and utility maximizatkai under ff life- 
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term constraint are relaxed in a second stage. 
The results suggest that the flat female partici- 
pation rate profile (from both a time-series and 
a cross-section perspective) is presumably pro- 
duced by economic incentive effects that coun- 
terbalance each other. However, with the re- 
cent rise in cohort-specific earning power, the 
authors identify a decrease in the work-disin- 
centive effects of aging and of children under 
six. / Lab. Econ., Part 2, Supp. Jan. 1985, 3(1), 
pp. S275-92. University of Turin, Italy; Impe- 
rial College, London. 

Franz, Wolfgang — An Economic Analysis of 
Female Work Participation, Education, and 
Fertility: Theory and Empirical Evidence 
for the Federal Republic of Germany 
This paper summarizes some facts on female 
work in Germany and presents some recent 
econometric explorations. The econometric 
method adopted is the TOBIT procedure, 
which allows one to estimate labor supply func- 
tions including both hours worked and partici- 
pation. The general finding is that it is neces- 
sary to distinguish among several groups of 
females; while work participation of young sin- 
gle women decreased substantially, married 
women have a higher participation rate today 
than in earlier years. In addition, income elas- 
ticities of labor supply and their decomposition 
are estimated, but several caveats regarding 
these estimates are in order./. Lab. Econ., Part 
2, Supp. Jan. 1985, 3(1), pp. S218-34. Univer- 
sity of Mannheim, West Germany. 

Gregory, K. C.; McMahon, P. and Whitting- 
ham, B. — Women in the Australian Labor 
Force: Trends, Causes, and Consequences 
Since 1964 all the increase in female labor 
force participation in Australia can be attrib- 
uted to married women. About 90 percent 
of the increase can be attributed to women 
employed part time. The paper argues that 
aggregate female participation rate equations 
cannot be regarded as labor supply curves. The 
female wage rate relative to that of males is 
exogenously determined by wage-fixing au- 
thorities above market-clearing rates, and the 
excess supply of labor is not adequately mea- 
sured by the unemployment rate. Married 
women and part-time workers have a high pro- 


pensity to bypass the unemployment pool 
when leaving or seeking a job. Participation 
equations are dominated by employment de- 
mand for sex-segregated jobs. /. Lob. Econ., 
Part 2, Supp. Jan. 1985, 3(1), pp. S293-309. 
Australian National University; Bureau of La- 
bor Market Research, Canberra. 

Custafsson, Siv and Jacobsson, Roger — ^Trends 
in Female Labor Force Participation in Swe- 
den 

Labor force participation of married women 
increased from 49.1 to 83.5 percent during the 
past two decades. By cross-section estimates 
on microdata of the probability of labor force 
participation in 1967, 1973, and 1980 and by 
using these estimates for predicting changes 
in labor force participation, the authors have 
found that increases in own-wage have been 
by far the most important explanatory factor. 
Women’s real wages have increased relative 
to husband’s after-tax earnings as an effect of 
both the introduction of compulsory separate 
taxation in 1971 and the dramatically de- 
creased sex differentials in pay partly associ- 
ated with increased female education. /. Lab. 
Econ., Part 2, Supp. Jan. 1985, 3(1), pp. S256- 
74. University of Stockholm, Sweden; Univer- 
sity of Ume&, Sweden. 

Hartog, Joop and Theeuwes, Jules — The 
Emergence of the Working Wife in Holland 
The rate of participation in the labor force 
by married women is lower in the Netherlands 
than in similar industrialized countries. How- 
ever, since the end of World War II, the partici- 
pation rate increased from almost zero to al- 
most one-fourth in less than 35 years. Using 
estimation results obtained with a probit model 
on a 1979 nationwide cross section, this paper 
tries to reconstruct the postwar growth in this 
participation rate. It is found in particular that 
the increase in the real wage for female work- 
ers contributes substantially to the explanation 
of the observed long-run change. Given the 
relatively high own-wage elasticity, one would 
also expect Dutch wives to catch up in the 
future with the level of participation observed 
in neighboring countries. /. Lab. Econ., Part 
2, Supp. Jan. 1985, 3(1), pp. S235-S5. Univer- 
sity of Amsterdam; Erasmus University. 
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Hernandez Iglesias, Feliciano and Riboud, 
Michelle — Trends in Labor Force Participa- 
tion of Spanish Women: An Interpretive Es- 
say 

This paper describes trends in labor force 
participation of Spanish women since 1900. 
Earnings-generating functions and logit partic- 
ipation models are estimated using a 1979 sur- 
vey of married women. Estimates are shown 
to overpredict historical changes in labor force 
participation rates. A new specification of the 
participation model using average experience 
of married women as endogeneous variable 
produces estimates that fit time-series data. 
These results suggest an increasing effect of 
education on participation, which confirms 
T. W. Schultz’s hypothesis of increasing returns 
to various quality components of the labor 
force in modernizing economies. J. Lab. Econ., 
Part 2, Supp.Jan. 1985, 3(1), pp.S201-17. Poly- 
technic University of Madrid: University of Or- 
leans, France. 

Joshi, Heather E.; Layard, Richard and Owen, 
Susan J. — Why Are More Women Working 
in Britain? 

In Britain, female labor force participation 
rose steadily from World War II to 19’77. To 
explain this, the authors estimate a pooled 
time-series, cross-section supply function for 
single-year age groups of women. The life-cy- 
cle pattern is explained quite well by the pres- 
ence of children. At a second stage they try 
to explain the rising level of the cohort inter- 
cepts estimated at the first stage. Real wage 
growth may be an explanatory factor, as cross- 
section evidence suggests it should be. Finally, 
they point to the 15 percent rise in the relative 
pay of women in the mid-1970s caused by the 
Elqual Pay Act. This did not cause the expected 
decline in the relative demand for female em- 
ployees. J. Lab. Econ., Part 2, Supp. Jan. 1985, 
3(1), pp. S147-76. London School of Hygiene 
and Tropical Medicine; London School of Eco- 
nomics; University of Cardiff. 

Kutas, Jftnos — Innovation, Social Environ- 
ment, Human Factors 
Although it is widely accepted that the main 
pledge of development in Hungary is the labor 
force, some historical processes and the pres- 


ent quality of the labor force impede a better 
utilization of the human factor in economic 
development, e.g., incongruencies in employ- 
ment or underutilization of the knowledge of 
specialists. A great percentage of top managers 
lack proper qualifications. The composition of 
the stratum of professionals is far from being 
optimal: the share of economists, lawyers, and 
industrial designers, for example, has to be in- 
creased. The social environment does not en- 
force innovative behavior and punishes risk- 
taking (the failure of one or another economic 
action is retaliated). Acta Oecon., 1984, 32(1- 
2), pp. 125-36. National Planning Office, Buda- 
pest. 

Michael, Robert T. — Consequences of the Rise 

in Female Labor Force Participation Rates: 

Questions and Probes 

This paper discusses three independent in- 
quiries into consequences of the rise in wom- 
en’s labor force participation rate (LFPR) in 
the United States since 1946. (1) The growth 
in women's LFPR is decomposed by decade, 
age, marital status, presence of age-specific 
children, and years of schooling. (2) Evidence 
on the impact of the growth on the inequality 
in income among husband-wife families is sum- 
marized, and the impact on income inequality 
in other family structures is discussed. The ef- 
fect on the level of family real income is consid- 
ered, and “money illusion” in measuring the 
change in income is noted. (3) Bivariate autore- 
gressive time series are estimated with annual 
data from 1950 to 1980, indicating that lagged 
values of women’s LFPR are systematically 
correlated with measures of flow fertility, mar- 
riage, schooling, and men’s income, while only 
fertility has a strong, persistent laggi^ correla- 
tion with LFPR. J. Lab. Econ., Part 2, Supp. 
Jan. 1985, 3(1), pp. SI 17-46. University of Qii- 
cago. 

Mincer, Jacob— Intercountry Comparisons of 

Labor Force Trends and of Related Develop- 
ments: An Overview 

This paper is a survey of analyses of women’s 
labor force growth in twelve industrialised 
countries, originally presented at a crxderence 
in Sussex, England, in June 1963. The main 
focus of the conference papers and of llie dur* 
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ent survey is on growth in the labor force 
►f married women in the years 1960-80. 
"rends in fertility, wages, and family instability 
ilso receive attention as related developments, 
darned women’s labor force growth is ob- 
srved in all countries, except for the U.S.S.R. 
ifter 1970, where labor force rates of women 
cached the level of men. Growth rates differ 
imong countries. They apparently respond to 
;rowth in real wages and to growth in educa- 
ion, but response elasticities differ among 
countries. Elstimates of these elasticities con- 
ained in the country papers were helpful in 
iredicting the trends. Other findings include 
ibiquitous declines in fertility and growth of 
ivorce in the 1970s. Both developments are 
•elated to long-run labor force growth. In all 
ountries, wages of women were lower than 
vages of men. The 1960 average gap of 38 
percent narrowed to 29 percent in 1980. Fac- 
jrs related to these trends, including public 
lolicy, are discussed in the survey. / Lab. 
Icon., Part 2, Supp. Jan. 1985, 3(1), pp. Sl- 
2. Columbia University. 

!)fer, Gur and Vinokur, Aaron — Work and 
Family Roles of Soviet Women: Historical 
Trends and Cross-Section Analysis 
Over the last two generations, women in So- 
'iet Russia reached the highest labor force par- 
icipation rate in the world. As everywhere 
slse, the process was accompanied by a sharp 
ise in their educational attainment and a simi- 
rly sharp decline in fertility. On the basis of 
ata about families of Soviet emigrants during 
he early 1970s, it is shown that Soviet women 
;$pond to the same economic variables that 
eate similar trends in market economies. So- 
ialist ideology and Soviet growth strategy help 
n the one hand to expedite the process, but 
n the other amplify the contradiction be- 
veen women’s family and labor market roles 
nd result in relatively low wages for women. 
Lab. Econ., Part 2, Supp. Jan. 1985, 3(1), 

. S328-54. Hebrew University, Jerusalem; 
niyersity of Haifa, Israel. 

Iboud, Michelle— An Analysis of Women’s 
^bor Force Participation in France: 
^oss-Section Estimates and Time-Series 
ilvidence 


This paper examines labor force participa- 
tion of women in France and its evolution over 
time. Cross-section estimates of a logit model 
measure the effects on participation of wives’ 
wages, husbands’ earnings, families’ unearned 
income, and number of children. They are 
found to be in accordance with theory. Applied 
to historical data, these estimates overpredict 
actual changes. A new specification of the par- 
ticipation model, using as endogenous variable 
the fraction of lifetime after leaving school 
spent in the labor force, shows that the effect 
of the main explanatory variable, education, 
changed over time. 'This model gives accurate 
predictions. / Lab. Econ., Part 2, Supp. Jan. 
1985, 3(1), pp. S177-200. University of Or- 
leans, France. 

Shimada, Haruo and Higuchi, Yoshio — An 

Analysis of Trends in Female Labor Force 

Participation in Japan 

Until recently, the aggregate female labor 
force participation rate in Japan has shown a 
secular declining trend throughout the post- 
war period of economic development. Partici- 
pation of paid female employees alone exhibits 
a steadily rising trend, more or less comparable 
to that in the United States and European 
countries. Although the fertility rate dropped 
drastically shortly after World War II, in the 
subsequent period increases in female educa- 
tion and a relative improvement of female 
wages appear to have promoted a substantial 
increase in paid female employment. Labor 
supply equations for paid employees estimated 
from time-series data provide negative income 
and positive wage elasticities. Cross-sectional 
analysis gives reasonable results, particularly 
for middle-age wives. Absolute values of esti- 
mated wage elasticity, notably, have almost al- 
ways been smaller than income elasticity, un- 
like many research findings in the United 
States. J. Lab. Econ., Part 2, Supp. Jan. 1985, 
3(1), pp. S355-74. Keio University, Japan. 

Smith, James P, and Ward, Michael P. — Time- 
Series Growth in the Female Labor Force 
In this paper the authors investigate the rea- 
sons for the growth in the female labor force 
in America during the twentieth century. In 
their research, they study the longer-term 
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trends since 1900 and conduct a more inten- 
sive examination of developments after Wortrl 
War II. They conclude that rising real waS 
accounted for 60 percent of the total growth 
in the female labor force. Half of this wage 
effect in expanding labor supply was the fertil- 
ity-reducing consequence of a higher female 
wage. J. Lab. Econ., Part 2, Supp. Jan. 1985, 
■3(1)1 pp. S59-90. Rand Corporation, Santa 
Monica, California. 

820 Labor Markets; Public Poucy 
821 Theory of Labor Markets and Leisure 
Akerlof, George A. — Discriminatory, Status- 
based Wages among Tradition-oriented, Sto- 
chastically Trading Coconut Producers 
A robust model of discrimination is pre- 
sented; even if there is a significant minority 
without a taste for discrimination and even if 
there is capital transfer among entrepreneurs 
with different tastes for discrimination, no en- 
trant can profit by violating the discriminatory 
custom. The key innovation in this model is 
that markets are in some sense smaller than 
the Walrasian market. All traders have a 
chance of trading with one another. And at 
the time of trade there is no other equally satis- 
factory alternative trading partner. This as- 
sumption corresponds to empirical sociological 
studies that similarly find markets to be small. 
/ Polit. Econ., Apr. 1985, 93 {2), pp. 265-76. 
University of California, Berkeley. 

Burdett, Kenneth and Ondrich, Jan I. — How 
Changes in Labor Demand Affect Unem- 
ployed Workers 

This study analyzes the manner in which cer- 
tain favorable shifts in labor demand affect job 
search. Although all shifts increase reservation 
wages, they do not necessarily decrease ex- 
pected unemployment spell durations and in- 
crease expected post-unemployment wages, so 
that upward-sloping short-run Phillips curves 
may occur. A result due to Gary Chamberlain 
is used to demonstrate that if the wage offer 
distribution is restricted to be logconcave, two 
of the shifts guarantee downward-sloping Phil- 
lips curves. For one of these two shifts, previ- 
ous research by C. J. Flinn and J. J. Heckman 
used logconcavity in a different marmer to 
achieve properly shaped Phillips curves./. Lab. 


Econ., Part l,]an. 1985, 3(1), pp. 1-10. CorneU 
University; Syracuse University. 

Ronald A. and Antle, Rick — Self -Selec- 
tion via Fringe Benefits 

This paper extends the theory of self-selec- 
tion to circumstances in which economic 
agents have some access to markets. The au- 
thors use the analysis to explain the existence 
of multidimensional compensation packages in 
the presence of limited (re)marketability. Elm- 
ployment contracts that include fringe benefits 
are prominent examples of such multidimen- 
sional packages./. Lab. Eicon., July 1984, 2(3), 
pp. 388-411. University of Chicago. 

Eswaran, Mukesh and Kotwal, Ashok — A The- 
ory of Two-Tier Labor Markets in Agrarian 
Economies 

This paper models a process by which a ho- 
mogeneous labor force is segmented into two 
tiers. Workers in the upper tier are maintained 
at a higher level of utility than those in the 
lower tier. It is the authors' hypothesis that 
the two-tier system results from a subtle super- 
vision mechanism used by employers to moni- 
tor the performance of workers on tasks that 
are inherently difficult to supervise on a contin- 
uous basis. The working of the above process 
and its implications are analyzed by examining 
the institution of permanent workers that has 
existed in diverse agrarian economies in differ- 
ent time periods. Amer. Econ. Rev., Mar. 1985, 
75(1), pp. 162-77. University of British Colum- 
bia, Vancouver. 

Graham, John W. — ^Why Is Consumption Out 
of Labor Income Greater Than Consump- 
tion Out of Nonlabor Income? 

While both cross section and time series esti- 
mates of consumption functions frequently 
find a higher marginal propensity to consume 
(MFC) out of labor income than out of nonlabor 
income, there exist few convincing theoretical 
reasons for this in the literature. This paper 
offers such an explanation based upon life cycle 
considerations with endogenous labor supply. 
Individuals are shown to ^nd relatively more 
of any increase in income when it is caused 
by higher labor earnings than when it is caused 
by higher nonlabor income because of adiSFer- 
ential impact upon unobserved leisure (son- 
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sumption. Quart. ]. Bus. Econ., Summer 1984, 
55(3), pp. 59-69. University of Illinois, Cham- 
paign-Urbana. 

Haltiwanger, John — The Distinguishing Char- 
acteristics of Temporary and Permanent 
Layoffs 

This paper develops a theory of layoffs in 
an intertemporal setting in which job separa- 
tions may occur in each of several successive 
periods. Theoretical analysis of temporary lay- 
offs in previous studies has been limited to 
models in which the layoffs occur only in the 
final period of the model. This multiperiod im- 
plicit contract framework has enabled the au- 
thor to identify distinguishing characteristics 
of temporary and permanent layoffs that were 
heretofore blurred or distorted in previous 
contract analyses. J. Lab. Econ., Oct. 1984, 
5(4), pp. 523-38. University of California, Los 
Angeles. 

loannides, Yannis M. and Pissarides, Christo- 
pher A. — Monopsony and the Lifetime Rela- 
tion between Wages and Productivity 
The authors consider the relation between 
wages and productivity by means of a model 
based on the following assumptions. Workers 
live for two periods, firms live forever, senior 
workers differ nontrivially from junior, senior- 
ity enhances workers’ expected second-period 
earnings, both firms and workers recognize the 
prospect of promotion and the senior-junior 
wage differential at the time of hiring, and 
firms have monopsony power in hiring junior 
workers. They show that senior wages are 
equal to the senior marginal product, but ju- 
nior wages are set below the junior marginal 
product by an amount that depends on the 
elasticity of the firm’s labor supply. / Lab. 
Econ., Part 1, Jan. 1985, 3(1), pp. 91-100. Bos- 
ton University; London School of Economics. 

MacDonald, Glenn M. and Markusen, James 
R. — A Rehabilitation of Absolute Advantage 
This paper ooty^ders the question of how op- 
timal as»igiua<eStB depend on the endowed 
traits of economic agents. Its most useful point 
is that the absolute levels of these traits, in 
conjunction with technology, always deter- 
mine the structure of efficient allocations. Only 
under very special circumstances do summary 


measures of the structure of traits, such as com- 
parative advantage, succeed in performing this 
function unless they do so tautologically. /. Po- 
lit. Econ., Apr. 1985, 93(2), pp. 277-97. Uni- 
versity of Western Ontario. 

de Meza, David — Wage Uncertainty, Expected 
Utility, and Occupational Choice 
It is well established that a mean preserving 
increase in price uncertainty never lowers the 
expected utility of a risk-neutral consumer. In 
contrast, it is shown here that wage uncer- 
tainty may well be unattractive to a risk-neu- 
tral worker. Analytically, the difference arises 
because leisure is the only good of which the 
consumer has an initial endowment. Among 
other results, the analysis suggests that, given 
the degree of risk aversion, the idle, indepen- 
dently rich will tend to be found in jobs with 
risky returns. Int. Econ. Rev., Oct. 1984, 25(3), 
pp. 757-62. London School of Economics. 

Moffitt, Robert — The Estimation of a Joint 
Wage-Hours Labor Supply Model 
In this paper the standard cross-sectional 
static model of labor supply is modified to make 
the wage endogenous, and a joint wage-hours 
model is estimated. The econometric tech- 
nique addresses the nonlinearity of the budget 
constraint by approximating the constraint by 
a series of discrete points. The results show 
that the budget constraint is indeed nonlinear, 
that hours affect the wage quadratically, that 
true wage elasticities are lower as a result, and 
that the model fits the hours distribution much 
better than the standard Tobit model. J. Lab. 
Econ., Oct. 1984, 2(4), pp. 550-66. Brown 
University. 

Moore, John — Optimal Labour Contracts 
When Workers Have a Variety of Privately 
Observed Reservation Wages 
If a firm does not know the individual ex 
post outside opportunities of its contracted 
workforce, then it can use hours, wages, and 
redundancy payments to screen them. Will a 
second-best contract have underemployment 
inefficiency, or overemployment? With a sto- 
chastic contract, are those workers randomly 
selected for layoff worse off than their retained 
colleagues? Handling asymmetric information 
in stochastic contracts has led to two technical 
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innovations. First, results are proved even 
though all the truth-telling constraints are ex- 
plicitly included. Second, a new regularity con- 
dition is found under which the local con- 
straints are sufficient to ensure global incentive 
compatibility at an optimum. Rev. Econ. Stud., 
Jun. 1985, 52(1), pp. 37—67. London School of 
Economics. 

Ordover, Janusz A. and Shapiro, Carl Ad- 

vances in Supervision Technology and Eco- 
nomic Welfare: A General Equilibrium Anal- 
ysis 

The authors analyze the impact of improve- 
ments in the technology by which employers 
monitor their workers. It is unclear a priori 
whether workers should benefit or not from 
such advances. On the one hand, these ad- 
vances decrease the total costs of hiring work- 
ers and stimulate labor demand On the other 
hand, as supervision becomes less costly, em- 
ployers tend to substitute monitoring for wages 
as a means of motivating workers. The authors 
show how the impact on firms and workers 
of Isuch technological progress depends on the 
nature of the labor market equilibrium (i.e., 
whether there is full employment or not) and 
the cost (technology) of monitoring. A distinct 
possibility is that unemployed workers wel- 
come the changes in supervision because they 
promote employment, while employed work- 
ers resist such changes and the more intensive 
supervision they encourage. J. Public. Econ.. 
Dec. 1984, 25(3), pp. 371-89. New York Uni- 
versity; Princeton University. 

Samuelson, Larry — Implicit Contracts with 
Heterogeneous Labor 
The formation of implicit contracts in labor 
markets with heterogeneous employees is 
studied. If layoffs occur, the firm finds it opti- 
mal to offer differing contracts to differing em- 
ployees, with employees who place a higher 
priority on leisure accepting contracts with 
higher layoff probabilities. The firm can do so 
without violating the constraint that employ- 
ees voluntarily sort themselves into these con- 
tracts. Under plausible assumptions, the con- 
tracts match the empirical observation that 
relatively low wage rates and high unemploy- 
ment probabilities tend to be correlated. Fi- 


nally, an average or composite wage rate varies 
over states of nature, calling into question the 
ability of implicit contracts models to account 
for the constant, representative wage rate of- 
ten found in macroeconomic models. ]. Lab. 
Econ., Part 1, Jan. 1985, 3(1), pp. 70-90. Penn- 
sylvania State University, University Park. 

Weiss, Andrew and Landau, Henry J. — Wages, 
Hiring Standards, and Firm Size 
The authors present a model of firm behav- 
ior in which firms choose a wage and a hiring 
standard to maximize their profits. The correla- 
tion between productivity and reservation 
wage affects the relationship between firm 
size, wages, and hiring standards. In the special 
case where labor productivity is a linear func- 
tion of a worker’s reservation wage, they find 
that in the absence of hiring costs, wages are 
monotonically increasing with firm size. Any 
positive hiring costs, however, result in an in- 
terval of sufficiently small firms within which 
wages decrease with firm size. In all cases, 
among sufficiently large firms, wages increase 
with firm size. A review of previous empirical 
evidence finds that in some occupations the 
relationship between wages and firm size is 
U-shaped, while in other occupations wages 
increase monotonically with firm size. These 
empirical findings are consistent with the au- 
thors' theoretical results. /. Lab. Econ., Oct. 

1984, 2(4), pp. 477-99. Columbia University; 
AT&T Bell Laboratories, Morristown, N.J. 

Yatchew, Adonis J. — Labor Supply in the Pres- 
ence of Taxes: An Alternative Specification 
This paper estimates a model of married 
women’s labor supply in the presence of pro- 
gressive taxes. The specification is based on a 
translog indirect utility function with normally 
distributed random preference parameters. 
The application of Roy’s Identity then leads 
to a distribution of labor supply that involves 
ratios of normals. Rev. Econ. Statist, Feb. 

1985, 67(1), pp. 27-33. University of Toronto. 

822 Public Policy; Role of Government 

Bronars, Stephen G. — Fair Pricing of Unem- 
ployment Insurance Premiums 
Actuarially fair unemployment insurance 
premiums are derived in a theoretical modcff 
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of a regulated private market for unemploy- 
ment insurance. Fair premiums are derived 
using the capital asset pricing model under the 
assumption that insurance firms borrow and 
lend in the capital market to finance benefit 
payments. Empirical estimates of betas and fair 
premiums for the U.S. unemployment insur- 
ance system are presented. / Bus., Jan. 1985, 
58(1), pp. 27-47. Texas A&M University, Col- 
lege Station. 

Chang, Yang'Ming and Ehrlich, Isaac — On the 
Economics of Compliance with the Mini- 
mum Wage Law 

This paper reexamines the issues of compli- 
ance with and enforcement of the minimum 
wage law recently addressed by Orley Ashen- 
felter and Robert S. Smith and by Gilles Gre- 
nier. Pursuing a more rigorous methodology, 
the authors are able to add new general conclu- 
sions and to correct and reconcile some previ- 
ous conflicting conclusions concerning the role 
of the disparity between the minimum and 
free market wages, the level and elasticity of 
labor demand, and the magnitude of deterring 
monetary sanctions on the noncompliance de- 
cision. The authors' formulation also addresses 
the law evasion (reduced wages) as well as the 
law avoidance (modified employment) aspects 
of the noncompliance decision, which previous 
formulations have ignored. /. Polit. Econ., Feb. 
1985, 93(1), pp. 84-91. Kansas State University, 
Manhattan; State University of New York, Buf- 
falo. 

Johnson, Terry B.; Dickinson, Katherine P. and 
West, Richard W, — An Evaluation of the Im- 
pact of ES Referrals on Applicant Earnings 
The impact of the labor exchange activities 
of the United States Elmploymenl Service (ES) 
on job seekers is analyzed in this paper. The 
authors compare the labor market experiences 
following application to the ES of individuals 
who receive ES job referrals with the experi- 
ences of those vdio do not receive referrals. 
Extensive evidence is presented indicating 
that the not-referred group is a reliable com- 
parison group for estimating the impact of ES 
referrals on applicant labor market experi- 
ences. The authors' impact estimates indicate 
that there are significant and sizable effects 


of a job referral for women, resulting in in- 
creased earnings and reduced length of time 
until reemployment. The impacts of a job re- 
ferral for men, however, are not significantly 
different from zero. J. Human Res., Winter 
1985, 20(1), pp. 117-37. Battelle, Seattle; SRI 
International, Menlo Park, California; SRI In- 
ternational. 

Micklewright, John — On Earnings-related Un- 
employment Benefits and Their Relation to 
Earnings 

This paper is concerned with modeling the 
receipt of unemployment benefits in Britain. 
It focuses on earnings related benefit receipt, 
which has been at the center of the incentives 
controversy. A common method of simulating 
this benefit when constructing budget con- 
straints of unemployed persons is to use imme- 
diate preunemployment earnings. Actual re- 
ceipt is shown to be very different from that 
predicted by this hypothetical model. Depar- 
tures from it are tested in a suitable framework 
with a sample of 516 unemployed men. Econ. 
J., Mar. 1985, 95(377), pp. 133-45. Nuffield 
College, University of Oxford. 

Solon, Gary R. — Work Incentive Effects of Tax- 
ing Unemployment Benefits 
This paper examines whether subjecting un- 
employment insurance (UI) benefits to the in- 
come tax reduces unemployment duration. 
The study uses data on a sample of persons 
that filed for UI in periods before or after the 
introduction of benefit taxation in 1979. De- 
spite some variation in the results from differ- 
ent model specifications, the analysis presents 
persuasive evidence of a tax effect. The 1979 
policy change is estimated to have reduced the 
affected workers' average compensated unem- 
ployment duration by about one week. Eco- 
nometrica. Mar. 1985, 53(2), pp. 295-306. 
University of Michigan, Ann Arbor. 

Wolcowitz, Jeffrey — Dynamic Effects of the 
Unemployment Insurance Tax on Tempo- 
rary Layoffs 

The reserve ratio method of experience rat- 
ing the unemployment insurance (UI) tax is 
an inherently dynamic process. Tax rates are 
assigned to firms based on their reserve ratios, 
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the ratio of the balance in its UI account to 
its taxable payroll. Therefore, in making layoEF 
decisions that will deplete its UI balance, a firm 
will consider the effect on its future UI tax 
rate. This study explores the incentive effects 
of this method of UI financing on temporary 
layoff behavior of firms in a dynamic context. 
/ Public Econ., Nov. 1984, 25(1/2), pp, 35- 
51. Harvard University. 

823 Labor Mobility; National and International 
Migration 

Bhagwati, Jagdish N — Incentives and Disin- 
centives: International Migration 
The paper deals briefly with the causes, and 
more extensively with the consequences, of re- 
strictions and disincentives aflflicting interna- 
tional migration. Since emigration is far less 
restricted, the article deals mainly with immi- 
gration restrictions that seem to be a “natural" 
attribute of national sovereignty. Nevertheless, 
they often result from economic motivation. 
The consequences of various specific restric- 
tions for economic efficiency and welfare are 
discussed on the basis of models that are al- 
ready present in the literature. Weltwirtsch. 
Arch., 1984, 120(4), pp, 678-701. International 
Economics Research Center, Columbia Uni- 
versity, 

Hunt, Janet C. and Kau, James B. — Migration 
and Wage Growth: A Human Capital Frame- 
work 

The rate of return to new and repeat migra- 
tion is estimated using panel data from the NLS 
cohort of young males. The wage profiles of 
non-movers and of one-time and repeat mi- 
grants are tracked over a four-year span subse- 
quent to the migration period. While repeat 
migrants experience a 13 percent annual wage 
increase, no return to one-time movers is 
found. Thus, returns tend to accrue because 
of acquisition of general knowledge about job 
search. Information costs or inexperience pre- 
clude gains from a single relocation. Southern 
Econ. 1, Jan. 1985 , 51 (3), pp. 697-710. Univer- 
sity of Georgia, Athens. 

Straubhaar, Thomas — Die Siiderweiterung der 
EG unter arbeitsmarktpolitischen Gesi- 


chtspunkten — Das Migrationspotential der 
neuen Mitglieder auf dem Gemeinsamen 
Arbeitsmarkt (The Southern Expansion of 
the EC from the Political Point of View of 
the Labour Market — ^The Migration Poten- 
tial of the New Members on the Common 
Labour Market) 

With the southern expansion of the Euro- 
pean Community (EC) to include Greece, 
Spain, and Portugal, the EC basic right of “free 
movement of labor” within the whole EC area 
will also have to be granted to workers from 
these countries. The migration potential in an 
enlarged common labor market, for the period 
of a de jure freedom of movement after aa 
accession, is estimated on the basis of the mi- 
gration flow from the acceding countries dur- 
ing the de facto freedom of movement from 
1961 to 1973. Hypothetically, if freedom of 
movement in the common labor market were 
already valid in 1984 for all workers from 
Greece, already a member of the EC, and from 
Spain and Portugal, candidates for accession, 
this would induce a migration potential of 1 .22 
million workers in all. Since the EC receiving 
countries could not absorb this influx, the em- 
ployment potential of the original member 
countries should be taken into account in the 
accession negotiations. Schweiz. Z. Volk- 
swirtsch. Stati.it., Dec. 1984, 120(4), pp. 577- 
88 (German). University of Bern, 

824 Labor Market Studies, Wages, Employment 

Barron, John M.; Bishop, John and Dunkel- 
berg, William C. — Employer Search: The In- 
terviewing and Hiring of New Employees 
The purpose of this paper is to present new 
evidence on employer search to fill a position. 
The study is based on data for recent hires 
collected in the 1980 Employer Opportunity 
Pilot Project (EOPP) Survey of employers. The 
paper investigates the effect of factors such as 
training, employer size, and labor market con- 
ditions on employer search. Employer search 
is measured by the number of applicants inter- 
viewed prior to an employment offer and die 
average number of hours spent by an employer 
recruiting, screening, and interviewing per ap- 
plicant interviewed. The paper also documents 
the relationship between employer seardi and 
wages. Rev. Econ. Statist, Fdb. 1985, 6rm, 
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pp, 43-52. Purdue University; Ohio State Uni- 
versity; Purdue University. 

Blank, Rebecca M. — An Analysis of Workers’ 
Choice between Employment in the Public 
and Private Sectors 

In this paper the author develops a reduced- 
form two-way profit model to analyze workers’ 
choice between the two employment sectors, 
together with a three-way model that breaks 
this decision down to a choice among private, 
federal, and state and local government jobs. 
She estimates these models using May 1979 
CPS data. The results show that, other things 
equal, government employment is preferred 
by the “protected" groups of veterans, non- 
whites, and women; highly educated and more 
experienced workers are more likely to choose 
the public sector; significant difierences are 
found within the public sector between federal 
and state-local choices; and sectoral choice is 
influenced by more than wage comparisons. 
Ind. Lab. Relat. Rev., Jan, 1985,38(2), pp. 211- 
24. Princeton University. 

Buckley, John E. — Wage Differences among 
Workers in the Same Job and Establishment 
This study measures and analyzes pay varia- 
tions among incumbents in the same job and 
establishment, adding perspective to the all- 
establishment ranges of pay rates that are pre- 
sented in the BLS occupational wage survey 
reports. The study includes 68 white- and blue- 
collar occupational classifications covered in 
the Bureau’s 1983 Area Wage Survey program. 
Generally, wage differences among incum- 
bents in the same job and metropolitan area 
were narrower for skilled maintenance work- 
ers than for white-collar or material movement 
and custodial workers, and also narrower in 
the manufacturing sector, smaller establish- 
ments (under 500 workers), and establishments 
with union contracts. Mon. Lab. Rev., Mar. 
1985, 108{3), pp. 11-16. Bureau of Labor Statis- 
tics, Washington, D.C. 

Chowdhury, Gopa and Nickell, Stephen — 
Hourly Earnings in the United States: An- 
other Look at Unionization, Schooling, Sick- 
ness, and Unemployment Using PSID Data 
’This paper makes use of panel data to con- 
sider the effects of unionization, schooling, 


sickness, and unemployment on individual 
earnings. ’The results may be sununarized as 
follows. The unionization effect is around 15- 
20 percent. This measure is consistently esti- 
mated, controlling for both fixed invididual at- 
tributes and serially uncorrelated measure- 
ment error. Sickness has little immediate 
impact, but there is some indication that after 
four years earnings have fallen permanently 
by around 8 percent consequent on a ten-week 
spell of sickness. A spell of unemployment, on 
the other hand, leads to a sharp fall in earnings, 
but this effect decays rapidly, leaving the possi- 
bility of a small permanent impact. Finally, 
controlling for all fixed individual attributes, 
the authors are unable to pin down the school- 
ing effect with any accuracy owing to the ab- 
sence of instruments that are both valid and 
effective within the data set. / Lab. Econ., Part 
1, Jan. 1985, 3(1), pp. 38-69. Southampton 
University, England; London School of Eco- 
nomics. 

Collier, P. and Knight, J. B. — Seniority Pay- 
ments, Quit Rates, and Internal Labour Mar- 
kets in Britain and Japan 
The paper examines empirically various im- 
plications of a model in which firms adopt wage 
structures that reward workers for seniority, 
i.e., length of service with the employer, in 
order to reduce labor turnover and thereby 
the training costs incurred by the employer. 
Published data on seniority pay and quit rates 
in Britain and Japan provide evidence in sup- 
port of the model. Seniority is rewarded in 
both countries but to a greater extent in Japan, 
and labor turnover, being negatively related 
to seniority pay, is lower in Japan. These find- 
ings are discussed in the context of internal 
labor markets, for which they constitute some 
evidence in both countries but particularly in 
Japan. Oxford Bull. Econ. Statist, Feb. 1985, 
47(1), pp. 19-32. University of Oxford, Insti- 
tute of Economics and Statistics. 

Devens, Richard M., Jr.; Leon, Carol Boyd and 
Sprinkle, Debbie L. — Employment and Un- 
employment in 1984; A Second Year of 
Strong Growth in Jobs 
'This article describes the 1984 employment 
situation in relation to the business cycle and 



Selected Abstracts 


1655 


details the effects on various social and eco- 
nomic groups. Special emphasis is placed on 
such groups as minority workers, on families 
and their relationship to the labor market, and 
on selected industries that have had prominent 
roles in the changing employment structure 
of the economy. With the robust employment 
growth early in the year, unemployment con- 
tinued to drop sharply, but as job growth 
slowed, the unemployment decline slowed af- 
ter midyear. At year’s end, total labor force 
unemployment was 7.1 percent and 7.2 per- 
cent, civilian. Mon. Lab. Rev., Feb. 1985, 
108(2), pp. 3-15. Bureau of Labor Statistics, 
Washington, D.C. 

Ferber, Marianne A. and Green, Carole A. — 
Homemakers’ Imputed Wages; Results of 
the Heckman Technique Compared with 
Women’s Own Estimates 
'Three estimates of potential earnings of 
women not in the labor force, based on two 
data sets, were obtained (1) by using the coeffi- 
cients from the regression of employed women 
with characteristics of the homemaker, (2) by 
using James Heckman’s adjustment for selec- 
tion bias, and (3) by using the women’s own 
views of potential earnings. The second ap- 
proach yielded lower estimates than the first, 
as expected. The third estimate was found to 
be considerably higher than the second, sug- 
gesting that simple adjustment for selection 
bias may not be useful for the opportunity cost 
approach to valuation of housework, / Human 
Res., Winter 1985, 20(1), pp. 90-99. University 
of Illinois, Urbana-Champaign; University of 
South Florida, Tampa. 

Franz, Wolfgang — ^Is Less More? The Current 
Discussion about Reduced Working Time in 
Western Germany: A Survey of the Debate 
The purpose of this paper is to survey the 
literature on reductions in working time in 
West Germany. The overview starts with some 
historical reminiscences (beginning in 1817), 
including some important basic facts about 
working time in West Germany. After some 
remarks on the social and political background 
of the dispute, mi^jor types of reductions in 
working time are presented. The main part 
of the article is devoted to a theoretical and 


empirical analysis of conceived effects of those 
two measures most frequently discussed in the 
literature. Z. ges Staatswiss., Dec. 1984, 140(4^, 
pp. 626-54. University of Stuttgart. 

Freedman, David — Employment and Unem- 
ployment in the 1980s; Economic Dilemmas 
and Socio-political Challenges 
A major challenge facing the industrialized 
market economies today is how to ensure that 
an economic recovery, if it materializes, will 
bring with it the jobs needed to absorb both 
the currently unemployed and new labor force 
entrants or provide suitable alternatives. This 
article looks at a number of economic problems 
that will have to be overcome — how to rees- 
tablish a healthy investment climate,, how to 
accommodate new technologies, how to adjust 
to structural change, how to adapt labor sup- 
ply — and argues that a broader approach is 
needed to these issues as well as a change in 
policy thinking at both the national and the 
international levels. Int. Lab. Rev., Sept.-Oct. 
1984, 123(5), pp. 557-68. International Labour 
Organization, Geneva. 

Hamermesh, Daniel S. — Life-Cycle Effects on 
Consumption and Retirement 
The effects on consumption and retirement 
of the length of the horizon are examined. At 
any given age people will work more and con- 
sume less if they expect to live longer. TTie 
Terman sample of gifted individuals in 1972 
and 1977 is used to relate work status to the 
length of the horizon, as proxied by parents’ 
longevity. 'The results suggest the expected 
positive effect on effort, but its magnitude is 
quite small. The panel from the Retirement 
History Survey is used, and effects of the hori- 
zon on consumption and retirement jointly are 
estimated for 1973 and 1975. There is a small 
positive effect of a more distant horizon (prox- 
ied by the number of living parents) on work 
effort and a stronger, but still fairly small, nega- 
tive effect on consumption. Goods and leisure 
are consumer jointly, suggesting their comple- 
mentarity in household production, and spend- 
ing propensities out of social security wealth 
are far below those out of pension wedth. /. 
Lab. Econ., July 1984, 2(3), pp. 353-70. Michi- 
gan State University, East Lansng. 
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Honig, Marjorie and Hanoch, Giora — Partial 
Retirement as a Separate Mode of Retire- 
ment Behavior 

Partial retirement is a quantitatively impor- 
tant retirement state that shows significant 
structural differences from behavioral func- 
tions of either full retirement or full-time work. 
Alternative models of the choice of retirement 
state are estimated on a sample of white mar- 
ried males from the Retirement History Sur- 
vey, 1967-73. Findings suggest that, while par- 
tial retirement appears to take several 
different forms, the critical choice for a large 
number of older workers appears to be that 
of labor force participation first, with either 
partial or full-time employment determined 
conditionally among participants. The model 
has good explanatory power and conforms to 
expectations of the effects of vai-ious relevant 
variables on labor supply decisions. J. Human 
Res., Winter 1985, 20{l), pp. 21-46. Hunter 
College; Hebrew University, Jerusalem. 

Jones, David R. — Redundancy, Natural Turn- 
over and the Paradox of Structural Change 
As job opportunities diminish and unemploy- 
ment rises, individuals tend to hold onto exist- 
ing jobs. The sharp rise in unemployment in 
recent years has been associated with an 
equally dramatic fall in voluntary movement. 
With reduced voluntary turnover, employ- 
ment decline increasingly takes the form of 
forced movement; the importance of redun- 
dancy increases in absolute and relative terms. 
Using data on labor turnover and redundancies 
in manufacturing, it is argued that the pace 
of decline recently experienced has consider- 
ably reduced the natural flexibility of the labor 
market and has created a serious impediment 
to the optimal distribution of labor in employ- 
ment. Bull. Econ. Res., Jan. 1985, 38(1), pp. 
41-54. University College of North Wales, Ban- 
gor. 

Kiefer, Nicholas M, — A Simple Test for Heter- 
ogeneity in Exponential Models of Duration 
This paper proposes a simple, new diagnostic 
indicating the presence of uncorrected hetero- 
geneity in exponential models of duration. The 
use of the diagnostic is illustrated in an exam- 
ple dealing with unemployment duration in 


the Denver Income Maintenance Experiment 
(DIME) data. The diagnostic is seen to sup- 
plement the information on the fit given 
by the maximized likelihood value. J. Lab. 
Econ., Oct. 1984, 2(4), pp. 539-49. Cornell 
University. 

Lundberg, Shelly — ^The Added Worker Effect 
The term “added worker effect” usually re- 
fers to a temporary increase in the labor supply 
of married women whose husbands have be- 
come unemployed. This paper presents a new 
approach to the empirical study of the addec 
worker effect, which emphasizes the role oi 
employment uncertainty and credit con- 
straints in generating short-run participation 
and employment patterns. The estimates are 
based on employment transition probabilitie: 
rather than static measures of labor supply and 
are used in a dynamic simulation of changei 
in the employment and participation rates of 
wives following an exogenous increase in un- 
employment among their husbands. The re- 
sults show a small but significant added worker 
effect, at least for white families, and suggest 
that the apparent disagreement among previ- 
ous studies may stem from different ap- 
proaches to measuring responses to a transitory 
event such as a spell of unemployment. ]. Lab. 
Econ., Part 1, Jan. 1985, 3(1), pp. 11-37. Uni- 
versity of Washington, Seattle. 

Moser, James W. — A Principal Component 
Analysis of Labor Market Indicators 
A principal component analysis of nine labor 
market indicators reveals that 80 percent of 
the cyclical variation in these series is ac- 
counted for by two principal components. The 
nine variables hypothesized as influencing ag- 
gregate labor market transitions are employ- 
ment, new orders, average weekly earnings, 
the rate of interest, a help-wanted advertisin 
index, the average duration of unemployment, 
an index of coincident economic indicators, 
and the ratio of inventories to shipments. The 
first principal component is found to be supe- 
rior to such other widely used cyclical indica- 
tors as the unemployment rate and the em- 
ployment-population ratio. Eastern Econ. J., 
July-Sept. 1984, 10(3), pp. 243-57. Miami 
University, Oxford, Ohio. 
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Nissim, Joseph — An Examination of the DifiFer- 
ential Patterns in the Cyclical Behaviour of 
the Employment, Hours and Wages of La- 
bour of DifiFerent SkUls: British Mechanical 
Engineering, 1963-1978 

This paper presents an empirical investiga- 
tion of the relative cyclical variation in the em- 
ployment, hours, and wage rates of labor of 
different skills. In the context of British me- 
chanical engineering, the authors find that dur- 
ing the cycle: (1) the employment of skilled 
and nonmanual workers is adjusted relatively 
less, (2) the hours per man of skilled workers 
are adjusted relatively more. (3) the wage rates 
of skilled labor display a smaller variation rela- 
tive to the wage rates of lower skill grades. 
While there are various explanations for these 
findings, the combined evidence supports the 
view that there are higher fixed hiring, firing, 
and training costs associated with skilled labor. 
Economica, Nov. 1984, 57(204), pp. 423-36. 
Centre for Labour Economics, London School 
of Economics. 

O’Neill, June — The Trend in the Male-Female 
Wage Gap in the United States 
A substantial sex difiFerential in wages has 
persisted in the United States for at least four 
decades. Measured by hourly earnings of year- 
round workers, this wage gap was 31 p>ercent 
in 1955, in the 35-37 percent range by the 
1960s and early 1970s, and then 33 percent 
by 1982. The main finding of this paper is that 
increases in women’s labor force participation 
were initially associated with a declining skill 
level of employed women relative to employed 
men, where skill is measured by years of 
schooling and job tenure. More recently the 
work experience of employed women has been 
increasing, which helps account for the recent 
narrowing trend in the wage gap. During the 
1970s, the wage gap might have narrowed 
more had it not been for high levels of unem- 
ployment combined with downward pressure 
on wages of less-skilled workers arising from 
rapid increases in the supply of young workers 
and women. /. Lab. Econ., Part 2, Supp., Jan. 
1985, 3(1), pp. S91-1 16. Urban Institute, Wash- 
ington, D.C. 

Robinson, Chris and Tomes, Nigel — More on 
the Labour Supply of Canadian Women 


The traditional consensus on female labor 
supply is that the wage elasticity is large and 
positive in contrast to a small and generally 
negative elasticity for males. This consensus 
has recently been challenged in a series of im- 
portant papers by Alice and Masao Nakamura, 
who find a “backward bending” supply curve 
for females similar to that of males. This result 
has been challenged on a variety of grounds. 
The present paper tests the hypothesis ad- 
vanced by the Nakamuras on data that has sev- 
eral advantages over the census-type data in 
their papers. TTie results ofifer strong support 
for the Nakamuras’ conclusions. Can. J. Eicon., 
Feb. 1985, 78(1), pp. 156-63. University of 
Western Ontario, London, Ontario. 

Rosenthal, Neal H. — The Shrinking Middle 
Class: Myth or Reality? 

Certain changes in the industrial and occu- 
pational structure of employment affect the 
distribution of earnings of individuals, thus 
causing a degree of earnings bipolarization. 
(For example, the changes could cause workers 
to move from, say, the middle third of an occu- 
pational earnings group to the bottom or top 
third.) However, an analysis of Current Popula- 
tion Survey data on usual weekly earnings and 
on employment of full-time wage and salary 
workers by detailed occupations shows that 
such bipolarization has not occurred over the 
1973-82 period. Also, BLS projection.s of em- 
ployment b> occupations indicate that bipolar- 
ization is not likely to occur between 1982 and 
1995. Mon. Lab. Rev., Mar. 1985, 708(3), pp. 
3-10. Bureau of Labor Statistics, Washington, 
DC. 

Rossana, Robert J. — Buffer Stocks and Labor 
Demand: Further Evidence 
This paper presents estimates of a multivari- 
ate flexible accelerator model of labor demand 
(hours and the number of production workers) 
that shows that stocks of finished goods, un- 
filled orders, and materiab inventories have 
significant impacts upon labor demand. Uni- 
variate time series models are used to capture 
expectations of the determinants desired 
stocks (new orders, real wages, and real raw 
materials prices), and these magnitudes are 
found to follow a random walk without drift. 
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Expected new orders and errors in forecasting 
new orders are found to have an important 
impact upon labor inputs. Real wage forecast- 
ing errors are found to be important for hours 
demand. Rev. Econ. Statist, Feb. 1985, 67(1), 
pp. 16-26. Pennsylvania State University, 
University Park. 

Shah, Anup R. — Wage /Job Security Contracts 

and Unionism 

This paper first extends the theory of implicit 
labor contracts to take into account specific 
human capital and job security and then car- 
ries out an empirical investigation using indi- 
vidual level data. The evidence provides some 
support for the main hypothesis that wage /job 
security contracts arise from individual opti- 
mizing behavior. In addition, unions play an 
important role in contract determination. In 
particular, unions are able to improve on both 
the wages and the job security of their mem- 
bers. Finally, selectivity bias is not detected, 
so that unmeasured attributes appear to be in- 
significant determinants of contracts. Southern 
Econ. / Jan. 1985, 51(3), pp. 849-59. Univer- 
sity of Newcastle-upon-Tyne. 

Sider, Hal — Work-related Accidents and the 

Production Process 

The extent to which the incidence of work- 
related accidents can be considered a phenom- 
enon responsive to economic incentives is 
examined in this paper. A joint output, multi- 
input translog production model is developed 
in which the relationship between wage costs 
and risk is estimated along with the technologi- 
cal parameters of the production process. Esti- 
mates for six manufacturing industries show 
a statistically significant opportunity cost of re- 
ductions in injuries and a statistically signifi- 
cant relationship between wage costs and in- 
jury risks. The results also provide some 
evidence that labor markets sort the most- 
averse workers to the safer industries. Simula- 
tions based on production technology indicate 
that relatively large taxes are needed to induce 
reductions in the incidence of injuries. / 
Human Res., Winter 1985, 20(1), pp. 47-63. 
U.S. Conunission on Qvil Rights, Washington, 
D.C. 


Simpson, Wayne — ^The Impact of Unions on 
the Structure of Canadian Wages; An Empir- 
ical Analysis with Microdata 
This study uses microdata from the Labour 
Canada Wages Survey to examine the effect 
of unions on wage determination in Canada. 
Using J. J. Heckman’s procedure to correct for 
selectivity bias, the study finds smaller esti- 
mates of the union-nonunion differential than 
earlier Canadian studies based on aggregate 
data for manufacturing or microdata. The su- 
periority of public sector wages is found to be 
strictly a union effect, corroborating earlier re- 
search. Widespread evidence is found of com- 
pression of skill differentials in the unionized 
sector relative to the nonunionized sector. It 
is argued that this compression may have con- 
tributed to the shortages of skilled, unionized 
workers throughout the Canadian economy. 
Can. J. Econ., Feb. 1985, 18(1), pp. 164-81. 
University of Manitoba, Winnipeg. 

Solnick, Loren M. — The Effect of Blue-Collar 
Unions on White-Collar Wages and Fringe 
Benefits 

This study investigates the influence of blue- 
collar unions on the wages and fringe benefits 
of white-collar workers employed in the same 
establishment. Establishment data on em- 
ployee compensation in 1974, the last year 
such data were collected, are used to estimate 
these wage and fringe spillovers in the two- 
digit industries in the manufacturing sector. 
Wage spillovers appear in only three of sixteen 
industries, the effect ranging from 10 to 19 
percent. For fringes, spillovers appear in 
twelve industries, effects ranging from 15 to 
52 percent. Although the models estimated 
also allow for the influence of white-collar 
unions on white-collar wages and fringes, no 
such effects were observed. Ind. Lab. Relat. 
Rev., Jan. 1985, 38(2), pp. 236-43. Employ- 
ment Economics, Inc., New York. 

Tim4r, J&nos — Problems of Full Employment 
The sharpening labor shortage prevailing in 
the socialist countries entailed the elimination 
of all types of unemployment, but at the same 
time strengthened tendencies in enterprises 
to form labor reserves and also the effort of 
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employees to hold back performance. The re- 
form of the Hungarian economic mechanism 
under way is intended to transform the sellers* 
market gradually into a buyers’ market. This 
would essentially modify the demand for labor 
and the relations of the labor market and full 
employment. Means and methods have to be 
devised that are suitable for providing eflFective 
support to those newly seeking employment 
and to those temporarily unemployed. Acta 
Oecon., 1983, 37(3-4), pp. 209-24. Karl Marx 
University of Economics, Budapest. 

Topel, Robert H. — Equilibrium Earnings, 
Turnover, and Unemployment; New Evi- 
dence 

In labor market equilibrium, sectoral differ- 
ences in “natural” rates of unemployment gen- 
erate a conformable distribution of wage dif- 
ferentials that compensates workers for 
bearing unemployment risk. This paper offers 
new empirical evidence on the determinants 
of this equilibrium. The author estimates a 
three-state model of employment and unem- 
ployment that identifies the determinants of 
individuals’ rates of entering and leaving un- 
employment spells. Sectoral, demographic, 
and policy-induced differences in unemploy- 
ment probabilities evolve naturally from this 
framework. Second, he estimates the impact 
of these differences on the distribution of 
wages. An important finding is the powerful 
impact of the unemployment insurance (UI) 
system both on unemployment and on equaliz- 
ing wage differences. The evidence is strong 
that the availability of Ul increases unemploy- 
ment while simultaneously reducing the mag- 
nitude of compensating wage differentials. J. 
Lab. Econ., Oct. 1984, 2(4), pp. 500-522. Uni- 
versity of Chicago. 

Tuckman, Barbara H. and Tuckman, Howard 
P.— The Labor Market for Part-Time Fac- 
ulty at Business Schools 
This article examines the labor market for 
part-timers at business schools using data from 
155 business schools that reported information 
in 1982. It finds that educational credentials, 
teaching experience, and certification are the 
key determinants for selection of a part-timer. 


Accounting departments are by far the largest 
employers, followed by data processing /man- 
agement information. Increments to the exist- 
ing stock of full-time faculty are of a much 
lower order of magnitude than increments to 
the stock of part-timers. And business schools 
hired only 50 percent of the faculty they con- 
tacted, with success percentages lower for fuU- 
than for part-time faculty. Finally, the part- 
time market is growing more rapidly than the 
full-time market. Quart. Rev. Econ. Bus., Au- 
tumn 1984, 24(3), pp. 95-103. Memphis State 
University. 

Vroman, Wayne — Cost-of-Living Escalators 

and Price-Wage Linkages in the U.S. Econ- 
omy, 1968-1980 

This paper examines the importance of cost- 
of-living escalator (COLA) clauses as a link be- 
tween price changes and money wage 
changes. It surveys the possible kinds of price- 
wage linkages and estimates the importance 
of COLAs in overall wage changes in the econ- 
omy. The author concludes that despite 
growth in the coverage and yields of escalator 
clauses since the mid-1960s, they still ac- 
counted in 1980 for less than 10 percent of 
total money wage changes in the U.S. economy 
and are therefore not a m^or cause of inflation. 
Ind. Lab. Relat. Rev., Jan. 1985, 38(2), pp. 225- 
35. The Urban Institute. 

Weiss, Andrew — Determinants of Quit Behav- 
ior 

Using a sample of newly hired semiskilled 
production workers at two manufacturing fa- 
cilities, the author investigates various factors 
affecting the probability of workers’ quitting. 
Workers who quit a previous job to take the 
jobs studied are less likely to quit than workers 
who were unemployed w'hen they applied for 
the jobs surveyed. Workers assigned to more 
complex tasks are more likely to quit their jobs 
than workers assigned to simpler tasks. Youn- 
ger workers are more likely to quit than older 
workers. Better-educated workers have lower 
quit propensities than less-W^-educated 
workers. These correlations, which stem from 
multiple regressions using probit estimation 
routines, can be explained by a model in which 


■ 









1660 


Journal of Economic Literature 


individuals’ quit propensities are functions of 
their alternative opportunities, job satisfaction, 
and the pecuniary and nonpecuniary costs of 
quitting./ Lab. Econ., July 1984, 2(3), pp. 371- 
87, Columbia University. 

Wren-Lewis, Simon — Private Sector Earnings 
and Excess Demand from 1966 to 1980 
In this paper a model of U.K. earnings is 
estimated in which the independent variables 
include potential determinants of the supply 
and demand for labor. This model appears to 
perform well in comparison with more conven- 
tional earnings equations, such as the expec- 
tations-augmented Phillips curve. Output 
proved to be particularly important in deter- 
mining earnings over the estimation period, 
although this relationship operated only with 
a considerable lag. This and other results re- 
main v'alid when the effects of incomes policies 
are allowed for, using the earnings "norm” or 
target as a guide to the policy’s severity. Ox- 
ford Bull. Econ. Statist., Feb. 1985, 47(1), pp. 
1-18. National Institute of Economic and Social 
Research. 

826 Labor Markets: Demographic Characteristics 

Michael, Robert T. and Tuma, Nancy Bran- 
don — Youth Employment; Does Life Begin 
at 16? 

Theoretical economic models, official labor 
force statistics, and most empirical studies of 
young workers disregard employment experi- 
ence of students under age sixteen. Evidence 
from several sources, however, suggests that 
students aged fourteen and fifteen acquire sub- 
stantial employment experience. Moreover, 
that experience is vastly different for black and 
white youths. Several policy-related issues, in- 
cluding causes of black-white differences in 
adult earnings, may deserve to be interpreted 
differently in light of differentials in early em- 
ployment experience. This employment expe- 
rience of fourteen- and fifteen-year-olds in gen- 
eral and its racial pattern in particular should 
not continue to be ignored. J. Lab. Econ.* Oct. 
1984, 2,(4), pp. 464-76. University of Chicago; 
Stanford University. 

Mdik, Carl and Nakata, Yoshi-Fumi — ^The 
Age-Wage Profile and Structural Change in 


the Japanese Labor Market for Males, 1964- 
1982 

The focus of this paper is the impact of de- 
mographic change and of the technological 
catching-up of Japanese industry with that in 
the West upon the age-wage profile in Japan 
over the period 1964-1982. The authors argue 
that changes on the supply side of the aggre- 
gate labor market, especially the aging of the 
Japanese labor force, have had a profound in- 
fluence on determining the relative wages of 
senior to junior workers. But they also argue 
that structural shift on the demand side, espe- 
cially that associated with the slowing down 
of output growth as Japan caught up with 
Western economies, was important in deter- 
mining the age-wage profile. Finally, they of- 
fer a variety of statistical findings consistent 
with their thesis, including new evidence on 
the dualistic structure of the Japanese labor 
market. /. Human Res., Winter 1985, 20(1), 
pp. 100-116. University of Santa Clara, Califor- 
nia; University of California, Berkeley. 

830 Trade Unions; Collective Bargaining; 

Labor-Management Rei,ations 

831 Trade Unions 

Farber, Henry S. — Right-to-Work Laws and the 
Extent of Unionization 
It is a well-known fact that the extent of 
unionization is less in states with right-to-work 
(RTW) laws. A framework is developed for de- 
termining whether RTW laws actually cause 
a decrease in the extent of unionization or 
whether they simply mirror preexisting tastes 
of workers against unions. A set of empirical 
tests is proposed that can distinguish between 
these explanations based on differences be- 
tween RTW and non-RTW states in the de- 
mand for union representation, the supply of 
union jobs relative to that demand, and the 
observed union/nonunion wage differential. 
These tests are implemented using disaggre- 
gated data from the Quality of Employment 
Survey and the Current Population Survey, 
and a pattern is found that is consistent with 
the hypothesis that R.TW laws simply mirror 
preexisting preferences against union repre- 
sentation, / Lab. Econ., July 1984, 2(3), pp. 
319-52. Massachusetts Institute ot Technol- 
ogy- 
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Hills, Stephen M— The Attitudes of Union and 

Nonunion Male Workers toward Union Rep- 

resentation 

Oata frorn the National Longitudinal Survey 
of 1980 indicate that of the men aged 28 to 
38 who were sampled, 87 percent of those al- 
ready covered by a union contract would vote 
for union representation, whereas only 27 per- 
cent of the nonunion workers would do so. 
Among the nonunion workers, pro-union atti- 
tudes were more widespread among blacks 
than whites and among workers in govern- 
ment and construction than in other industries. 
The author tested the effect of several possible 
determinants of attitudes, such as job satisfac- 
tion, occupation and pay rate, and region of 
residence. Many of the.se factors were signifi- 
cantly related to union attitudes, but including 
them in a multivariate analysis did little to 
change the differences in attitude across indus- 
tries. Ind. Lab. Relat. Rev., Jan. 1985, 38(2), 
pp. 179-94. Ohio State University. 

Karier, Thomas M. — Unions and Monopoly 
' Profits 

Using cross-sectional data for U.S. manufac- 
turing, the author identifies a negative effect 
of unions on the profits of highly concentrated 
industries and virtually no effect on the profits 
of unconcentrated industries. The results for 
concentrated industries are explained in terms 
of the monopoly model, which predicts a nega- 
tive effect of unions on profits equivalent to 
the change in employer's surplus. The monop- 
oly model also suggests that previous profit 
studies that omitted the union variable were 
likely to significantly underestimate the rela- 
tionship between concentration and profits. 
This prediction is also supported by empirical 
evidence. Rev. Econ. Statist. Feb. 1985,67(1), 
pp. 34-42. Eastern Washington University, 
Cheney. 

Kumar, Pradeep and Stengos, Thanasis — Mea- 
suring the Union Relative Wage Impact: A 

Methodological Note 

The paper empirically evaluates the poten- 
tial bias in estimates of the average union /non- 
union wage differential for Canada based on 

a regresfftxi of a^egate wsgfff on unionize- 

tion. The analysis indicates that these estimates 


can be imprecise and biased compared with 
the estimates derived from actual union and 
nonunion wage data when differentials are 
constrained to be constant across industries. 
Con. / Econ.. Feb. 1985, 18(1), pp. 182-89. 
Queen’s University, Kingston, Ontario. 

Shah, Anup R. — Job Attributes and the Size 
of the Union /Non-union Wage Differential 
The estimated union /nonunion wage differ- 
ential for the United Kingdom appears to fluc- 
tuate widely across various empirical studies. 
In part, this is because worker quality and job 
characteristics are not adequately controlled 
for. Employing individual-level cross-section 
data that enable one to control for such varia- 
bles seems to show that the union/ nonunion 
wage differential lies in a narrow band around 
10 percent, much less than the 25 percent ar- 
rived at by most industry cross-section studies. 
Economica, Nov. 1984, 51 (204), pp. 437-46. 
University of Newcastle-upon-Tyne. 

Wessels, Walter J. — ^The Effects of Unions on 
Employment and Productivity: An Unre- 
solved Contradiction 

The evidence that unions substantially in- 
crease productivity is contradicted by the evi- 
dence that the effect of unions on employment 
is small. It i.s shown in this paper that if the 
union is constrained by the firm’s demand 
function, and it is the efficiency units of labor 
that are in the demand function, then essen- 
tially the only way to resolve this contradiction 
is for unions to raise the productivity of capital 
(and not of labor) under conditions where the 
substitutability between labor and capital is 
very limited. But estimates of the substitutabil- 
ity parameter are near unity, so that one of 
these effects must be wrong, either unions do 
not substantially increase productivity or they 
substantially reduce employment. J. Lab. 
Econ., Part 1, Jan. 1985, 3(1), pp. 101-08. 
North Carolina State University, Raleigh. 

832 Collective Bargaining 

Cooke, WiWiam N.— The Failure to Negotiate 
First Contracts; Determinants and PdRcy 
Implications 



ning certification rights, fail to secure egtee- 
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ments in roughly one of every four first-con- 
tract negotiations. Hypotheses are derived 
from Neil W. Chamberlain’s theory that the 
negotiating parties' costs of agreeing and dis- 
agreeing are shaped by economic, sociopoliti- 
cal, and organizational factors. The author ana- 
lyzes data through 1982 on 1 18 cases in which 
unions had won NLRB elections in Indiana in 
1979 and 1980. He finds that an employer’s 
discrimination against union activists and re- 
fusal to bargain charges deemed meritorious 
by the NLRB negatively affect the probability 
that a first contract will be reached, as does 
lengthy delay in the NLRB’s resolution of em- 
ployer challenges to lost elections. Ind. Lab. 
Relat. Rev., Jan. 1985, 88(2), pp. 163-78. Uni- 
versity of Michigan. 

Hendricks, Wallace £. and Kahn, Lawrence 
M. — ^The Demand for Labor Market Struc- 
ture; An Economic Approach 
This paper formulates and estimates a model 
for the determination of employer and union 
demand for multiemployer (vs. single em- 
ployer) bargaining units. Utility-maximizing, 
risk-averse firms and unions are both assumed 
to weigh the impact of each type of bargaining 
unit on the expected level and variability of 
profits and wages, respectively. The model is 
tested on a 1975 sample of 3,486 individual 
collective bargaining agreements. Because ei- 
ther party can generally leave a multiemployer 
unit without the other party's consent, a par- 
tially observed bivariate probit model is used 
to estimate demand for structure. It is found 
that the forgone profits due to the multiera- 
ployer unit (relative to a single-firm unit) lower 
firm demands for this type of unit, while for- 
gone wages in a multiemployer unit (relative 
to a single-firm unit) lower union demands for 
this type of unit. / Lab. Econ., July 1984, 2(3), 
pp. 412-38. University of Illinois, Urbana- 
Champaign. 

Ruben, George — Modest Labor-Management 
Bargains Continue in 1984 Despite the Re- 
covery 

'This article represents the Bureau of Labor 
Statistics’ annual report on labor-management 
collective bargaining settlements. It describes 
the provisions of settlements in each mt^or in- 


dustry that bargained during the year. 'There 
is also a brief discussion of the legal develop- 
ments in industrial relations that were decided 
in 1984. In sum, the author states that despite 
an expanding economy, compensation gains 
continued to be low. This reflects negotiators’ 
concerns about issues such as foreign competi- 
tion, domestic deregulation, moderate infla- 
tion, and job security. Mon. Lab. Rev. Jan. 
1985, 108(1), pp. 3-12. Bureau of Labor Statis- 
tics, Washington, D.C. 

Woodbury, Stephen A. — The Scope of Bargain- 
ing and Bargaining Outcomes in the Public 
Schools 

This study examines state variations in the 
legality of bargaining over class size in public 
schools, to determine, first, whether these vari- 
ations in the legal scope of bargaining bear a 
relationship to actual class sizes and, second, 
whether these variations are indirectly associ- 
ated with teachers’ salaries. Using a model of 
the quality of education to analyze data from 
the 1977 Census of Governments, the author 
finds that restrictions on class-size bargaining 
are associated with both larger student- 
teacher ratios and higher teachers’ salaries. He 
also finds that the availability of voluntary arbi- 
tration and the limited right to strike are re- 
lated to lower student-teacher ratios. Ind. Lab. 
Relat. Rev., Jan. 1985, 38(2), pp. 195-210. 
Michigan State University and W. E. Upjohn 
Institute for Employment Research. 

840 Demographic Economics 

841 Demographic Economics 

Winegarden, C. R. — Women’s Fertility, Mar- 
ket Work and Marital Status: A Test of the 
New Household Economics vrith Interna- 
tional Data 

An econometric model linking women’s fer- 
tility, market work, and marital status is tested 
with pooled cross-section and time-series data 
for European countries. The results support 
the general applicability of the "new house- 
hold economics.” Higher real wages for 
women reduce their fertility and their propen- 
sity to be married, while increasing their par- 
ticipation in wage and salary employment. A 
gain in men’s real earnings has an opposite 
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set of effect on women’s behavior. The approxi- 
mate symmetry of the contrasting effects sug- 
gests that these demographic processes are 
sensitive to changes in male-female pay differ- 
entials. Economica, Nov. 1984, 57(204), pp. 
447-56. University of Toledo. 

850 Hvman Capital 
851 Human Capital 

Becker, Gary S. — Human Capital, Effort, and 

the Sexual Division of Labor 

Increasing returns from specialized human 
capital are a powerful force creating a division 
of labor in the allocation of time and invest- 
ments in human capital between married men 
and married women. Moreover, since child 
care and housework are more effort intensive 
than leisure and other household activities, 
married women spend less effort on each hour 
of market work than married men working 
the same number of hours. Hence, married 
women have lower hourly earnings than mar- 
ried men with the same market human capital, 
and they economize on the effort expended 
on market work by seeking less demanding 
jobs. The responsibility of married women for 
child care and housework has major implica- 
tions for earnings and occupational differences 
between men and women. J. Lab. Econ., Part 
2, Supp. Jan, 1985, 5(1), pp. S33-58. University 
of Chicago. 

Johnson, George E. — Subsidies for Higher Ed- 
ucation 

Who should pay the resource costs of higher 
education? This paper investigates a simple 
model of the general equilibrium of the labor 
market with three skill levels. Those in the 
population with the lower level of intelligence 
and/or sophistication can only become low- 
skilled workers, but the brighter segment of 
the population can become either high- or 
medium-skilled workers. Given the tax struc- 
ture, the welfare of each group is maximized 
by a unique subsidy rate on the cost of training 
high-skilled workers. Under several circum- 
stances, the lower IQ group will want a higher 
subsidy rate than the group that benefits di- 
rectly from the training. / Lab. Econ., July 
1984, 2(3), pp. 303-18. University of Michigan, 
Ann Arbor. 


Schaeffer, Peter — Human Capital Accumula- 
tion and Job Mobility 

The purpose of this research is to show that 
models that treat migration as a decision that 
is made once and for all time are inferior to 
models that allow for successive moves. A dy- 
namic view of the migration process also yields 
new insights into the role of human capital 
in mobility behavior. While most models focus 
on the role of the stock of human capital, it 
is shown that the process of human capital ac- 
cumulation can also influence the migration 
decision. / Reg. Sci. Feb. 1985, 25(1), pp. 103- 
14. University of Illinois, Urbana-Champaign. 

900 Welfare Programs; Consumer 
Economics; Urban and Regional 
Economics 

910 Welfare, Health, and Education 
912 Economics of Education 
Bee, Malcolm and Dolton, Peter J. — Elduca- 
tional Production in Independent Secondary 
Schools 

This article estimates a recursive economet- 
ric model of production for educational institu- 
tions in order to invesHgate the relationship 
between school characteristics and perfor- 
mance. Existing studies have generally met 
with only limited success. The present study, 
through its application of a statistical model 
to comprehensive data drawn from the private 
sector of education, identifies a wide range of 
school characteristics that significantly influ- 
ence performance. The article offers meaning- 
ful results and guidelines for further develop- 
ment of techniques in the investigation of a 
topic that is highly relevant to both producers 
and consumers of education. Bull. Econ. Res., 
Jan. 1985, 37(1), pp. 27-40. University of Hull. 

Carter, Susan B. and Savoca, Elizabeth — The 
Effect of Public Policy on Gender Differ- 
ences in the Demand for Higher Education 
This study finds substantial gender differ- 
ences in the impact of costs on college atten- 
dance. A conditional logit model, in whidi the 
decision to attend college is a functitm of the 
costs of and expected returns to college aod 
the utility of nonschool options, is estimate 
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on large microdata set for the high school class 
of 1972. The authors find that discrimination 
in scholarships and loans and in the youth labor 
market causes women to have a more difficult 
time than men in financing a given tuition bill. 
This implies that reductions in the level of stu- 
dent financial aid have a disproportionately 
negative effect on women’s college atten- 
dance. EcstemEcon./., Oct.-Nov. 1984, i0(4), 
pp. 402-08. Smith College. 

Lankford, Ralph Hamilton — Efficiency and 
Equity in the Provision of Public Education 
The paper focuses on the benefits derived 
from public elementary and secondary educa- 
tion; monetary values of households’ perceived 
benefits from operating expenditures are esti- 
mated. Information concerning the preference 
mappings of citizens is obtained using a ran- 
dom utility model to analyze micro voting 
data. The estimated model in turn provides 
information concerning the efficiency and dis- 
tributional consequences of public education 
expenditures. The conclusion is that operating 
expenditures exceed the estimated efficient 
level. Furthermore, it may be difficult to justify 
the inefficiently large expenditures on equity 
grounds, since the estimated distribution of 
households’ perceived benefits, net of local 
taxes, is prorich. Rev. Econ. Statist, Feb. 1985, 
67(1), pp. 70-80. State University of New York, 
Albany. 

Lankford, Ralph Hamilton — Preferences of 
Citizens for Public Expenditures on Elemen- 
tary and Secondary Education 
This paper presents an empirical analysis of 
citizens’ preferences for public elementary 
and secondary education expenditures. Survey 
data collected in conjunction with a school tax 
referendum and a multinomial probit random 
utility model are used to make inferences con- 
cerning the preference mappings of citizens. 
These estimated mappings, in turn, imply 
unique estimates of the demands of citizens 
for pubbc education expenditures. Citizens’ 
beliefs concerning whether expenditures are 
wisely spent and will affect school quality are 
seen to be important determinants of demand. 
'The impact of citizens’ perceptions of tax costs 
is also considered. /. Econometrics, Jan. 1985, 


27(1), pp. 1-20. State University of New York, 
Albany. 

Williams, Ross A. — Interactions between Gov- 
ernment and Private Outlays: Education in 
Australia, 1949-50 to 1981-82 
This paper recognizes that government and 
private final expenditure cannot be modeled 
in isolation from each other when the expendi- 
ture relates to a good such as education, which 
is supplied by both sectors. The interrelation- 
ships in education expenditure are particularly 
direct in Australia, where the private price of 
private schooling has been lowered substan- 
tially by government grants. Annual data are 
used to quantify the interrelationships. Econ. 
Rec., Dec. 1984, 60(171), pp. 317-25. Univer- 
sity of Melbourne. 

913 Economics of Health (including medical 
subsidy programs) 

Bazzoli, Gloria J. — Does Educational Indebt- 
edness Affect Physician Specialty Choice? 
There has been much debate over the effect 
of educational indebtedness on physician spe- 
cialty choice, especially in light of the per- 
ceived shortage of primary care physicians. 
This paper explores the theoretical foundations 
of this debate and estimates the effects of debt 
on specialty choice. The results suggest that 
an increase in debt from subsidized loan 
sources has mixed effects, while an increase 
in unsubsidized debt reduces the probability 
of selecting primary care. Though these effects 
are significant, they are very small in magni- 
tude. Economic returns to certain specialties 
and personal background appear to play a 
more important role in specialty selection. ]. 
Health Econ., Mar. 1985, 4(1), pp. 1-19. Health 
Policy Research Group, Chicago. 

Beazoglou, Tryfon J. — Price Variation and Its 
Determinants across Dental Markets 
Dental services are heterogeneous. In addi- 
tion, they vary across practices in scope, mix, 
volume, and quality. Furthermore, they can- 
not be stored or transferred. In empirical re- 
search, the use of aggregate data and inappro- 
priate geographic areas to define markets may 
lead to serious estimation inaccuracies and er- 
roneous inferences. 'These probleihs are ex- 
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acerbated when service, practice, and market 
characteristics are systematically related. Us- 
ing specific dental services and relevant geo- 
graphic areas, this paper demonstrates: (1) a 
systematic variation in market prices for six 
common dental services; and (2) the usefulness 
and power of a simple neoclassical competitive 
model in explaining consistently the existing 
intermarket price variation. Eastern Econ. /, 
Oct.— Dec. 1984, 10(4), pp. 353-66. University 
of Connecticut Health Center. 

Burstein, Philip L. and Cromwell, Jerry — Rela- 
tive Incomes and Rates of Return for U.S. 

Physicians 

The rapid growth in health insurance cover- 
age, coupled with technological progress and 
an aging population, were found in this study 
to more than offset the depressing effects of 
physician supply on medical school rates of re- 
turn. Internal rates of return to basic medical 
training were 14-17 percent in 1980, the 
higher figure unadjusted for hours worked. 
Specialty training was also quite profitable, 10- 
15'percent per additional year, although pedia- 
tricians continued to suffer a relative financial 
loss. Medicare-Medicaid were found to pro- 
vide a hidden subsidy to specialty training 
worth 1.5 percentage points through higher 
residency salaries. / Health Econ., Mar. 1985, 
4(1), pp, 63-78. Center for Health Economics 
Research, Chestnut Hill, Massachusetts. 

Chirikos, Thomas N. and Nestel, Gilbert — Fur- 
ther Evidence on the Economic Effects of 

Poor Health 

This paper examines variations in current 
economic welfare attributable to different pro- 
files or histories of health status over the pre- 
ceding ten-year period. A two-equation model, 
estimated with National Longitudinal Survey 
data for four sex-race groups, provides convinc- 
ing evidence that health problems incurred in 
the past adversely affect current earnings. This 
legacy is difificult to overcome; it remains even 
for individuals in improving health willing to 
devote relatively greater effort to market 
work. A history of jjoor health is also shown 
to exact substantially different economic tolls 
from men and women as well as from whites 
*nd blacks. Rev. Econ. Statist., Feb, 1985, 


67(1), pp. 61-69, Ohio State University, Co- 
lumbus. 

Coyte, Peter C The Operation of the Hospri- 

tal Sector; Towards a Diagnosis 
This paper uses the technique of equalizing 
differences to develop a unified economic 
model of the hospital sector. The paper pro- 
vides for the possibility of market segmenta- 
tion if consumers and/or hospitals are heter- 
ogeneous, and it offers a number of insights 
regarding reimbursement schemes for hospi- 
tals. In particular, it is shown that the degree 
of .specialization in payment systems is limited 
by the extent of the market, and furthermore, 
hospitals that specialize in payment schemes 
also specialize in service bundles. Southern 
Econ. J., Jan. 1985, 57(3), pp. 655-71. Simon 
Fraser University, Burnaby, British Columbia. 

Dionne, Georges and Contandriopoulos, 
Andre-Pierre — Doctors and Their Work- 
shops: A Review Article 
In this paper the authors present a theoreti- 
cal franricwork for reviewing the main points 
treated by M. V. Pauly {Doctors and Their 
Workshops: Economic Models and Physician 
Behavior, 1980). Moreover, they isolate the is- 
sues that still need further research. Finally, 
the overall message of Pauly’s book Standard 
Economic Models Can Explain Behavior in the 
Medical Care Industry is briefly discussed. / 
Health Econ Mar. 1985, 4(1), pp. 21-33. Uni- 
versii) of Montreal. 

Ferguson, Brian S. — Physician Objectives and 
Resource Allocation 

This paper examines the theoretical incen- 
tives affecting physician input use in the case 
of fee-for-service practice. It establishes that 
while the price-taking physician, acting as a 
utility maximizer, may use inputs relating to 
his own time efficiently, he may not be efficient 
in his use of other inputs. J. Health Econ., Mar. 
1985, 4(1), pp. 35-42. University of Guelph, 
Ontario. 

Forbes, John F. and McGregor, Alan— Unem- 
ployment and Mortality in Post-war Scotland 
This paper presents a time-series analysis of 
unemployment and mortaUty in postwar Scot- 
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land. Using a variety of model specifications 
and several measures of the age and duration 
structure of male unemployment, the authors 
find little evidence of a consistent association 
between unemployment and male mortality 
from all causes in different age cohorts. Unem- 
ployment, however, appears to be more closely 
associated with variations in mortality rates 
from ischemic heart disease, but the direction 
of effect was sensitive to the choice of maxi- 
mum lag length between unemployment and 
mortality. J. Health Econ., Dec. 1984, 3(3), pp. 
239-57. University of Glasgow. 

Holmer, Martin — Tax Policy and the Demand 
for Health Insurance 

Estimates of the price and income elasticities 
of demand for health insurance are derived 
from econometric estimates of the parameters 
of a discrete choice model of health insurance 
demand using data from a survey of plan 
choices among a sample of federal government 
employees. The estimated income elasticity 
(+0.01) is similar to most previous estimates. 
The estimated price elasticity (—0.16) is in ab- 
solute value much less than the earlier previ- 
ous estimates and somewhat less than the more 
recent previous estimates. Possible causes of 
these differences in price elasticity estimates 
are discussed./. Health Exon., Dec. 1984, 3(3), 
pp. 203-21. U.S. Department of Health and 
Human Services, Washington, D.C. 

Jensen, Cail; Feldman, Roger, and Dowd, 
Bryan — Corporate Benefit Policies and 
Health Insurance Costs 
This article tests the hypothesis that health 
insurance premiums are lower for employee 
groups where multiple health plans are offered 
and the employer pays a level dollar amount 
of the chosen premium than for employee 
groups where these conditions are not met. 
Proposed national legislation relies on these 
conditions to create a competitive health care 
market. Regression analysis of premium data 
for employers in Minnesota rejects the hypoth- 
esis. These findings, which apply to both indi- 
vidual and family coverage premiums, cast 
doubt on attempts to achieve health care com- 
petition by legislative changes in insurance op- 
tions and contribution methods. /. Health 


Econ., Dec. 1984, 3(3), pp. 275-96. University 
of Minnesota, Miiuieapolis. 

Joseph, Hyman — Reimbursement Methods 
and Hospital Quality 

This paper develops a model of hospital be- 
havior that includes the method of reimburse- 
ment as a variable. Both prospective reim- 
bursement and retrospective reimbursement 
are shown to be special cases of a more general 
method of reimbursement. The model predicts 
the impact of both the reimbursement method 
and the reimbursement rate of hospital quality 
and hospital costs. The model also shows which 
type of reimbursement methods will be pre- 
ferred by individual hospitals. The potential 
impacts of prospective reimbursement on the 
quality, costs, and economic efficiency of the 
overall hospital system are analyzed. Eastern 
Econ. /., July-Sept. 1984, 70(3), pp. 285-93. 
University of Iowa, Iowa City. 

Mueller, Curt D. — Waiting for Physicians’ Ser- 
vices; Model and Evidence 
When services are distributed by appoint- 
ment, consumers often incur costs of waiting 
beyond scheduled appointment times. A 
model of the physician’s office is developed 
that recognizes that physicians jointly produce 
office services and accessibility. Testable impli- 
cations of the model are generated, and esti- 
mates of reduced-form waiting time and 
money-price equations are presented. Results 
suggest that waiting times are responsive to 
demand and supply-side factors. Estimates are 
consistent with the theory of the allocation of 
time and suggest that lower waits will accom- 
pany growth in the supply of physicians. /. Bus., 
Apr. 1985, 58(2), pp. 173-90. National Center 
for Health Services Research. 

Viscusi, W. Kip — Regulating Uncertain Health 
Hazards When There Is Changing Risk In- 
formation 

Regulations of imperfectly understood risks 
usually regulate these hazards more strin- 
gently than is dictated by myopic concerns. 
When downward irreversibilities are present 
and one can learn more about the risk over 
time, it is optimal to initially underregulate 
the risk and then tighten the regulation after 
adverse information is acquired. Upward trre- 
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versibilities limiting the ability to augment the 
health and safety investment level create the 
opposite result. The expected value of perfect 
prior information is a decreasing function of 
the probability of acquiring future risk infor- 
mation and the probability that the risk wiU 
be discovered to be severe. J. Health Econ., 
Dec. 1984, 3(3), pp. 259—73. Duke University. 

Woodward, Robert S. and Warren-Boulton, 
Frederick — Considering the Effects of Fi- 
nancial Incentives and Professional Ethics on 
“Appropriate” Medical Care 
This paper presents a model of an "ethical” 
physician’s allocation of time and income be- 
tween work and leisure activities for various 
remuneration types and income levels. The 
physician is “ethical" because he prefers to 
provide that amount of medical care that he 
believes to be in the patient’s best interests. 
Remuneration systems include fixed, time-, 
and output-based incomes. Only output-based 
income provides the physician with incentives 
that may (if the physician density and medical 
care price are sufficiently high) generate more- 
than-“appropriate” care per patient. Fixed and 
time-based incomes necessarily lead the physi- 
cian to provide less-than-"appropriate” care. 
J. Health Econ., Dec. 1984, 3(3), pp. 223-37. 
Washington University, St. Louis. 

914 Economics of Poverty 

Cottschalk, Peter and Danziger, Sheldon — A 
Framework for Evaluating the Effects of 
Economic Growth and Transfers on Poverty 
This paper develops a conceptual framework 
to measure the relative eflFects on poverty of 
growth in mean market income, mean transfer 
income, and inequality. The authors analyze 
the relationship between changes in the loca- 
tion and shape of the joint distribution of vari- 
ous income sources (i.e., the mean- and higher- 
level moments of market and transfer incomes) 
and the poverty rate. During the 1967-79 pe- 
riod, poverty decreased. Increases in mean 
market incomes and transfers contributed al- 
most equally to the decline, while changes in 
the shape of the distribution increased poverty. 
Since 1979, poverty has risen as the poverty- 
reducmg impact of transfers was more than 
trffeet by declining market incomes and in- 


creasing inequality. Amer. Econ. Rev., Mar. 
1985, 75(1), pp. 153-61. Bowdoin College and 
Institute for Research on Poverty, University 
of Wisconsin, Madison; Institute for Research 
on Poverty, University of Wisconsin, Madison. 

Hoffman, Emily P The Deserving and the 

Non-deserving Poor 

Sar Levitan observed that the elderly, blind, 
and disabled are considered to be more deserv- 
ing of income transfer than female household- 
ers and their children. Variation in Supple- 
mental Security Income (SSI) and Aid to 
Families with Dependent Children (AFDC) 
levels by states is investigated, and states are 
identified that are generous toward SSI recipi- 
ents but are not generous toward AFDC recipi- 
ents, where generous is defined as a state pay- 
ing a transfer payment that is greater than that 
state’s predicted level, based on multiple re- 
gression. Transfers were predicted using aver- 
age income per capita and poverty incidence 
variables. Large variations in transfers by states 
were found. Eastern Econ. J., Oct.-Nov. 1984, 
10{4), pp. 432-40. Western Michigan Univer- 
sity, Kalamazoo. 

Weinberg, Daniel H. — Filling the “Poverty 

Gap”; Multiple Transfer Program Participa- 
tion 

Data from the 1979 Income Survey Devel- 
opment Program are used to describe multiple 
transfer program participation and its effect 
on the poverty rate and the poverty gap. Of 
87.1 million U S. families and unrelated indi- 
viduals, 40 percent received some government 
transfer in April 1979. Further, more than 80 
percent of pretransfer poor families received 
some transfer. The benefits received by the 
elderly succeeded in reducing their poverty 
rate from 68 to 10 percent and reducing their 
poverty gap by 96 percent. In contrast, govern- 
ment transfers reduced the poverty rate for 
single-parent families from a pretransfer rate 
of 48 percent to a posttransfer rate of 30 per- 
cent. An examination of target efficiency indi- 
cates that 82 percent of all incomeKXjnditioned 
transfers go to the pretransfer poor. /. Humah 
Res., Winter 1985, 20(1), pp. 64-89. U.S. De- 
partment of Health and Human Services, 
Washington, D.C. , 
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915 Social Security 

Lesnoy, Selig D. and Leimer, Dean R Social 

Security and Private Saving: Theory and His- 
torical Evidence 

This article is a nontechnical presentation 
of the debate that has gone on during the past 
decade over whether the U.S. Social Security 
System has depressed private saving in the 
economy. The heart of the article is an assess- 
ment of Martin Feldstein’s original evidence, 
presentation of the alternative evidence that 
concluded that currently available historical 
data do not support the proposition that Social 
Security reduces private saving, and an evalua- 
tion of the contradictory evidence presented 
by Feldstein in response to the alternative evi- 
dence. The article concludes that, although the 
total body of evidence is inconclusive, the his- 
torical evidence fails to support the hypothesis 
that Social Security has reduced private saving. 
Soc. Sec. Bull, Jan. 1985, 48(1), pp. 14-30. 
Social Security Administration, Washington, 
D.C. 

917 Economics of Minorities; Economics of 
Discrimination 

Brown, Lisa Jo — Neoclassical Economics and 
the Sexual Division of Labor 
This paper is an outline of an evaluation of 
the neoclassical labor supply research pro- 
gram, specifically, as it pertains to women’s la- 
bor supply. The methodology employed is 
similar to Imre Lakatos’s “Methodology of 
Scientific Research Programmes.” The analysis 
is carried out from an explicitly feminist per- 
spective. The neoclassical research program is 
found to have developed two explanations of 
the sexual division of labor. The first, a “house- 
work as a comparative advantage,” approach 
is exemplified by Gary Becker. Cynthia Lloyd 
and Beth Niemi represent the second ap- 
proach, which treats men and women sym- 
metrically. Empirical anomalies to the neoclas- 
sical model are noted. Eastern Econ. }., Oct.- 
Dec. 1984, 10(4), pp. 367-79. Eastern Wash- 
ington University, Cheney. 

Cain, Glen G. — Welfare Economics of Policies 
toward Women 

The rationale for government policies aimed 
at promoting market work by women is exam- 
ined according to the criteria of efficiency and 


equity. Efficiency involves the issues of market 
failure and labor market discrimination. 
Equity involves the economic well-being of 
women compared with that of men. The case 
for interventionist policies on behalf of women 
is found to be weak on efficiency grounds but 
strong on equity grounds. It is suggested that 
conventional measures of labor market dis- 
crimination against women are hopelessly am- 
biguous, and an alternative measure of eco- 
nomic discrimination is proposed. Lifetime 
measures of income for men and women are 
constructed to measure this concept of dis- 
crimination, and it is shown that women are 
poorer than men throughout most of their 
adult lives. / Lab. Econ., Part 2, Supp. Jan. 
1985, 3(1), pp. S375-96. University of Wiscon- 
sin, Madison. 

Golbe, Devra L. — Imperfect Signalling, Affir- 
mative Action, and Black-White Wage Dif- 
ferentials 

A skewing of black-white wage differentials 
has been observed recently. While the wages 
of highly skilled blacks have risen relative to 
those of their white counterparts, the wages 
of less skilled blacks have fallen relative to 
those of their white counterparts. Using a sim- 
ple signalling model, the author shows that af- 
firmative action can lead to such skewing. Also, 
differences in signaling costs between minority 
and majority can lead to the observed wage 
differentials in the absence of either affirmative 
action or discrimination. Southern Eicon. ]., Jan. 
1985, 5/(3), pp. 842-48. Rutgers University. 

Leonard, Jonathan S. — The Impact of Affirma- 
tive Action on Employment 
Affirmative action under Executive Order 
no. 1 1246 ranks among the most controversial 
of domestic federal policies. This study asks 
whether affirmative action has been successful 
in promoting the employment of minorities 
and females. It compares the change in demo- 
graphics between 1974 and 1980 at more than 
68,000 establishments and finds that both mi- 
nority and female employment have increased 
faster at establishments subject to affirmative 
action. Compliance reviews, while not well tar- 
geted, are also found to have been effective. 
/. Lab. Econ., Oct. 1984, 2(4), pp. 439-63. 
University of California, Berkeley. 
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Leonard, Jonathan S. — What Promises Are 
Worth: The Impact of Affirmative Action 
Coals 

Affirmative action goals and timetables have 
been criticized by some as being ineffective 
and by others as being a system of rigid quotas. 
In this paper the author presents estimates of 
the impact of detailed regulatory pressure on 
goals and on subsequent demographics. While 
the goals are inflated and are not being fulfilled 
with the rigidity one might expect of quotas, 
the establishments that promise to employ 
more minorities and females do actually em- 
ploy more in subsequent years. While the de- 
tailed enforcement tools are of doubtful utility, 
the system of affirmative action goals does ap- 
pear to have promoted increases in minority 
and female employment at reviewed establish- 
ments. J. Human Res., Winter 1985, 20(1), pp. 
3-20. University of California, Berkeley. 

920 Consumer Economics 

921 Consumer Economics; levels and Standards 
of Living 

Brookshire, David S., et al.— A Test of the Ex- 
pected Utility Model: Evidence from Earth- 
quake Risks 

The purposes of this paper are twofold. The 
first is to demonstrate that the expected utility 
hypothesis is a reasonable description of behav- 
ior for consumers who face a low-probability, 
high-loss natural hazard event, given that they 
have adequate information. The second is to 
demonstrate that in California, information on 
earthquake hazards was generated by a 1974 
state law that created a market for safe housing 
that previously did not exist. Co-authors are: 
Mark A. Thayer, John Tschirhart, and William 
D, Schulze. / Polit. Exon., Apr. 1985, 93(2), 
pp. 369-89. University of Wyoming, Laramie. 

Van ImhofF, Evert — Estimation of Demand 
Systems Using Both Time Series and Cross 
Section Data 

This article deals with three models of com- 
plete systems of demand equations (the Rotter- 
dam, AIDS, and CBS models). After the models 
and the theoretical restrictions have been de- 
scribed, the parameters are estimated subject 
to an increasing number of restrictions and us- 
ing aggregate time series for the Nethwlands 
on five commodity groups. As the initial results 


are not altogether satisfactory, an attempt is 
made to improve the estimates by combining 
the time-series information with cross section 
data from the Dutch 1974/1975 budget sur- 
vey. While the revised estimates of the income 
elasticities are more plausible than the initial 
ones, the reverse is true for the estimated price 
elasticities. De Economist, 1984, 132(A), pp. 
419-39. University of Nijmegen, the Nether- 
lands. 

Ippolito, Pauline M. and Ippolito, Richard 
A. — Measuring the Value of Life Saving from 
Consumer Reactions to New Information 
Past studies have relied on cross-section pat- 
terns of risky behavior to generate estimates 
of the value of life saving. This approach is 
colored by several problems that affect the reli- 
ability of the results in potentially serious ways. 
It is difficult to separate the risk components 
from the (dis)utility attributes of work or con- 
sumption; to avoid selectivity biases; and to 
disentangle user costs (e.g., wearing a face 
mask) from the risk premium paid for accept- 
ing risk. To circumvent some of these difficul- 
ties, this paper uses a different approach, one 
that exploits the information about the value 
of risk reduction that is provided by changing 
consumption patterns over time brought about 
by changes in available information about risks. 
The case of cigarette consumption over time 
provides an ideal setting to illustrate this meth- 
odology. /. Public Exon., Nov. 1984, 25(112), 
pp. .53-81. Federal Trade Commission, Wash- 
ington, D.C.; U.S. Department of Labor, Wash- 
ington, DC. 

Jafari — Samimi, Ahmad — Social Security And 
Private Savings: Empirical Analysis 
Empirical analysis on the impact of social 
security and pension on aggregate private sav- 
ing is inconclusive. Empirical studies are 
highly dependent on the different time periods 
and various functional forms of the consump- 
tion and saving functions. An extended life-cy- 
cle and permanent income hypothesis of con- 
sumption has been used to analyze the impact 
of social security on private saving in the U.S. 
during 1936-1976. Using a single, equation 
model and OLS estimation technique seems 
not to be enough to come up with empiricfdly 
unambiguous results. Public Finance, 
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1984, 39(2), pp. 226-45. Mazandaran Univer- 
sity, Iran, 

Keating, Barry — Direct and Indirect Impacts 
of the Matchbook Safety Standard of the 
Consumer Products Safety Commission 
A particular standard imposed by the Con- 
sumer Products Safety Commission is re- 
viewed for eflPectiveness. Direct and indirect 
impacts of the imposed standard are examined, 
and the conclusion drawn that this standard 
quite likely had an adverse eflFect on consumer 
safety. Quart. Rev. Econ. Bus., Autumn 1984, 
24(3), pp. 29-36. University of Notre Dame. 

Fortes, Richard, et al. — Estimation de la taille 
des erreurs de planification (Estimation of 
the Possible Size of Plan Errors) 

The credibility of models of planned con- 
sumption in Poland is subject to caution. This 
article reformulates a small macroeconomic 
model of consumption that has already served 
the authors in the past. The reformulation in- 
volves the pararaetrization and estimation of 
the plan for a given year. These estimations 
are obtained from the parametrization of the 
successive plans for 1959, 1960, . . . , 1978. 
Using the estimates of the standard errors, the 
authors calculate the upper and lower limits 
of excess demands. Co-authors are Richard E. 
Quandt, David Winter, and Stephen Yeo. Ann. 
INSEE, July-Dee. 1984, (55/56), pp. 245-55 
(French). Birkbeck College, London, and 
EHESS, Paris. 

Ring, Raymond J., Jr. — The Effect of Perma- 
nent Income on Retail Sales by Sales Cate- 
gory 

The permanent income hypothesis is tested 
with data for state-taxable retail sales disaggre- 
gated according to sales category. Elasticities 
of retail sales with respect to permanent and 
transitory income are found to be consistent 
with permanent income theory. Explanatory 
power of the variables is greatest for sales cate- 
gories composed primarily of consumption 
spending (as opposed to nonconsumption retail 
purchases such as business inputs). There is also 
evidence that such a specification will provide 
more accurate forecasts than one using current 
income. Quart. J. Bus. Econ., Autumn 1984, 
23(4), pp. \i-30. University of South Dakota, 
Vermillion. 


Theil, Henri and Finke, Renate — ^The Decline 
of the Marginal Utility of the Guilder, 1952- 
1977 

The annual change in the marginal utility 
of the guilder is numerically specified, together 
with its two components: the real-income and 
the price-level components. De Economist, 
1984, 132(4), pp, 497-502. University of 
Florida, Gainesville. 

930 Urban Economics 

931 Urban Exsonomics and Public Policy 
Wykander, Hans — Provision of Public Goods 

in Congested Cities 

In many cases of externalities, confidence 
has to be placed on second-best policy. Quan- 
tity regulations on externality-creating or re- 
lated goods may be elements of such a policy. 
Publicly provided goods are typically quantity 
regulated. Efficient supply of public goods that 
mainly benefit residents in the area where they 
are provided (strictly local public goods) is ana- 
lyzed under the condition that there are uncor- 
rected externalities in the transportation sec- 
tor. The presumptions of an oversupply of 
public goods in the central residential areas 
and of an undersupply in the periphery are 
not always confirmed. / Public Econ. Nov. 
1984, 25(1/2), pp. 127-41, University of Stock- 
holm. 

932 Housing Economics 

Pickles, Andrew and Davies, Richard — The 
Longitudinal Analysis of Housing Careers 
It is argued that the longitudinal analysis of 
housing careers, particularly in relation to ten- 
ure choice, may not only add new insights but 
also may overcome serious deficiencies in 
cross-sectional studies. However, the problems 
of analyzing such data have not been fully ap- 
preciated, Competing risk theory, an appropri- 
ate statistical framework, is introduced, and a 
method for dealing with omitted variables us- 
ing a nonparametric mixing distribution is ex- 
plained. The results of the analysis of 954 
households h’om the Michigan Panel Study of 
Income Dynamics are presented. J. Reg. Sci., 
Feb. 1985, 25(1), pp. 85-101. Northwestern 
University and University of Cambridge; Uni- 
versity of Wales. 

Wolfson, Mark A. — ^Tax, Incentive, and Risk- 
sharing Issues in the Allocation of Property 
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Rights; The Generalized Lease-or-Buv Prob- 
lem 

The purpose of this study is to augment the 
buy-versus-lease literature by incorporating (1) 
risk-sharing motives, (2) moral-hazard-related 
incentive problems and their mitigation, and 
(3) tax considerations in the choice of how to 
allocate an asset’s property rights. A game- 
theoretic framework is used to characterize 
the equilibrium shared ownership arrange- 
ment. Buying and leasing emerge as special 
cases of the analysis. Real estate investments 
are emphasized as an illustrative context, 
where it is shown that (1) the efficiency of 
shared home-ownership contracts can be im- 
proved by using local housing price indices and 
(2) taxes encourage investors to bear risk J 
Bus., Apr. 1985, 58(2), pp. 159-71. Stanford 
University. 

933 Urban Economics 

Pines, David and Sadka, Efraim — Gasoline 
Prices, Welfare and Congestion Tolls 
The effects of a gasoline price increase are 
examined using an urban model with traffic 
congestion. When congestion is unpriced, an 
increase in the gasoline price works as a Pigou- 
vian tax on congestion activity, with the excep- 
tion that the proceeds of the tax accrue to out- 
siders (the oil-exporting countries) instead of 
to the government. A concept of locational sta- 
bility for urban models is developed. It is then 
shown that the effect of a gasoline price in- 
crease on welfare is negative when the loca- 
tional equilibrium is stable. Scand. ]. Econ.. 
1984, 86(4), pp. 440-51. Tel- Aviv University, 
Ramat-Aviv. 

940 Regional Economics 
941 Regional Economics 

Brown, Deborah J. and Pheasant, Jim — A 
Sharpe Portfolio Approach to Regional Eco- 
nomic Analysis 

A stock portfolio model and ten years of Indi- 
ana county employment data were used to ana- 
lyze regional economic diversification. The as- 
sumption that growth rates in different 
industries are related only through their rela- 
tion to an underlying business cycle pattern 
was shown to be appropriate for this data, 
while an assumption that a national covariance 
matrix was sufficient for regional analysis was 


not. The technique was illustrated by analyz- 
ing the instability of employment in two Indi- 
ana counties, where lack of specific sectors, 
rather than the poor performance of existing 
sectors, accounted for the more diversified 
county’s poorer performance. J. Reg. Sci. Feb. 
1985, 25(1), pp. 51-63. Purdue University; 
University of Florida. 

Harris, Curtis C., Jr. and Nadji, Mehrzad — The 
Spatial Content of the Arrow-Debreu Gen- 
eral Equilibrium System 
It is shown that the Kenneth J. Arrow-Ge- 
rard Debreu general economic equilibrium 
system is a complete spatial system by rede- 
scribing it with emphasis on location aspects 
and by using a more elaborate notational in- 
dexing scheme. When this system is compared 
with other economic equilibrium systems that 
have a specific spatial content, it is found that 
the others are more restrictive; e.g., others may 
not allow for migration between regions, com- 
muting, or multiplant locations. Some of the 
restrictions on the economy in Walter Isard 
et al. ’s General Theory, however, are neces- 
sary in order to incorporate the political and 
social systems into a comprehensive integrated 
system. J. Reg. Sci., Feb. 1985, 25(1). pp. 1- 
10. University of Maryland; U.S. General Ac- 
counting Office, Washington, D.C. 

van den Noord, Paul J. — Relocation of State 
Services and Regional Unemployment in the 
Netherlands 

In addition to the stimulation of the less de- 
veloped regions in the Netherlands by regional 
investment subsidies and infrastructural im- 
provement, the Dutch government pursues a 
relocation policy with respect to government 
activities. Public institutions have been or are 
to be moved from the government center of 
the Hague to less prosperous regions in the 
north, east, and south of the Netherlands. 'This 
article describes the main characteristics of the 
interregional input-output model that has 
been developed to calculate the employment 
and unemployment effects of relocation policy. 
Further, the results of some model exercises 
are given. Three variants are calculated: a cen- 
tral variant in which the migration rate of civU 
servants is assumed to be equal to tbe actual 
observed value of 15 percent and two exXxenue 
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variants in which the migration rates are as- 
auned to be 100 percent and 0 percent respec- 
tively. De Economist, 1984, 132(i), pp. 451- 
67. University of Amsterdam. 

West, Douglas S.; Von Hohenbalken, Balder 
and Kroner, Kenneth — Tests of Intraurban 
Central Place Theories 
This paper tests the central place models of 
W. Christaller (1966) and of B. C. Eaton and 
R, G. Lipsey (1982), using shopping center 
panel data from Edmonton, Alberta. The au- 


thors obtain the expected hierarchies of shop- 
ping centers, which, however, align better 
with Eaton and Lipsey ’s predictions. In partic- 
ular, they observe stores of the same type repli- 
cated in the same center, a fact that is outside 
Christaller’s model; Eaton and Lipsey use rep- 
lications of stores to predict cyclical growth 
patterns in unplatuied centers and the creation 
of planned malls. Both predictions are sup- 
ported by tests, which make extensive use of 
Voronoi diagrams. Exon.]., Mar. 1985, 95(377), 
pp. 101-17. University of Alberta, Edmonton. 
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